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HAROLD Н. MAYNARD AWARD 
and the 

MARKETING SCIENCE INSTITUTE/H. PAUL ROOT AWARD 
his year, both the Harold H. Maynard Award and the Marketing Science Institute/H. 

| Раш Root Award have been awarded to Rajendra К. Srivastava, Tasadduq А. Sher- 
vani, and Liam Fahey. Professors Srivastava, Shervani, and Fahey’s article, “Маг- 
ket-Based Assets and Shareholder Value: A Framework for Analysis,” was published in 
the January 1998 issue of the Journal of Marketing. This article was chosen by members 
of the Journal of Marketing Editorial Review Board for its significant contribution to 


marketing theory and thought (the Harold H. Maynard Award) and for its significant con- 
tribution to the advancement of the practice of marketing (the MSI/H. Paul Root Award). 
The awards carry certificates and a cash prize, all of which are presented at the American 
Marketing Association’s Summer Marketing Educators’ Conference scheduled to be held 
in San Francisco from August 7-10, 1999, at the Marriott Hotel. 


Rajendra К. Srivastava is Senior Associate Dean and Jack В. Crosby Regent’s Chair in Business, Uni- 
versity of Texas at Austin 

*Tasadduq A. Shervani is Assistant Professor, University of Texas at Austin 

*Liam Fahey is Adjunct Professor, Babson College and Cranfield University (U.K.) 
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Cornelia Ресћтапп & Chuan-Fong Shih 


Smoking Scenes in Movies and 
Antismoking Advertisements Before 
Movies: Effects on Youth 


п two experiments, the authors test rival theses regarding the effects of smoking in feature films on youths and the 
ability of antismoking advertising to nullify those effects. Eight hundred ninth graders watched either original movie 
footage with smoking or control footage with the smoking edited out. Emotional reactions were recorded during 
viewing, and smoking-related thoughts, beliefs, and intent were assessed afterward. The findings support the For- 
bidden Fruit thesis, in that smoking (versus nonsmoking) scenes positively aroused the young viewers, enhanced 
their perceptions of smokers’ social stature, and increased their intent to smoke. However, youths’ opinions were 
malleable, and showing them an antismoking advertisement before the film effectively repositioned the smoking 
from forbidden to tainted, thereby nullifying the aforementioned effects. No support was obtained for the Excitation 
Transfer theory, which predicts that the positive arousal evoked by movie scenes would transfer to smokers who 
were depicted in those scenes. The authors discuss policy implications for film content and antismoking advertising. 


the high prevalence of smoking among high school stu- 

dents, now at 35%, and about the 7% point increase in 
prevalence in just four years (Centers for Disease Control 
and Prevention [hereafter, CDC] 1996). The reasons youths 
smoke are undoubtedly complex. There is mounting evi- 
dence that youths are influenced by tobacco advertising and 
promotions (Evans et al. 1995; Pollay and Lavack 1993; 
Pollay et al. 1996) and perceived peer pressure to smoke 
(Lynch and Bonnie 1994; U.S. Department of Health and 
Human Services 1989). But policy officials, the media, and 
the public are focusing increasing attention on another pos- 
sible instigator of underage smoking: the extensive depic- 
tions of smoking in feature films (Dutka 1996; Hwang and 
Lippman 1998; Stockwell and Glantz 1997; Terre, Drab- 
man, and Speer 1991; Thomas 1996a, b). 

Vice President Al Gore has attacked Hollywood for con- 
tributing to the “pediatric epidemic” of smoking, saying, 
“we know that popular culture has an enormous impact on 
our children’s habits” and that “as more and more children 
start smoking ... smoking in movies is way up as well” 
(Shogren 1997). Gore has appointed a Hollywood task force 
to address the problem. The director of the Massachusetts 
tobacco control program has opined: "I'm far more con- 
cerned about the influence of Winona Ryder [smoking] than 
I am with camels or cowboys" (quoted in Parker-Pope 
1997). The president of the California State Senate recently 


|: the United States, there is considerable concern about 
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held a hearing on the issue because he believes that “оп- 
screen smoking does have an impact on young people" and 
he wants the industry “to respond to the problem" (quoted in 
Russell 1997). The CDC; National Institute on Drug Abuse, 
Substance Abuse and Mental Health Services Administra- 
tion; and many other organizations have initiated activities 
to discourage positive portrayals of smoking in entertain- 
ment media (Prospect Associates 19982). Florida even has 
initiated a national advertising campaign to rebuke Holly- 
wood for glamorizing smoking (Gellene 1998). One adver- 
tisement pictures teenagers saying, "Attention, movie 
industry: We're your best customers. So why are you trying 
to kill us?" 

The concerns about smoking scenes in movies have 
been fueled, in part, by research (American Lung Associa- 
tion 1996; Hazan, Lipton, and Glantz 1994; Stockwell and 
Glantz 1997). Content analyses suggest that smoking occurs 
in as many as 80% of new film releases and that “smoking 
in movies is associated with youthful vigor, good health, 
good looks and personal/professional acceptance" (Hazan, 
Lipton, and Glantz 1994, p. 999). Researchers also have 
compiled statistics that suggest that movies falsely portray 
the realities of smoking. For example, 5796 of movie char- 
acters of high socioeconomic status smoke, whereas only 
19% of these people smoke in real life (Hazan, Lipton, and 
Glantz 1994). Films rarely depict the negative health conse- 
quences of smoking or public concern about secondhand 
smoke (Shogren 1997). The positive depictions of smoking 
in films seem particularly likely to affect youths, who tend 
to be impressionable and are three times more likely than 
adults to be frequent moviegoers (Terre, Drabman, and 
Speer 1991). It is estimated that the average teenager goes to 
the movies approximately once a month and watches two 
feature movies a week on television or videotape (Veronis, 
Suhler and Associates Inc. 1996). 

The furor over smoking in the movies in many ways 
mirrors criticisms of extensive violence in movies (Cantor 


Smoking Scenes in Movies / 1 


1995; Signorielli, Gerbner, and Morgan 1995). However, ге- 
search on mass media violence commenced in the 1960s 
(Geen and Stonner 1974; Zillmann 1971). Concern about 
smoking in the movies has surfaced just recently, and re- 
search has been limited to descriptive content analyses. We 
have completed what appear to be the first controlled exper- 
iments on how attractive film stars’ on-screen smoking 
might influence young viewers. In addition, we have exam- 
ined whether showing antismoking advertising before films 
might help mitigate the effects of the on-screen smoking. 
Our subjects were 800 ninth graders (14-15 years of age), 
all of whom were nonsmokers, because we were interested 
in factors that might lead to smoking initiation. Subjects 
were assigned randomly to view either movie scenes with 
smoking or control scenes with the smoking professionally 
edited out. During the movie, we assessed subjects’ emo- 
tional reactions to the scenes. Afterward, we measured their 
thoughts and beliefs about smokers and their intent to 
smoke. 

A main goal was to test two rival theses. The Excitation 
Transfer theory (Zillmann 1971, 1983, 1991) posits that 
when movie scenes elicit high positive arousal, the favor- 
able affect can transfer from the scenes to the smokers that 
are depicted in those scenes. Our results, though, support the 
rival Forbidden Fruit thesis (Bushman and Stack 1996; 
Klein 1993). This thesis asserts that, due to smoking’s in- 
creasingly tabooed status, on-screen smoking itself evokes 
positive arousal. Furthermore, scenes of attractive movie 
stars smoking tend to suggest that the behavior is socially 
condoned. Notwithstanding, our findings suggest that in- 
theater antismoking advertising can reposition cigarettes 
from forbidden to tainted, thus nullifying the aforemen- 
tioned effects. We elaborate on our theories, methods, and 
results and discuss implications for addressing the problem 
of on-screen smoking. 


Two Rival Theories 


Excitation Transfer Theory 


Movie effects. We tested the Excitation Transfer theory 
because it has received considerable support in previous 
studies of how films may affect viewers’ beliefs and behav- 
iors (Zillmann 1971, 1983, 1991). The theory seems to em- 
body conventional wisdom regarding why marketers should 
attempt to place their products in movies (Balasubramanian 
1994). There also is some anecdotal evidence that the theo- 
ry may be pertinent to the specific issue of cigarette place- 
ments (Dutka 1996; Seibel 1992). Finally, the theory has 
been applied successfully in other marketing contexts, for 
example, in explaining how television program content may 
influence viewers’ reactions to the ensuing advertisements 
(Prasad and Smith 1994). 

The Excitation Transfer theory is based on the premise 
that movie viewing is first and foremost a positively arous- 
ing experience (also see Hirschman and Holbrook 1982; 
Holbrook and Hirschman 1982; Jowett and Linton 1989; 
Shapiro and Biggers 1987). Most viewers seek, and thus 
most filmmakers attempt to provide, an experience that is 
characterized by “high energy, full concentration and plea- 
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surable engagement” (Watson, Clark, and Tellegen 1988, p. 
1063). Movie viewers initially experience nonspecific posi- 
tive arousal and then search for cues in their environment to 
identify the cause of their arousal (Schachter and Singer 
1962). They are prone to misconstruing the cause, however, 
because environmental cues tend to be ambiguous (Schwarz 
and Clore 1983) and because residual excitation can be ex- 
perienced for up to several minutes (Prasad and Smith 
1994). Consequently, viewers may misattribute at least 
some of their residual positive arousal to other concurrently 
available stimuli and evaluate those stimuli more favorably.! 
For example, in Zillmann’s classic 1971 experiment, view- 
ers of high (versus low) arousal movie footage later mani- 
fested more extreme evaluative reactions toward an 
unfamiliar research confederate. 

Marketers’ perceptions of how product placements work 
seem to parallel the ideas in the Excitation Transfer theory 
(Ayer 1995). We define product placements as planned en- 
tries of products into movies or television shows that may 
influence viewers’ product beliefs and/or behaviors favor- 
ably (Balasubramanian 1994). The placements can be 
arranged in several ways, including direct payments to 
movie studios, the use of placement agencies, copromotion- 
al deals, or the provision of free samples for use as props 
(Darlin 1995; Maslin 1982; McCarthy 1994). One market- 
ing goal is simply to increase product awareness. But many 
marketers focus on placing their products in exciting and 
pleasurable scenes in the hopes of obtaining a transfer of 
positive arousal from the scenes to the products (Balasubra- 
manian 1994). The evidence of excitation transfer from 
movie scenes to product placements is anecdotal. For exam- 
ple, one placement agency ensured that Ray Ban Wayfarer 
sunglasses were worn in roughly 15 movies a year for four 
years (Leinster 1987). The sunglasses generally were worn 
by attractive leading actors in thrilling action sequences, and 
product sales reportedly multiplied by a factor of 100. 

We reasoned that cigarette placements might function 
similarly to other types of product placements and conform 
to the predictions of the Excitation Transfer theory. The to- 
bacco industry has been placing its products in movies since 
the 1920s (Schudson 1984). In 1990, when Congress threat- 
ened to ban cigarette placements, cigarette marketers agreed 
to forgo paid placements (Colford 1990; Lipman 1989). 
Nevertheless, many antismoking activists believe that ciga- 
rette placements continue in one form or another, citing as 
evidence the large and increasing number of movies that de- 
pict smoking, such as Basic Instinct, Independence Day, 
Pulp Fiction, Reality Bites, My Best Friend’s Wedding, and 
Titanic (Dutka 1996; Hwang and Lippman 1998; Seibel 
1992; 60 Minutes 1996; Thomas 1996a, b). Furthermore, ac- 


"Тре Excitation Transfer theory is similar to the Classical Con- 
ditioning theory (Gorn and Goldberg 1982; Staats and Staats 
1958), but classical conditioning effects are produced by repeated 
pairings of an unconditioned stimulus (e.g., a pleasing scene) and 
a conditioned stimulus (e.g., a product). Excitation transfer can oc- 
cur after just one pairing. Also, classical conditioning requires the 
unconditioned and conditioned stimuli to be paired within seconds. 
Excitation transfer does not require the stimuli to be paired as 
promptly because the theory posits that residual excitation can en- 
dure for up to several minutes. 


tivists argue that cigarettes seem to be placed strategically т 
climactic scenes for maximum impact. They cite as anecdo- 
tal evidence the suspenseful scene in Basic Instinct in which 
a scantily clad Sharon Stone defiantly smokes in a no-smok- 
ing room while being interrogated by police (Dutka 1996). 

The standard way of testing the Excitation Transfer the- 
ory is to expose subjects to movie footage that elicits either 
high or low positive arousal and then measure subjects’ 
evaluative responses to concurrently available stimuli (Zill- 
mann 1971). Evidence of excitation transfer should be 
stronger in the high (versus low) arousal condition; it may 
not even be discernible in the low arousal condition. Hence, 
we test the following hypothesis: 


H,: When smoking occurs in movie scenes that elicit high 
Positive arousal, subjects will attain more favorable 
beliefs about smokers and report a higher intent to smoke 
When the smoking occurs in scenes that elicit low posi- 
tive arousal, these effects should be weaker and possibly 
nonsignificant. 


Antismoking advertisement effects. Next we consider 
whether it might be beneficial to show antismoking adver- 
tisements (public service announcements) immediately be- 
fore movies to counter the impact of on-screen smoking. 
Public health officials already have determined that it is fea- 
sible to run antismoking advertisements in movie theaters 
(Collins 1998; Gellene 1997; Parker-Pope 1997). To ascer- 
tain the efficacy of that approach, we refer again to the Ex- 
citation Transfer theory. Assuming that an antismoking 
advertisement elicits negative arousal (e.g., fear), the nega- 
tive feelings could transfer to the on-screen smoking. But 
the opportunity for negative affect transfer would be short- 
lived, ceasing after the first few scenes. Subsequent depic- 
tions of smoking could result in positive affect transfer and 
overpower the initial negative learning trials. This possibil- 
ity seems likely because, according to recent reports, a typ- 
ical feature film with smoking depicts the behavior in 
one-third of its scenes (Hazan, Lipton, and Glantz 1994). 
For example, a movie with 45 scenes may offer up to 15 op- 
portunities for positive excitation transfer. Thus, if viewers’ 
responses conform to the predictions of the Excitation 
Transfer theory, a single antismoking advertisement seems 
unlikely to nullify the impact of a film with extensive smok- 
ing. Formally, we hypothesize the following: 


Нз: Even if ап antismoking advertisement is shown prior to a 
movie, smoking scenes (versus nonsmoking control 
scenes) may enhance subjects’ beliefs about smokers and 
intent to smoke. 


Forbidden Fruit Thesis 


Movie effects. А rival view is that, due to the increased 
prohibitions against tobacco use in U.S. society, cigarettes 
and cigars have attained the status of forbidden fruits 
(Klein 1993, 1997; also see Cantor 1995; Cantor, Harri- 
son, and Nathanson 1997; Zillmann and Bryant 1982). As 
such, tobacco use in both the movies and real life is capa- 
ble of eliciting forbidden fruit reactions. Specifically, sim- 
ilar to other forbidden fruits (illicit drugs, pornography, 
and so forth), cigarettes and cigars can evoke feelings of 


positive arousal—excitement and pleasure. American ado- 
lescents long have viewed smoking as a forbidden fruit; 
they associate it with thrill seeking and rebelliousness 
(Barton et al. 1982; Benthin et al. 1995; Chassin et al. 
1981; Collins et al. 1987; Grube et al. 1984; Iso- Ahola and 
Crowley 1991; Wood et al. 1995). It has been argued that 
many adults now share that view (Klein 1993, 1997). One 
author contends that the current prohibitions against 
smoking have led to a situation in which “tobacco use is 
eroticized and surrounded by the odor of what is reckless 
and tabooed,” and thus, “the moment of lighting up seems 
to spark the most energetic erotic excitement" (Klein 
1997, p. 31). 

The Forbidden Fruit thesis may help explain why 
movies continue to depict smoking, even though paid ciga- 
rette placements have been disallowed. Movies are replete 
with other forbidden fruits (Cantor 1995, 1998; Cantor, 
Harrison, and Nathanson 1997; Zillmann and Bryant 1982). 
Two-thirds of U.S. movies are R-rated, meaning they con- 
tain “hard language, or tough violence, or nudity within 
sexual scenes, or drug abuse" (Valenti 1996, p. 9). Film- 
makers presumably use R-rated stimuli to provide the pos- 
itive stimulation that moviegoers seek (Hirschman and 
Holbrook 1982; Holbrook and Hirschman 1982; Jowett and 
Linton 1989; Shapiro and Biggers 1987). There is some 
anecdotal evidence that on-screen smoking may serve a 
similar purpose. Larry Deutchman of the Entertainment In- 
dustry Council has stated that younger, independent writers 
and directors are seeking an "edginess" in their films and 
are depicting more smoking to achieve that tone (Russell 
1997; Thomas 1996a). Moctezuma Esparza (1998), an 
award-winning Hollywood producer, also has stated that 
filmmakers depict smoking, at least in part, to elicit a for- 
bidden fruit reaction. 

Based on the Forbidden Fruit thesis, on-screen smoking 
should affect viewers' cognitions as well as their affective 
reactions. In one classic forbidden fruit study, exposure to 
pornographic (versus control) films enhanced perceptions of 
the prevalence of unusual sexual practices and weakened 
perceptions that pornography is offensive and objectionable 
(Zillmann and Bryant 1982). Likewise, when attractive 
movie characters are shown smoking, it should weaken per- 
ceptions that cigarette use is socially objectionable. At min- 
imum, viewers are likely to conclude that smoking 
increasingly is permitted in the social milieu depicted in the 
film. If the characters who smoke are college students, 
viewers are likely to think that smoking has become more 
acceptable at colleges, and so forth.2 On the basis of these 
arguments, we formulate an alternative prediction to H}: 


Hai: Youths who see movie scenes with smoking (versus non- 
smoking control scenes) will experience more positive 
arousal while watching those scenes, attain more favor- 
able beliefs about smokers’ social stature, and report a 
higher intent to smoke. 


2If people continually see others ın their social group partaking 
of a forbidden fruit, they eventually may conclude that the behav- 
ior is socially condoned, causing it to lose its forbidden fruit status. 
We address the issue of desensitization in the "Discussion" section. 
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Antismoking advertisement effects. Recent research 
suggests that, though adolescents tend to classify many 
products as forbidden, their perceptions are malleable 
(Bushman and Stack 1996; Cantor 1995; Cantor, Harri- 
son, and Nathanson 1997; Stewart and Martin 1994). In 
particular, seemingly minor label changes can cause 
youths to reclassify products from forbidden to neutral, 
or vice versa. In one study, Surgeon General warning la- 
bels caused movies to be viewed as alluring forbidden 
fruits, whereas informational labels caused the same 
movies to be viewed neutrally (Bushman and Stack 
1996). Although there is no empirical evidence that 
youths can be persuaded to reclassify products from one 
extreme to the other—from forbidden (desirable) to taint- 
ed (undesirable) and vice versa—theoretically, it should 
be possible to do so. It may, however, require a more 
powerful manipulation than the aforementioned label 
changes. 

Antismoking advertising may be able to recharacterize 
smoking as tainted. Young people view smoking as forbid- 
den fruit because they do not understand fully the reasons 
underlying its prohibitions. They tend to underestimate the 
severity of the risks of smoking and/or their personal vul- 
nerability to those risks (Lynch and Bonnie 1994; also see 
Tanner, Hunt, and Eppright 1991). In particular, most ado- 
lescents underestimate the likelihood of becoming addicted 
to nicotine and expect to quit smoking before suffering any 
long-term effects. However, antismoking advertising in- 
creasingly describes important negative consequences that 
will be experienced immediately (Worden et al. 1988). For 
example, advertisements imply that people view smokers as 
unwise, unattractive, and misguided (Pechmann 1997; Pech- 
mann and Ratneshwar 1994; Worden et al. 1988). This type 
of message could resonate with adolescents because they are 
at a stage of sociocognitive development at which it is im- 
portant to attain acceptance and respect from others (Hav- 
ighurst 1951; Solomon 1983). 

We would not expect a single antismoking advertise- 
ment to produce a permanent shift in youths’ perceptions of 
smoking. But showing a suitable advertisement immediate- 
ly before a feature film could have the effect of reposition- 
ing smoking from forbidden to tainted, at least for the film’s 
duration. Negative information is often exceptionally im- 
pactive (Mizerski 1982). Also, research in persuasion sug- 
gests that the first message presented often has primacy over 
a second and opposing message (Haugtvedt and Wegener 
1994). Specifically, when an advertisement makes salient 
the idea that smoking is tainted and viewers assimilate that 
idea, the contrasting favorable images of on-screen smoking 
should evoke counterarguments. By counterarguing, view- 
ers should be able to maintain the view that smoking is taint- 
ed. Formally, we hypothesize the following: 


Hoa: If a suitable antismoking advertisement is shown prior to 
a movie, smoking scenes (versus nonsmoking control 
scenes) will no longer evoke positive arousal, enhance 
beliefs about smokers’ social stature, or increase intent to 
smoke; instead, the smoking scenes should elicit nega- 
tive thoughts about smoking. 
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Study 1: Method 


Overview 


Study | tested our two rival hypotheses regarding the impact 
of smoking in films on adolescents (Н, versus Нун). The 
design was a 2 x 2 randomized factorial. The manipulated 
factors were smoking (present versus absent) and the level 
of positive arousal elicited by the movie footage (high ver- 
sus low). The main dependent measures were self-reported 
levels of positive arousal and beliefs about smokers. The 
Excitation Transfer theory (Hj) predicts that the smoke and 
arousal conditions interactively would affect subjects' be- 
liefs about smokers. The Forbidden Fruit thesis (Hj qi) pre- 
dicts that the smoke condition alone would affect smoker 
beliefs and that the smoke condition also would affect sub- 
jects’ levels of positive arousal. 


Subjects 


Subjects were 607 ninth graders (14—15 years of age) from 
three middle-class high schools in southern California who 
participated voluntarily with parental approval and were 
nonsmokers. The consent forms described the study goals in 
somewhat vague terms (“to determine how youths react to 
information contained in motion pictures”) to minimize self- 
selection biases. Approximately half the subjects were girls, 
and the majority (75%) were Caucasian; the remainder were 
generally Hispanic or Asian. Two weeks prior to the main 
study, subjects’ smoking behaviors and intentions were mea- 
sured in a purportedly unrelated “health survey” that was 
distributed by teachers and returned in sealed envelopes to 
maintain confidentiality. Thirty youths were identified as 
smokers because they had smoked on 20 or more days in the 
past month. These students were dropped from the study to 
minimize error variance and focus on smoking initiation. 
The health survey also assessed subjects’ prior intent to 
smoke, and this variable was included in the analyses, but it 
did not affect the findings and so was dropped. 


Stimulus Movies 


Movie scenes were selected from two feature films: Reality 
Bites (1994) and Wild at Heart (1990). These movies were 
chosen because they have youth-oriented themes about 
breaking free from parents and attaining success and stature 
in the adult world. Also, the young and attractive lead char- 
acters smoke in a large number of scenes. Seven short 
scenes from each movie were integrated into a “movie pre- 
view” that lasted 8 minutes. A scene was defined as a break 
in action to change location (Spottiswoode et al. 1969). 
Each subject saw one preview per movie, or two previews in 
all (14 scenes, or 16 minutes, of total footage). Subjects 
were told they were viewing “previews” to minimize the 
likelihood that our editing would arouse suspicion. Reality 
Bites is rated PG-13 (parental guidance suggested for view- 
ers under the age of 14 years). Wild at Heart is rated R (re- 
stricted), but we only used PG-13 footage in our study. 


Manipulations 


To minimize suspicion about the study goals, only 4 of the 
14 stimulus scenes were manipulated; the other 11 scenes 
remained constant across conditions. To manipulate positive 


arousal, we pretested 30 minutes of footage per film (п = 
123 subjects). We identified four high positive arousal 
scenes (e.g., Winona Ryder drives her convertible around 
town with a friend, singing exuberantly to an upbeat song on 
the radio) and four low positive arousal scenes (e.g., Nico- 
las Cage sits silently in a tiny jail cell). To manipulate expo- 
sure to smoking, subjects watched either the original scenes 
with smoking or professionally edited scenes in which the 
smoking was removed. The smokers were Winona Ryder 
(Reality Bites) and Nicolas Cage (Wild at Heart). Each char- 
acter smoked for one minute or 6% of the viewing time. (In 
the full-length films, smoking also constituted 6% of the to- 
tal viewing time.) The video editors created matched non- 
smoking scenes by removing all cigarettes and ash trays and 
as much secondary smoke as possible while preserving the 
length, dialog, music, and nonsmoking visual content. For 
example, whenever a cigarette appeared in the corner of the 
screen, that corner was cropped and the remainder was en- 
larged to fill the screen. 


Procedure 


The study was conducted in small groups of approximate- 
ly 20 subjects. All sessions at each school were conducted 
on a single day to minimize contamination, and subjects 
were told not to discuss the study with others. Subjects 
were released from class for 50 minutes and reported to a 
room equipped with a large-screen color television, stereo 
speakers, and videocassette recorder (VCR). Subjects were 
told that “this study is about what high school students 
think about movies, characters in movies, and people in 
general.” The researcher then explained that subjects would 
be viewing two movie previews and that, at several points, 
they would be asked to record how the movie scenes made 
them feel. The researcher instructed the subjects to watch 
the previews in silence, and the vast majority of subjects 
complied, but if someone attempted to talk, he or she was 
silenced immediately. 

After playing each movie scene, the researcher paused 
the VCR so that subjects could record their level of positive 
arousal. After viewing both previews, subjects completed a 
written survey that measured their beliefs about smokers 
and beer drinkers, with the beer questions serving as dis- 
tracter items. In addition, subjects were queried about 
whether they had seen smoking in either or both movie pre- 
views (using a multiple-choice question) and about their 
suspicions regarding the study goals (using an open-ended 
question). Subjects’ responses to the suspicion probe later 
were coded by two trained research assistants who agreed 
92% of the time; any disagreements were resolved by dis- 
cussion. After participating in the study, all subjects attend- 
ed an antismoking seminar to minimize any residual effects 
on their perceptions of smoking. 


Measures and Analyses 


To assess whether a movie scene elicited high positive 
arousal, subjects were asked to record to what extent the 
scene was sad (1) versus happy (7) and boring (1) versus ex- 
citing (7) (Eliashberg and Sawhney 1994, Russell, Weiss, 
and Mendelsohn 1989; Watson, Clark, and Tellegen 1988; 
Watson and Tellegen 1985). Subjects’ responses to these 


items later were averaged (scale reliability = .82). In prior 
research involving college students, the scale items were la- 
beled “pleasure” and “arousal,” but we used simpler terms 
to facilitate comprehension. We used a two-item scale be- 
cause it only took a few seconds for subjects to complete the 
scale, and thus, there was minimal disruption in their movie 
viewing. We believed that a longer measure might be too 
disruptive (Stayman and Aaker 1993). Although subjects 
rated all movie scenes to reduce suspicion, only data from 
the manipulated scenes were analyzed. 

We assessed subjects' beliefs about how smokers are 
perceived by others (reference group evaluations) and about 
how smokers perceive themselves (self evaluations), be- 
cause research suggests that both types of beliefs are signif- 
icant predictors of smoking uptake (Barton et al. 1982; 
Burton et al. 1989; Chassin et al. 1981; Schlenker 1980). To 
assess subjects' beliefs about how smokers are perceived by 
others, we asked subjects to assume the role of a peer refer- 
ent and indicate: "How does a teenager who smokes ciga- 
rettes look to you?" (scale: 1 to 9, 9 = most favorable). 
Subjects then rated a teenage smoker on 22 items drawn 
from prior surveys (Barton et al. 1982; Burton et al. 1989; 
Chassin et al. 1981; Collins et al. 1987; Gorden 1986) and 
focus groups that we conducted with adolescents. To mea- 
sure subjects' beliefs regarding how smokers perceive them- 
selves, we asked subjects to assume the role of a smoker and 
answer the question: “If you were to smoke a cigarette, how 
do you think it would make you feel?" Subjects indicated 
their views using the same 22 items previously mentioned. 

A principal components factor analysis determined that 
the 22 response items loaded onto four factors with reliabil- 
ities ranging from .91 to .97. The factors were stature (intel- 
ligent, smart, rich, successful), vitality (healthy, well, fit, 
athletic, clean, good-smelling), popularity (well-liked, fun 
to be with, desirable to date, sexy, cute, good-looking), and 
poise (confident, comfortable around others, own person, 
free to make own decisions, contented, relaxed). The inter- 
vally scaled data on arousal and beliefs were analyzed using 
omnibus 2 x 2 ANOVAs, and follow-up planned compar- 
isons were conducted using one-tailed t-tests. The dichoto- 
mous data from the smoking manipulation and suspicion 
checks were analyzed using logistic regression and the for- 
ward log-likelihood estimation method. 


Study 1: Results 


Manipulation and Suspicion Checks 


The data indicate that the experimental manipulations were 
successful. On the positive arousal scale (1 = low, 7 = high), 
the means for low versus high positive arousal scenes were 
2.61 versus 4.03 (F(1,596) = 406.48, р < .01). In the smoke 
condition, 60% of subjects accurately recalled having seen 
smoking in both previews, and 9996 accurately recalled hav- 
ing seen it in at least one preview. In the control condition, 
only 6% of the subjects mistakenly recalled having seen 
smoking in both previews, though 42% mistakenly recalled 
having seen it in at least one preview. Post hoc interviews 
revealed that some subjects had detected secondhand smoke 
in the nonsmoking preview of Reality Bites because the ed- 
itors had not fully removed it. Nonetheless, the smoke con- 


Smoking Scenes п Movies / 5 


dition was a highly significant predictor of subjects’ recall of 
smoking (e.g., for recall of smoking in at least one preview, 
log-likelihood ratio = 289.12, degrees of freedom [df] = 1, 
р < .001), and no other effects were significant (e.g., arousal 
condition p > .20). See Table 1. 

When subjects were asked about the subject matter of 
the study, most listed at least two possibilities. Consistent 
with the cover story, 52% said the study was about teenagers 
and 43% said it was about movies. Twenty-one percent 
guessed the study was about beer, 21% reported miscella- 
neous ideas, and 5% left the question blank. Fifty-eight per- 
cent of subjects suspected that the research might pertain to 
smoking, perhaps because most of the survey questions 
dealt with smoking. To determine whether suspicious sub- 
jects might have responded differently to the questions, 
three-way ANOVAs were conducted with suspicion of 
smoking as a third factor. There were no significant effects 
for suspicion (ps > .10), and the findings reported subse- 
quently were unaffected. 


Tests of Hypotheses 


The results support the Forbidden Fruit thesis (H; a) rather 
than the Excitation Transfer theory (H;). The smoking (ver- 
sus nonsmoking) scenes elicited significantly more positive 
arousal (means = 3.43 versus 3.19; F(1,596) = 10.06, p < 
.01). The smoking (versus nonsmoking) scenes also en- 
hanced subjects' beliefs about how a smoker is perceived by 
others, with respect to both the smoker's stature (means — 
3.58 versus 3.13; F(1,601) = 7.49, p < .01) and vitality 
(means = 3.16 versus 2.76; F(1, 601) = 4.86, p < .05). Fi- 
nally, the smoking (versus nonsmoking) scenes enhanced 
beliefs about how a smoker perceives his or her own stature 
(means = 3.63 versus 3.27; F(1,601) = 5.85, p < .05). Con- 
trary to the Excitation Transfer theory, the effect of smoke 


condition on smoker beliefs was not contingent on arousal 
condition; that is, the smoke by arousal interaction was non- 
significant. No other effects attained significance (ps > .10). 
See Table 1. 


Discussion 


On the basis of these findings, we concluded that the Exci- 
tation Transfer theory probably does not explain how youths 
react to cigarette placements in feature films. The positive 
arousal that was evoked by our movie footage did not seem 
to carry over to the smokers that were depicted in those 
scenes. The manipulation for the high versus low positive 
arousal scenes was powerful, as indicated by a large F sta- 
tistic (> 400). Yet this manipulation had no significant im- 
pact on subjects' reactions to the cigarette placements. 

In contrast, the Forbidden Fruit thesis seemed to explain 
quite well how our subjects reacted to the on-screen smok- 
ing. The young subjects appeared to be rather titillated by 
the scenes in which movie stars smoked. Specifically, sub- 
jects who watched such scenes (versus matched control 
scenes) reported experiencing higher levels of positive 
arousal. Furthermore, exposure to attractive movie stars 
smoking tended to create the impression that smoking was 
socially condoned. That is, subjects who viewed the smok- 
ing (versus control) scenes reported that smokers had high- 
er social stature. 

We decided to conduct a second study involving a full- 
length movie with smoking. We wanted to determine if a 
larger and more heterogeneous set of smoking scenes would 
evoke the same reactions as the footage we initially tested. 
Furthermore, we wanted to examine if a film with smoking 
could alter subjects' intent to smoke, as well as their smok- 
ing-related beliefs. We also sought to correct two possible 
limitations of Study 1. To reduce the likelihood that subjects 








TABLE 1 
Impact of Movie Scenes that Depict Cigarette Smoking: Means by Experimental Condition 
Movie Scenes Selected to Movie Scenes Selected to 
Elicit High Positive Arousal Ellcit Low Positive Arousal 
Smoking Smoking Smoking Smoking 
Present Absent Present Absent 
(п = 155) (п = 150) (n = 149) (n = 153) 
Reported Levels of Positive 
Arousal Evoked by Scenes 4.118 3.94 2.758 2.47 
Beliefs About How Smokers 
Are Perceived by Others 
Stature 3.568 3.34 3.608 2.93 
Vitality 3.238 2.92 3.098 2.60 
Popularity 3.45 3.34 3.41 3.07 
Poise 3.91 3.85 3.95 3.54 
Beliefs About How Smokers 
Perceive Themselves 
Stature 3.668 3.48 3.59а 3.06 
Vitality 2.80 2.75 2.89 2.51 
Popularity 3.41 3.68 3.42 3.29 
Poise 4.05 4.25 4.05 3.77 





alndicates main effect for smoking 15 significant at p < .05. 


Notes: Positive arousal was measured on scales ranging from 1 (low) to 7 (high). Results pertain to manipulated scenes. Bellefs about smok- 
ers were measured on scales ranging from 1 (least favorable) to 9 (most favorable). 
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would guess that the study pertained to smoking, we added 
several filler questions to the survey. Furthermore, we in- 
structed the video editors to remove all of the secondhand 
smoke from the nonsmoking (control) version of the movie. 
Finally, in Study 2, we tested the efficacy of showing an an- 
tismoking advertisement immediately prior to a film that de- 
picts smoking. 


Study 2: Method 


Overview 


The Study 2 design was a 2 (smoking present versus absent) 
х 2 (antismoking advertisement present versus absent) гап- 
domized factorial. Subjects watched either the original ver- 
sion of a feature film with smoking or a professionally 
edited (control) version with no smoking. Before the movie, 
subjects saw either an antismoking advertisement or a non- 
smoking-related control advertisement. In addition to the 
Study 1 measures, we assessed subjects’ thoughts about the 
lead characters in the film, their liking of the film, and their 
intent to smoke in the future. This design enabled us to retest 
the Forbidden Fruit hypothesis (Hian) and test our compet- 
ing predictions regarding the impact of antismoking adver- 
tising (Н. versus Hza). If the Forbidden Fruit thesis 
continued to be predictive, we would find significant effects 
of smoking scenes on arousal, beliefs, and intent (Нан), un- 
less the scenes were preceded by an antismoking advertise- 
ment (Hza). In other words, we expect smoke and 
advertisement interactions. 


Subjects and Stimulus Movie 


Subjects were 232 ninth graders from five southern Califor- 
nia high schools who volunteered to participate, had 
parental permission, and were nonsmokers. They were sim- 
ilar to Study 1 subjects except fewer were Caucasian; rough- 
ly 5096 were Hispanic or Asian. As previously, subjects 
completed a pretest health survey, and smokers were ex- 
cluded. The pretest survey also provided data on prior intent 
to smoke. That factor was included in the analyses, but the 
findings were unaffected, so it was dropped. Subjects' re- 
sponses to filler questions in the main survey indicated that 
they were reasonably avid movie watchers: 7196 reported 
going to the movies at least once a month, and 47% report- 
ed watching a movie on a VCR at least once a week. 

The stimulus movie was the PG-13-rated Reality Bites 
(1994). We chose this movie because the male and female 
lead characters, played by Winona Ryder and Ethan Hawke, 
are young, attractive, intelligent, and successful college 
graduates. Ryder's character is a gifted documentary film- 
maker, and she drives an expensive BMW. Hawke's charac- 
ter is a talented singer in a popular rock band. Both 
characters smoke throughout the movie, sometimes alone, 
often together. We identified subjects who already had seen 
Reality Bites and dropped them from the study to reduce er- 
ror variance and minimize suspicion over the edited version 
of the movie. We were left with 232 subjects, as mentioned 
previously. We investigated whether subjects who had seen 
(versus not seen) Reality Bites were different with regard to 
gender or smoking intent, and neither variable was a signif- 


icant predictor of whether subjects had seen Reality Bites 
(ps » .09). Thus, dropping subjects who had seen Reality 
Bites should not affect the generalizability of the results. 


Manipulations 


The movie with smoking was the original 99-minute version 
of Reality Bites. It contains smoking in 12 (3096) of its 40 
scenes. The movie without smoking was a professionally 
edited version of Reality Bites that was devoid of smoking, 
cigarettes, ash trays, and secondhand smoke. The length, 
storyline, music, and dialog were fully preserved. The anti- 
smoking advertisement was a 30-second color television 
spot from the California Department of Health Services that 
scored best in a pretest involving ten advertisements and 88 
ninth graders.3 In the advertisement, a likeable high school 
student ("Clifford") explains that cigarette smoking causes 
premature aging. To prove his point, he introduces an ex- 
girlfriend who has started smoking and, as a result, is no 
longer attractive. The girl has aged by 40 years and is 
painfully overweight. The advertisement's negative carica- 
ture of a smoker invariably evoked laughter. We selected a 
control advertisement that was executionally similar to the 
experimental advertisement to minimize confounds. The 
control advertisement was of the same length and format. It 
also featured a young couple who had dated, and the char- 
acters were depicted as amusing caricatures. Although the 
topic was serious (AIDS), the execution was lighthearted. 


Procedure and Measures 


The study was similar to Study 1 except in the following 
ways: The study lasted two hours because subjects watched 
Reality Bites in its entirety. Also, subjects reported their lev- 
el of positive arousal after each of the 40 scenes. Relative to 
Study 1, the survey contained more distracter questions, and 
subjects recorded their answers on Scantron forms to facili- 
tate data entry. After the movie ended, subjects were asked 
to indicate how much they liked the movie. The scale items 
were derived from feature film pretests (Sawhney 1994). 
Our goal was to determine if removing the on-screen smok- 
ing and/or showing the antismoking advertisement might af- 
fect movie liking detrimentally. A principal components 
factor analysis identified two dimensions of movie liking: 
action (entertaining, funny, action-packed, exciting, happy, 
positive, my kind of movie) and storyline (good characters, 
well-acted, good story, good taste, imaginative, not confus- 
ing, not offensive, not corny, not stupid). The scales were 
nine-point semantic differentials, with higher numbers indi- 
cating more favorable ratings. Subjects also indicated if they 
would recommend the movie to a friend (1 — definitely not; 
4 = definitely yes). 

In addition, we measured subjects’ future intent to 
smoke using two items: Do you think that you will smoke at 
any time during the next year? and Would you smoke if your 
best friend dared you? (1 = definitely not; 4 = definitely yes; 


3Because Study 1’s results supported Forbidden Fruit rather than 
Excitation Transfer, we chose an antismoking advertisement that 
pretested well in terms of tainting the image of a smoker rather 
than an advertisement that elicited maximum negative arousal or 
fear. Further research should examine the efficacy of fear-oriented 


appeals. 
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see Evans et al. 1995). These items later were averaged. Fur- 
thermore, we asked subjects to write down their thoughts 
about the lead characters, Troy (Hawke) and Lalaina (Ry- 
der), to document any ad-induced increases in negative 
smoker-related thoughts. Subjects listed one thought per line 
and indicated if the valence of the thought was positive, 
negative, or neutral (Haugtvedt and Wegener 1994).4 Final- 
ly, subjects were asked if they recalled seeing an advertise- 
ment before the movie and, if so, what type of advertisement 
(multiple choice). All measures had acceptable reliabilities 
(arousal = .85, beliefs = .91 to .96, intent to smoke = .82, 
movie action = .90, movie storyline = .94, suspicion coding 
= .96). 


Study 2: Results 


Manipulation and Suspicion Checks 


The smoke condition significantly affected recall of smok- 
ing (log-likelihood ratio = 157.36, df = 1, р < .01), and all 
other factors were nonsignificant (ps > .10). Ninety-two per- 
cent of the subjects who saw the movie with smoking cor- 
rectly recalled seeing the smoking. Only 8% of the subjects 
who saw the movie with no smoking erroneously thought 
they saw smoking. Also as expected, ad condition affected 
subjects’ recall of the antismoking advertisement (log-like- 
lihood ratio = 145.38, df = 1, p < .01), and no other factor 
significantly affected ad recall (ps >.40). Ninety-five per- 
cent of the subjects who saw the antismoking advertisement 
correctly recalled having seen it. Only 5% of the subjects 
who saw the control advertisement mistakenly thought they 
had seen an antismoking advertisement. 

Consistent with the cover story, 32% and 20% of the 
subjects said the study was about teens and movies, respec- 
tively. Fifteen percent mentioned topics related to succeed- 
ing in life, such as finding a job. Twenty-two percent gave 
miscellaneous responses (e.g., beer, sex). No one guessed 
the research might be about antismoking advertisements. 
Finally, 28% percent of the subjects guessed that the study 
might pertain to smoking. (The percentages do not add up 
to 100 because some subjects gave multiple responses.) 
Suspicion was affected by smoke condition (log-likelihood 
ratio = 133.68, df = 1, р «..01); 38% of the subjects in the 
smoke condition versus 18% in the nonsmoke condition 
guessed the study might be about smoking. No other factors 
affected suspicion (ps > .40). Also, when suspicion was in- 
cluded as an added factor in the analyses, the findings were 
unaffected. 


Tests of Hypotheses 


Again, the results are supportive of the Forbidden Fruit the- 
sis (Hian and Ноа). The advertisement and smoke condi- 
tions interactively affected the level of positive arousal 


^We measured subjects' thoughts after (versus during) the movie 
to minimize disruption to the movie viewing experience. As such, 
we likely obtained a conservative measure of the impact of the an- 
tismoking advertisement on thoughts about on-screen smoking. 
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elicited by the manipulated movie scenes (Е, 227) = 6.91, 
p « 01). In the control advertisement condition, the smok- 
ing (versus nonsmoking) scenes generated more positive 
arousal (means = 4.35 versus 4.03; t = 2.19, p < .05), which 
replicates Study 1's finding. As expected, in the antismoking 
advertisement condition, the smoking scenes had no signif- 
icant impact on arousal (р > .05). The advertisement and 
smoke conditions also interacted to alter subjects' beliefs 
about how others perceive a smoker's stature (F(1,228) = 
4.82, p « .05) and how smokers perceive their own stature 
(F(1,228) = 4.88, р < .05), as well as subjects' intent to 
smoke (F(1,203) — 5.28, p « .05). Specifically, in the control 
advertisement condition, smoking (versus nonsmoking) 
scenes led to more favorable beliefs about a smoker's stature 
(others' perceptions of a smoker: means = 3.91 versus 3.13; 
t = 2.33, p < .05; smoker's self perceptions: means = 3.80 
versus 2.96; t = 2.32, p < .05) and enhanced subjects’ intent 
to smoke (means = 1.91 versus 1.59; t = 1.88, р < .05). In 
the antismoking advertisement condition, smoking scenes 
produced no such effects and no other results were signifi- 
cant (ps > .07). 

Also as posited, the advertisement and smoke conditions 
interacted to affect the number of negative thoughts gener- 
ated by subjects about the lead characters (F(1,188) = 6.98, 
p < .01). In the antismoking advertisement condition, more 
negative thoughts were generated when the lead characters 
were depicted as smokers versus nonsmokers (means = 2.37 
versus 1.31; t = 2.70, р < .01). In the control advertisement 
condition, this effect did not occur (p » .20). Also, the movie 
with smoking (versus no smoking) led to fewer neutral 
thoughts about the lead characters (means = .81 versus 1.30; 
F(1,188) = 5.50, р < .01). No other effects were significant 
for thoughts (ps > .20). Finally, editing ош the smoking did 
not affect subjects' liking of the movie in any way (ps > .60). 
Showing the antismoking (versus control) advertisement be- 
fore either version of the movie enhanced subjects' ratings 
of the storyline (means = 5.98 versus 5.50; F(1,228) = 3.99, 
р < .05), but no other effects were significant (ps > .10). See 
Table 2. 


Discussion 


The findings further substantiate the Forbidden Fruit thesis. 
Consistent with the notion that youths view cigarettes as for- 
bidden fruit, the movie scenes with smoking (versus non- 
smoking control scenes) produced elevated levels of 
positive arousal. As predicted, the scenes also enhanced 
viewers' perceptions of a smoker's stature and increased 
their intent to smoke. However, the findings reveal that 
youths' views about smoking are malleable and that anti- 
smoking advertising can have a discernible impact. We 
showed our young subjects an advertisement that implied 
that teenagers view smokers as unwise, unattractive, and 
misguided. We wanted to convey liabilities that would res- 
onate with youths. Our results suggest that the advertise- 
ment, at least temporarily, tainted the image of smoking. 
Subjects who saw the antismoking advertisement sponta- 
neously generated negative thoughts about the movie char- 
acters who smoked. These thoughts apparently impeded 
forbidden fruit reactions. 


Й ТАВІЕ 2 
Impact of Showing Antismoking Advertisement Before a Movie with Smoking: 
Means by Experimental Condition 





Control Advertisement 
Shown Beforehand 


Smoking 
Present ' 
(n = 59) 
Reported Levels of Positive 
Arousal Evoked by Scenes 4.358 
Intent to Smoke 1.914 
Beliefs About How Smokers 
Are Percelved by Others 
Stature 3.912 
Vitality 3.34 
Popularity 3.66 
Poise 3.81 
Bellefs About How Smokers 
Perceive Themselves 
Stature 3.808 
Vitality 3.28 
Popularity 3.74 
Poise 3.85 
Thoughts About Lead 
Characters in Movie 
Total number negative thoughts 1.53 
Total number neutral thoughts 51 
Total number positive thoughts 2.58 
Ratings of Movie 
Action 4.76 
Storyline 5.60 
Recommend to friend 2.73 


Antismoking Advertisement 
Shown Beforehand 


Smoking Smoking Smoking 
Absent Present Absent 
(n = 54) (n = 60) (n = 59) 

4.03 4.02 4.25 
4.59 1.56 1.78 
3.13 3.30 3.54 
2.54 3.04 3.22 
3.07 3.35 3.47 
3.47 4.08 4.06 
2. 3.08 3.37 
2.70 2.98 2.86 
3.03 3.48 3.44 
3 3.64 3.38 
2.50 2.378 1.31 
1.32 1.06 1.29 
2.68 2.85 2.62 
4.52 4.89 

5.40 5.98 5.98 
2.65 2.71 93 


a[ndicates smoke by advertisement Interaction and smoke versus nonsmoke contrast are significant at р < .05. 

Notes: Positive arousal was measured on scales ranging from 1 (low) to 7 (high). Results pertain to manipulated scenes. Intent to smoke was 
measured on scales ranging from 1 (definitely not) to 4 (definitely yes). Beliefs about smokers were measured on scales ranging from 1 
(least favorable) to 9 (most favorable). The movie's action and storyline were rated on scales ranging from 1 (unfavorable) to 9 (favor- 
able); the movie recommendation ranged from 1 (definitely do not recommend) to 4 (definitely recommend) 





We were concerned that the antismoking advertise- 
ment might detract from subjects’ liking of Reality Bites 
(1994). However, showing an antismoking (versus con- 
trol) advertisement before the movie had no adverse im- 
pact on subjects' ratings of the movie's action or storyline 
or their willingness to recommend the movie to friends. 
Completely editing out the smoking likewise had no sig- 
nificant impact on subjects’ movie ratings. This last find- 
ing indicates that our video editors had succeeded in 
editing out all traces of smoking while preserving the 
movie's core content. Likewise, real-world filmmakers 
might be able to leave out or edit out smoking without de- 
tracting from their films' overall appeal (see the "General 
Discussion" section). 

One limitation of our research is that we did not study 
how audiences might react to antismoking advertisements in 
real theaters. We conducted our research in relatively sterile 
classroom settings. However, antismoking advertisements 
have been tested in regular movie theaters in Boston, Los 
Angeles, and Arizona, and few audience complaints have 


been reported (Collins 1998; Gellene 1997; Parker-Pope 
1997; Unsworth 1997). Nevertheless, it will be important to 
pretest antismoking advertisements in local theaters to avoid 
negative audience reactions. Also, we did not investigate 
how on-screen smoking might influence youths’ smoking 
behaviors. Although it might be possible to expose young 
people to enough films with smoking to produce a behav- 
ioral effect, we do not believe that such a study would be 
ethical. Another limitation is that we measured subjects’ af- 
fective reactions after each movie scene. Our measurement 
scale could have sensitized subjects to the study goals or al- 
tered the results in other ways. In addition, when we edited 
out the smoking to create control footage, we could have 
changed the movie content in unknown ways. Finally, we 
only studied youths’ reactions to smoking in two feature 
films (Reality Bites in both studies, Wild at Heart in Study 
1). We purposefully chose popular films that depicted 
young, attractive smokers who had attained considerable so- 
cial and/or professional stature. Thus, it would be beneficial 
to replicate the study using different methods and films. 
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General Discussion 
Recommendations for Antismoking Advertising 


The U.S. organizations that are involved in tobacco use pre- 
vention include the CDC, state and local health departments, 
and nonprofit groups such as the American Lung Association, 
American Heart Association, and American Cancer Society. 
We recommend that these organizations fund or otherwise en- 
courage the showing of antismoking advertisements in movie 
theaters immediately before feature films. Funding for the ad- 
vertisements could be obtained from tobacco surtaxes or the 
recent negotiated settlements with tobacco companies. Paid 
advertising in movie theaters is considered a relatively effi- 
cient and cost-effective method of reaching adolescents 
(Unsworth 1997). Massachusetts paid just $43 per screen per 
week to run its in-theater antismoking advertisements, though 
it incurred additional costs for film conversion, ad copying, 
and talent. Assuming that these cost estimates are reasonably 
representative, antismoking advertisements could be run for 
six months on the roughly 49,000 U.S. movie screens for ap- 
proximately $40 million. Some theater owners even might be 
willing to run the antismoking advertisements free of charge 
(Pechmann 1997). The advertisements should be run period- 
ically, not continuously, to minimize tedium. 

Theater owners are under no obligation to run antismok- 
ing advertisements, and even if offered payment, they could 
be reluctant (Gellene 1997, 1998). It appears that theater 
owners are more likely to cooperate if allowed to help select 
the antismoking advertisements shown in their establish- 
ments. Also, theater owners seem to prefer lighthearted and 
humorous advertisements that audience members have not 
yet seen and that have high production quality (Unsworth 
1997). Some theater owners favor a slide format, and slides 
are less expensive to produce (Collins 1998). However, we 
tested a television advertisement, and so we do not know if 
slides will produce similar results. Antismoking advertise- 
ments also can be placed prior to movies that are broadcast 
on television or that are copied onto tape or disk for sale or 
rental. Because Warner Brothers and Disney have policies 
that prohibit advertisements from being shown before their 
movies (Parker-Pope 1997), these studios should be asked to 
exempt antismoking advertisements. 


Recommendations Regarding Feature Film 
Content 


Content analyses indicate that the prevalence of smoking in 
feature films has increased markedly during the past 25 
years. In the 1970s, it is estimated that less than one-third 
of U.S. films contained smoking, whereas by 1996, three- 
fourths of films depicted smoking (Shogren 1997; Stock- 
well and Glantz 1997). According to our results, this 
upward trend may continue. When attractive movie stars 
smoke in film after film, smoking gradually may lose its so- 
cial stigmatism, tabooed status, and ability to elicit positive 
arousal (Cline, Croft, and Courrier 1973). Filmmakers then 
may attempt to counter this phenomenon, called desensiti- 
zation, by increasing the amount of smoking that is shown 
within and across films (Signorielli, Gerbner, and Morgan 
1995). It is believed that filmmakers depict increasing 
amounts of sex and violence to avoid desensitization 
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(Gerbner 1996), so we might expect to find similar behav- 
ior with respect to smoking. 

In the interests of public health and improved public ге- 
lations, filmmakers might want to resist the temptation to in- 
tensify levels of on-screen smoking. They even might seek 
to reduce the amount of smoking that they portray in films, 
particularly in youth-oriented fare. At the urging of Vice 
President Gore, the Entertainment Industries Council (1998) 
has distributed 1500 copies of “depiction suggestions” that 
recommend against showing characters smoking. One sug- 
gestion reads: “Unless a character’s tobacco use truly re- 
veals something important about the character, consider 
other unique behaviors that might convey the same infor- 
mation.” Depiction suggestions have played a major role in 
ensuring that on primetime network television, smoking 
rarely is shown, especially in the foreground (Cruz and Wal- 
lack 1986; Dutka 1996). Some smoke-free scenes may be 
historically inaccurate, but viewers may not notice or care 
(Hwang and Lippman 1998). Some filmmakers and actors 
believe that smoking is necessary to convey certain person- 
ality types (Seibel 1992). In old Westerns, it seemed imper- 
ative for heroes to wear white hats and villains to wear black 
hats. Today, such props seem crude; perhaps someday, ciga- 
rette props will seem crude. Building on this idea, Florida is 
running advertisements that state: “The makers of this film 
couldn’t think of a way to make the characters cool or sexy 
or rebellious, so instead, they'll just smoke" (Gellene 1998). 

In addition, the Motion Picture Association of America 
(MPAA) might want to consider cigarette smoking when as- 
signing movie ratings. The MPAA currently does not con- 
sider smoking a relevant factor. Yet it assigns an R-rating 
(restricted, youths under the age of 17 not admitted without 
a parent or guardian) to movies that use a sexually derived 
swear word in a sexual context (Valenti 1996). Thus, the 
MPAA rating scheme inadvertently may be encouraging 
filmmakers to titillate young viewers with smoking rather 
than swear words, which, from a public health perspective, 
does not seem desirable. Australia, for example, is con- 
cerned about its movie rating system. It is considering ex- 
panding its rule that PG films “should not promote or 
encourage drug use” to include tobacco products in addition 
to illicit drugs (Eriksen 1997). 

A much touted but, in our view, inadequate solution to 
the problem is to encourage filmmakers to depict smoking 
“realistically” (Wong 1997). It would be realistic to portray 
young smokers as risk-seeking, rebellious, or marginalized 
(Lynch and Bonnie 1994). Yet adolescents still may identify 
with and model themselves after such characters. A produc- 
er of the film Titanic explained that Leonardo Di Caprio’s 
character smoked to signify his free spirit and that Kate 
Winslet’s character smoked to defy convention, but anti- 
smoking activists argue that “those are exactly the messages 
the tobacco industry seeks to convey” (Hwang and Lippman 
1998, p. B1). A more promising approach might be to рог- 
tray smoking as having negative social consequences. A di- 
rector of the Beverly Hills 90210 television episodes created 
a subplot in which a young woman who started smoking 
while living abroad was pressured to quit by her U.S. 
friends, and anecdotal evidence indicates that the show con- 
veyed a strong antismoking message (Prospect Associates 


19985). Depicting smokers as villains might produce simi- 
lar effects if the villains are truly despised (Dutka 1996). But 
villains could turn out to be attractive antiheroes that pro- 
mote smoking. In Regarding Henry, Harrison Ford plays a 
powerful but despicable businessman who gets shot while 
buying cigarettes. The screen writer explained, “I hate ciga- 
rette smoking and [made] a very conscious decision to use it 
negatively” (Seibel 1992, p. F1). The movie’s impact on 
smoking-related beliefs is unclear; the screenwriter’s mes- 
sage may have been too subtle. 


Recommendations Regarding Tobacco and 
Nontobacco Placements 


Our results suggest that tobacco companies need not engage 
in sophisticated product placement activities to ensure that 
their products are depicted to films. Filmmakers are likely to 
make autonomous decisions to include tobacco products, in 
part to elicit forbidden fruit reactions (Esparza 1998; Russell 
1997; Thomas 1996a). Notwithstanding, we advocate pas- 
sage of federal legislation that bans all methods of tobacco 
placements, including direct payments to studios, the use of 
placement agents, copromotional activities, and the provi- 
sion of free products for use as props. Federal legislation of 


this type should minimize tobacco marketers’ input into 
placement decisions and thus help reassure the public and 
public health officials 

Otherwise, according to our findings, the proper use of 
product placements can be a win-win situation for film- 
makers and marketers. Placing fun and exciting products in 
movies apparently can enhance viewer enjoyment and pro- 
mote product sales. It is interesting that most of the place- 
ment success stories involve fun and exciting products, such 
as flashy sports cars (McCarthy 1994) and trendy fashion 
items (Leinster 1987). Although it often is noted that E.T. 
caused a 65% jump in sales of Reese’s Pieces (Winski 
1982), the candy was barely visible in the movie, and so, 
most experts attribute the sales increase to Hershey’s linked 
promotion (McCarthy 1994). We leave it to additional re- 
search to examine whether relatively mundane consumer 
products can benefit from placements in arousing movie 
scenes, as is predicted by the Excitation Transfer theory 
(Zillmann 1971). Overall, more research is needed on how 
movies and television might affect consumer attitudes and 
purchase behaviors (O’Guinn and Shrum 1997). The public 
and press consider filmed entertainment a powerful force, 
but marketers have a limited understanding of its power. 
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Social Contracts and 
Marketing Ethics 


In this article, the authors describe the need and the search to date for a normative moral foundation for market- 
ing. Social contract theory appears promising because of its clear correspondence to the exchange relationships 
central to marketing thought and practice. The authors introduce it in a specific formulation known as Integrative 
Social Contracts Theory (ISCT). This theory provides a coherent framework for resolving ethical issues that arise 
among different communities and is therefore particularly appropriate because marketers frequently engage in 
boundary-spanning relationships and cross-cultural activities. The authors explore the application of ISCT to ethi- 
cal decision making in marketing through the use of bribery as a major illustrative example. They discuss Implica- 


tions for managers and researchers. 


evaluating ethical issues is particularly pressing in 

marketing. There have been many cases of unethical 
conduct in marketing; indeed, marketing is viewed by some 
as the worst offender of the business functions (LeClair, Fer- 
rell, and Ferrell 1997; Tsalikis and Fritzsche 1989). Social 
contract theory is evolving into one of the major alternatives 
for approaching business ethics. Although it has received 
limited attention from marketing scholars to date, its poten- 
tial for analyzing marketing ethics deserves exploration. 

In this article, our purpose is to show the relevance of so- 
cial contract theory to marketing, introduce a specific social 
contract-based approach, known as Integrative Social Con- 
tracts Theory (ISCT) (Donaldson and Dunfee 1994, 1995, 
1999; Dunfee and Donaldson 1995), and demonstrate 
ISCT's particular applicability to marketing ethics. We ex- 
amine the search to date for a normative moral foundation 
for marketing. We then introduce social contract theory and 
discuss its pertinence to marketing. Next, we explain ISCT 
and show in detail how it may be applied to one of the more 
intractable problems of marketing ethics, that of bribery. Fi- 
nally, we identify implications for managers and researchers. 


Т: need for normative theory to provide guidance іп 


The Search for a Normative Moral 
Foundation for Marketing 


The literature on marketing ethics can be differentiated be- 
tween descriptive and normative approaches. Descriptive 
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approaches include attempts to describe or model ethical de- 
cision making (e.g., Ferrell and Gresham 1985; Hunt and 
Vitell 1986) and empirical studies of the ethical attitudes 
and/or behaviors of different populations, such as marketing 
researchers (e.g., Akaah and Riordan 1989) or salespeople 
(e.g., Bellizzi and Hite 1989). Normative approaches to 
ethics identify moral principles and methods of moral rea- 
soning that justify judgments of what is right and wrong. It 
is normative marketing ethics that is concerned with pre- 
scribing what managers “ought to do” when faced with an 
ethical issue. Reviews of marketing ethics literature (e.g., 
Tsalikis and Fritzsche 1989) show that there have been a 
substantial number of descriptive contributions but far few- 
er normative contributions. 

The relative scarcity of normative articles reflects the 
difficulty in making noncontroversial yet definitive ethical 
evaluations of marketing decisions and practices, though 
this 1$ both necessary and important (Ferrell and Gresham 
1985). Consider the substantial physical and financial harm 
that can result from unethical decisions about product safe- 
ty, truth in advertising, and fairness in pricing. The evalua- 
tion of these decisions as ethical or unethical—by the 
decision maker(s), those affected by the decision, public 
policymakers, or researchers—may be better informed by 
sound theories of normative marketing ethics. 

The normative marketing ethics literature parallels the 
pluralistic approaches found in the broader business ethics 
field. Business ethicists have sought to develop frameworks 
for applying classical ethical theories to business dilemmas. 
This work includes Kantian ethics (Bowie and Duska 1990; 
Evan and Freeman 1988), virtue (Solomon 1993), rights 
(Werhane 1984), utilitarianism (Buchanan 1988), justice 
(Hartman 1996), and social contract theory (Donaldson 
1982, 1989; Donaldson and Dunfee 1994, 1995, 1999; Kee- 
ley 1988). Each of these frameworks incorporates founda- 
tional principles such as impartiality or consent as a basis 
for moral guidance. Advocates of individual theories argue 
for their superiority in dealing with at least a defined class 
of ethical problems, whereas others take a more ecumenical 
approach, looking for a convergence of judgment among al- 
ternative theories (Hosmer 1994). 
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Within the literature on marketing ethics, a creative vari- 
ety of frameworks and theories has been developed, typical- 
ly with reliance on one or more of the classical theories. 
Examples include a diagnostic framework for assessing indi- 
vidual responsibilities of marketing executives for the conse- 
quences of their unethical actions (Mascarenhas 1995); a test 
that requires marketers to establish that consumers can exer- 
cise informed choice (Smith 1995); a contingency factor 
model of ethical behavior that incorporates an assumption 
that “marketers develop guidelines and rules for ethical be- 
havior based on moral philosophy” (Ferrell and Gresham 
1985, p. 88); a framework presented as a series of questions 
based on theories developed by Ross, Garrett, and Rawls 
(Laczniak 1983) and later revised to include additional theo- 
ries of moral philosophy (Laczniak and Murphy 1993); a de- 
scriptive model of ethical decision making in marketing that 
assumes most people apply both a duty-based and a teleo- 
logical analysis (Hunt and Vitell 1986); and a framework 
suggested for integrating social responsibility and ethics into 


the strategic marketing planning process (Robin and Reiden- 
bach 1987). Table 1 provides a selective sampling of this lit- 
erature and indicates the level of focus (individual, firm, or 
societal), the primary orientation (normative or descriptive), 
any explicit normative approaches taken, major examples 
used, and the role, if any, of social contracts or norms. Half 
of the chosen frameworks are pluralistic, in that multiple eth- 
ical theories are recognized. This may restrict their ability to 
predict outcomes, because results may vary, even with the 
same contextual factors, depending on the normative theory 
chosen by a given moral agent. However, pluralistic ap- 
proaches recognize a possible tendency for moral agents to 
either follow a multistep pluralistic analysis in their own rea- 
soning or go back and forth between theories, depending on 
the context of the decision required. 

The marketing-specific attempts at developing a norma- 
tive framework typically have incorporated general sum- 
maries of the classical ethical theories, particularly 
utilitarianism, Kantian or other duty-based approaches, 


TABLE 1 
Frameworks for Ethical Decision Making in Marketing 


ФФ 


Article Level/Focus Orientation 
Chonko and Hunt Marketing Descriptive 
(1985) managers 
Ferrell and Individual Descriptive 
Gresham marketers (framework) 
(1985) 
Hunt and Vitell Individual Descriptive 
(1986) marketers (model of 
decision-making) 
Laczniak (1983) Marketing Normative 
decision 
makers 
Mascarenhas Marketing Instrumental/ 
(1995) decision diagnostic 
makers 
Robin and Multilevel Normative 
Reidenbach (societal/ 
(1993) organizational/ 
individual) 
Smith (1995) Marketing Normative 
decision 
makers 
Thompson (1995) Individual Instrumental/ 
marketer normative 
Williams and Multilevel Normative 
Murphy (1990) (individual, 
organization) 


Normative Use of Detailed Role of Social 
Approach(es) Examples Contracts/Norms 
None None Implicit in 
discussion of 
industry and 
professional 
codes 

Dependent on None Assumes group 

decision maker pressure may be 
а greater 
influence than 
group norms 

Deontological/ Two short Industry and 

teleological scenarios organizational 
(gifts, auto norms as source 
safety) of deontological 
rules 

Nontelelogical Six short None 

(Ross, Rawls, scenarios 
and Garrett) 

Pluralistic Breast implants, Standards for fault/ 
consumer use accountability 
profiles 

Descriptive None Implicit in 

(contextual, descriptive 
bounded component 
relativism) 

Consumer Suzuki Samurai Firm’s obligation to 

sovereignty roll-over, the consumer is 
retailer hi-lo based on a social 
pricing contract 

Ethics of care/ None Source of cultural 

ethical relativism meanings 

Virtue Johnson & Not explicit 
Johnson, 

Nestlé 


pe 
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virtue, rights, and justice. They generally are agnostic as to 
the normative theory to be applied among those theories in- 
cluded within a given pluralistic framework. In the proto- 
typical normative model, Laczniak (1983), as revised by 
Laczniak and Murphy (1993, рр. 49-51), would apply the 
following questions in evaluating the ethics of marketing 
practices: 


1. Does the contemplated action violate the law? (legal test) 


2. Is this action contrary to widely accepted moral obligations? 
(duties test) 


. Does the proposed action violate any other special obliga- 
tions that stem from the type of marketing organization at 
focus? (special obligations test) 

4. 15 the intent of the contemplated action harmful? (motives 

test) 


. Is it likely that any major damages to people or organizations 
will result from the contemplated action? (consequences test) 
6 Is there a satisfactory alternative action that produces equal 
or greater benefits to the parties affected than the proposed 
action? (utilitarian test) 

7 Does the contemplated action infringe on property rights, 
privacy rights, or the inalienable nghts of the consumer? 
(rights test) 

8. Does the proposed action leave another person or group less 

well off? Is this person or group already a member of a rel- 

atively underprivileged class? (justice test) 


о 


сл 


An affirmative answer to any of the tests is assumed to 
indicate that the marketer’s decision 1s probably unethical 
and should be reconsidered. Pragmatic considerations con- 
strain the value of this approach. If every type of ethical 
theory must be satisfied, few marketing decisions would be 
likely to pass muster. Furthermore, the answering of certain 
questions as yes is likely to produce a no in another context. 
For example, a duty of justice that contemplates some rea- 
sonably equivalent distribution of benefits may consistent- 
ly conflict with shareholder property rights. Indeed, 
Laczniak and Murphy (1993) acknowledge that there may 
be conflicting responses to their questions. Thus, though 
use of this framework undoubtedly has merit in assisting 
marketers to reflect on the ethics of their decisions, it is less 
satisfactory in providing definitive ethical evaluations of 
specific practices. 

Approaches in business ethics based on classical theo- 
Ties, particularly those that rely on Kantian ethics and utili- 
tarianism, have been criticized as too abstract and general to 
provide adequate guidance for managers (Stark 1993). The 
problems with utilitarianism are well known. In many cases, 
utilitarian analysis requires forecasting of unknowable fu- 
ture events (e.g., the percentage of women who would de- 
velop medical problems from silicone breast implants). 
Also, comparing different types of utilities is notoriously 
difficult. How, for example, should the joy and excitement 
of riding on a three-wheel, all-terrain vehicle be measured 
against the associated physical dangers? Finally, the trade- 
offs required by the underlying principle of тратша у— 
such that the utilitarian is indifferent to who is hurt and 
how—strike many people as counterintuitive. 

Consider the marketing of harmful pesticides, banned in 
the United States, to less developed countries. A utilitarian 
might be comfortable balancing the “costs” of possible 
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deaths caused by the marketing of these pesticides overseas 
against the “benefits” of jobs retained in the United States. 
But it is surely fair to ask whether a trade-off of lives or 
physical well-being versus income is fully consistent with 
commonsense morality. Although rule utilitarianism—using 
predefined rules to deal with repetitive ethical issues—may 
resolve some of these problems, the inherent complexity of 
modern business and professional life vastly complicates its 
use as a realistic guide. 

Duty-based (or deontological) approaches avoid some of 
the problems with utilitarianism by establishing clear duties, 
often based on some rational criteria or assumptions regard- 
ing the nature of humanity. Even so, in some situations, it 
may appear that no obvious duties can be invoked or that du- 
ties are in conflict. In other cases, the recognition of duties 
is dependent on unknowable facts. In many business-related 
contexts, duty-based theories produce conflicting obliga- 
tions without any clear-cut method for resolving the con- 
flicts. Thus, a manager acting with a perceived ethical duty 
to give appropriate consideration to the legitimate claims 
and interests of stakeholders finds little guidance in resolv- 
ing competing stakeholder claims. For example, animal 
rights advocates might demand that a cosmetics company 
cease all testing on animals, whereas consumer activists de- 
mand that the firm use all known effective measures for 
guaranteeing the safety of its products. 

These and similar problems have led Robin and Reiden- 
bach (1993) to note that the "grand narratives" of moral phi- 
losophy seem inadequate for the rich, complex context of 
the marketing function. They despair of identifying any uni- 
fying general ethical theory and instead argue for the devel- 
opment of a workable, ethical approach specific to 
marketing. 

Few of the frameworks reference social contract theory, 
despite its increasing prominence as a theory in business 
ethics (Dunfee and Donaldson 1995) and its use elsewhere 
in marketing literature. We turn now to explore whether so- 
cial contract theory might be a useful addition to the frame- 
works for decision making in marketing ethics, either as one 
of the alternatives tn a pluralistic approach or as a primary 
theory in certain contexts. Аз а first step, we provide a brief 
introduction to social contract theory and its use in business 
ethics. 


Social Contract Theory 


Social contract theory has its origins in the social upheavals 
of seventeenth- and eighteenth-century Europe. The decline 
of feudalism and the rejection of the divine right of kings as 
a basis for obedience to the state gave rise to a search for a 
political philosophy that legitimized state authority. Consent 
theories of political obligation developed, best articulated 
by the English philosopher John Locke (1632-1704). He ar- 
gued that "a citizen's obligation to obey the law can be 
grounded only in that citizen's personal consent to the au- 
thority of the law" (Simmons 1992, p. 919). In Two Treatis- 
es of Government (1690), Locke sought to identify a basis 
for the legitimacy of state authority. His resulting social con- 
tract justified the existence of the state and identified the 
reciprocal obligations of citizen and state. Subsequently, 


Locke’s ideas informed the American Revolution, the U.S. 
Declaration of Independence, and the U.S. Constitution. 

Locke was influenced by Thomas Hobbes (1588—1679), 
one of the earliest proponents of the social contract. 
Hobbes’s Leviathan (1651) argues for the institution of an 
absolute sovereign as a way to further the peace of the com- 
munity and thereby promote the preservation and comforts 
of its citizens (Hampton 1992, p. 543). Hobbes identifies a 
“state of nature,” a world without a state, wherein people act 
to satisfy their desires, principally self-preservation. He 
suggests (Hampton 1992, p. 544) this state of nature would 
be a “war of every one against every one” and that life 
would be “solitary, poor, nasty, brutish, and short.” In these 
conditions, Hobbes argues, people would accept the only 
logical solution and agree to recognize an absolute sover- 
eign. Similarly, in The Social Contract (1762), Jean-Jacques 
Rousseau (1712-1778) suggests that presocial discord may 
be solved by individuals placing themselves under the di- 
rection of a "general will" (Reath 1992, p. 1114). Accord- 
ingly, three elements are common to most social contract 
theories: (1) consent of the individual, (2) agreement among 
moral agents, and (3) a device or method by which an agree- 
ment (actual or hypothetical) is obtained. 


Social Contract Theory and Business Ethics 


Questions about the legitimacy of business decisions are 
more common today than questions about the legitimacy of 
the state (Freeman and Gilbert 1988). Business ethicists are 
interested in justifications for the exercise of corporate pow- 
er and the appropriate forms and effects of business decision 
making. Accordingly, the search for a basis for establishing 
that the pricing of a life-saving drug is "fair" or that an ad- 
vertising campaign using fear appeals is "right" has much in 
common with Locke’s search for a basis for obedience to the 
state. 

Donaldson (1982, 1989) has constructed a social con- 
tract for business that provides for corporate legitimacy on 
the basis of the consent of those affected by business; that is, 
corporations exist only through the cooperation and com- 
mitment of society. This suggests an implied agreement be- 
tween the corporation and society: "If General Motors holds 
society responsible for providing the condition of its exis- 
tence, then for what does society hold General Motors re- 
sponsible? What are the terms of the social contract?" 
(Donaldson 1982, p. 42). Donaldson's (1982, p. 44) device 
for such agreement (akin to Hobbes's “state of nature") is to 
imagine a society without the productive organizations be- 
ing analyzed—a “state of individual production"—and rec- 
ognize the problems solved by the introduction of 
productive organizations. As an alternative to a state of in- 
dividual production, ordinary people, economically interest- 
ed and rational, would consent to have productive 
organizations. 

In this way, Donaldson uses social contract theory to es- 
tablish the moral foundation of the corporation. He argues 
(1982, p. 54) that "corporations considered as productive or- 
ganizations exist to enhance the welfare of society through 
the satisfaction of consumer and worker interests, in a way 
which relies on exploiting corporations' special advantages 
and minimizing disadvantages." However, Donaldson adds 


a caveat. The inevitable trade-offs that must be made, espe- 
cially between the interests of consumers and workers (low- 
er prices or higher wages?), require. that the contract must 
not violate certain minimum standards of justice; though 
welfare trade-offs are permissible, organizational acts of in- 
justice are not. Thus, at the minimum, productive organiza- 
tions must “avoid deception or fraud ... show respect for 
their workers as human beings, and ... avoid any practice 
that systematically worsens the situation of a given group in 
society" (Donaldson 1982, p. 53). 

Some moral philosophers are critical of social contract 
theory, denying the existence of actual contracts while ar- 
guing that hypothetical contracts cannot provide for mean- 
ingful consent and agreement. Hume (1711-1776), for 
example, used the analogy of the press-ganged seaman who 
is asked when at sea to "consent" to service. Anticipating 
this criticism, Donaldson (1982, p. 40, his emphasis) 
writes: ^There may never have been a pen and ink contract, 
but remarkably enough, thousands of people have acted as 
if there were." However, Kultgen's (1986, p. 30) critique of 
Donaldson's social contract for business argues that it must 
be claimed either that the contract is “а mere heuristic de- 
vice" or that it exists or could be made to exist. Donaldson 
(1989, pp. 56-61) disputes this assertion, though in his lat- 
er work with Dunfee (Donaldson and Dunfee 1994, 1995, 
1999), he has proposed ISCT as a framework that incorpo- 
rates actual (micro)social contracts. In summary, Donald- 
son (1982, 1989) has established the role of a social 
contract for business and the likelihood that it would be 
consented to by individuals. 

Social contract theory is attracting considerable atten- 
tion within the business ethics field. A special issue of Busi- 
ness Ethics Quarterly has been devoted to the topic (April 
1995), and recent major books on business ethics have fea- 
tured this approach (e.g., Donaldson 1982, 1989; Keeley 
1988). Frederick (1995, p. 270), for example, refers to its 
*compelling theoretical significance" (also see Binmore 
1994; Blau 1993; Hartman 1996; Macneil 1980; Medina 
1993). 


Social Contract Theory and Marketing 


The particular relevance of social contract theory for mar- 
keting ethics lies in part in its shared focus on exchange. Es- 
sentially, according to Donaldson’s (1982, 1989) 
hypothetical social contract, the firm offers advantages to 
society—its customers and employees—in exchange for the 
right to exist and even prosper. At the same time, the ex- 
change relationship between the firm and its customers is 
considered fundamental to marketing by many theorists 
(e.g., Hunt 1983; Kotler 1972). Clearly, the two are concep- 
tually similar. Thus, there is an attractive conceptual con- 
gruity to using an exchange-based model of ethics to 
understand the ethical issues associated with and to provide 
ethical guidance for a domain based on economic exchange. 
As important, the shared focus on exchange grants social 
contract theory a unique advantage in offering prescriptive 
advice to marketers. 

The concept of social contracts has been used both 
explicitly and implicitly in the general marketing litera- 
ture. For example, Goolsby and Hunt (1992, p. 58) define 
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social responsibility as relating “to the social contract be- 
tween businesses and the society in which they operate.” 
Reidenbach and Robin (1990) include social contract 
items in their multidimensional ethics scale. Moreover, 
various researchers have referred to “norms,” an implicit 
reference to generally understood standards or obliga- 
tions derived from social contracts. Heide and John 
(1992, p. 34) define norms as “expectations about behav- 
ior that are at least partially shared by a group of decision 
makers” and note that “specialized normative structures 
have been shown to govern individual exchange relation- 
ships between firms.” However, though marketing litera- 
ture makes use of social contracts or norms within 
exchange relationships, little attention has been given to 
their potential use in a normative evaluation of marketing 
practice. 

Social contract theory has been used in marketing 
ethics-related empirical studies. In the context of direct 
marketing, Culnan (1995) uses social contract theory to an- 
alyze privacy issues associated with consumer awareness of 
name removal procedures. Robertson and Anderson (1993) 
implicitly used social contract theory when they found that 
sales managers and salespeople respond differently to the 
same ethical dilemmas and attributed this to differences in 
roles, responsibilities, and cultures between the two groups. 
We suggest that the two groups may operate under different 
social contracts. Robertson and Ross (1995) make explicit 
reference to social contracts when hypothesizing about dif- 
ferences between students and salespeople in responses to 
ethically related scenarios. They find that salespeople, who 
better understand the norms operating in a selling situation, 
are less influenced by situational pressures than are stu- 
dents. Thus, there is some tentative empirical validation of 
the importance of social contract concepts in the thinking of 
salespeople. 

Given the connections to marketing theory, it remains 
surprising that the normative marketing ethics frameworks 
have not made greater use of the concept of social contracts. 
In considering how social contract~based approaches may 
be more directly relevant to marketing, we describe a spe- 
cific social contract-based approach to business ethics, 
ISCT. 


Integrative Social Contracts Theory 


Donaldson and Dunfee's (1994, 1995, 1999) ISCT relies on 
real, contextual, microsocial contract norms within an over- 
all framework based on a classical, hypothetical, macroso- 
cial contract similar to those envisioned by Hobbes and 
Locke. The term "integrative" captures that ISCT encom- 
passes two different types of social contracts: a hypotheti- 
cal macrosocial contract used as a heuristic device and 
actual microsocial contracts based in living communities. 
The use of the plural term "contracts" refers not only to the 
two types of contracts, but also to the millions of 
community-based microsocial contracts whose norms are 
important in rendering normative judgments in business 
ethics. Thus, ISCT is grounded in the familiar idea of social 
norms that serve as the foundation for rules of behavior 
within communities. 
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Following the classic contractarians, Donaldson and 
Dunfee (1994, 1995, 1999) envision rational humans seek- 
ing to design a binding, though unwritten, agreement that 
establishes the parameters for ethics in economic relation- 
ships. To justify consent on the part of the contractors, they 
limit themselves to parsimonious assumptions and a mini- 
malist global social contract. 

The terms of the contract are based on the global con- 
tractors' rational response to two assumptions. First, the 
contractors are assumed to be aware of and concerned about 
bounded moral rationality. Bounded moral rationality repre- 
sents an extension of the well-grounded idea of bounded 
economic rationality to the moral sphere. It is assumed that 
individual moral agents lack the information, time, and 
emotional strength to make perfect judgments consistent 
with their moral preferences. Thus, breast-implant salespeo- 
ple who know they are committed utilitarians may not be 
able to apply their preferred theory because they lack the 
time and information to determine whether the risks associ- 
ated with the product may exceed its positive cosmetic and 
psychological value. 

The bounded moral rationality assumption also ac- 
knowledges that global contractors may not be able to 
identify and agree to an omnipotent comprehensive 
moral theory. Therefore, ISCT assumes (Donaldson and 
Dunfee 1995, p. 93) that the individual contractors would 
wish to retain the right to select their own values to the 
maximum extent possible and that they would "desire to 
participate in economic communities that reflect their 
personal and cultural values." In so doing, the contractors 
would be recognizing bounded moral rationality insofar 
as it limits the ability of moral theorists to design a moral 
calculus applicable to all decision contexts for all of di- 
verse humanity. 

Second, it is assumed that the global contractors would, 
in response to bounded moral rationality, recognize the 
need for a community-based moral fabric as a necessary 
condition for both the generation of wealth and the main- 
tenance of an environment conducive to a good and pro- 
ductive life. Without this moral fabric, which is the 
purpose of the global convention, there is the threat of so- 
cial denigration into Hobbes’s “war of every one against 
every one." 

In response to these core assumptions, Donaldson and 
Dunfee (1994, 1995, 1999) hypothesize that the global con- 
tractors would agree to the creation of a binding macrosocial 
contract. Donaldson and Dunfee argue that this global 
macrosocial contract is the only rational solution to the need 
for a moral fabric in the face of bounded moral rationality. 
Because it is assumed to be logically compelling, all ratio- 
nal humans are assumed to consent to its terms, which are 
spelled out subsequently. 


Moral Free Space and Protected Informed 
Consent 


The first two terms of the macrosocial contract are as follows: 
1. Local economic communities may specify ethical norms for 


their members through microsocial contracts (i.e., the 
"moral free space" term). 


2. Norm-generating microsocial contracts must be grounded in 
informed consent, buttressed by rights of exit and voice (1.е., 
the “protected informed consent” term).! 


Communities are the core focus of the macrosocial contract. 
A community 1s defined in ISCT (Donaldson and Dunfee 
1994, p. 262) as “‘a self-defined, self-circumscribed group of 
people who interact in the context of shared tasks, values, or 
goals and who are capable of establishing norms of ethical 
behavior for themselves.” Corporations, subsidiaries, and 
even departments or informal units within an organization, 
along with partnerships, professional groups, trade associa- 
tions, and nation states, may be ISCT communities in the 
context of a given ethical decision. In focusing on commu- 
nities, ISCT recognizes that norm-governed group activity is 
a critical component of economic life. 

The idea of moral free space is consistent with the con- 
tractors’ desire to keep their options open. It also recognizes 
that communities are entitled to have differing norms. The 
parameters of ethical behavior in advertising may vary 
among Japan, France, and the United States; for example, 
comparison advertising is not considered acceptable in 
Japan, whereas it is in the United States. Acting within its 
own moral free space, each of these communities may gen- 
erate indigenous "authentic" ethical norms. À norm is de- 
fined as authentic when it is supported by the attitudes and 
behaviors of a substantial majority of the members of a 
community. 

Proxies such as professional codes and standards may be 
used to point toward potential authentic norms under ISCT. 
But when there is evidence that most members of the com- 
munity hold a different view, the proxy does not represent 
an authentic norm. For example, the ethics code of the Pro- 
fessional Marketing Research Society (PMRS) of Canada 
(1984) specifies that "good practice" requires that inter- 
viewers indicate to the respondent “а reasonably accurate 
estimate of the duration of the interview." Yet a survey of 
Canadian marketing researchers, including PMRS members, 
by Laroche, McGown, and Rainville (1986) suggests that 
providing respondents with accurate estimates of the length 
of research interviews may not be an authentic norm. 
Seventy-two percent of their sample agreed that misleading 
respondents about the duration of an interview was a com- 
mon industry practice; 76% had confronted the practice, of 
which 8696 had done it themselves. The ultimate, definitive 
source of norms lies in the attitudes and behaviors of the 
members of the relevant communities. Thus, the authentic 
nórm of this sample of the Canadian marketing research 
community appears to be that misleading respondents about 
interview duration is acceptable. 

A major impact of ISCT is to establish that authentic 
norms (which also satisfy the other requirements of ISCT 





INote that we have added voice to the macrosocial contract 
terms initially envisioned by Donaldson and Dunfee (1994). Con- 
sistent with Hirschman (1970), we believe that voice is parallel to 
exit as а fundamental alternative for economic agents and, there- 
fore, that the option to exercise voice must be present to justify the 
imposition of microsocial contract norms on economic agents In 
addition, we have made a minor amendment to the fourth term of 
the macrosocial contract, which establishes priority rules. 


given subsequently) are obligatory for dissenting members 
of communities. The obligation stems from the consent giv- 
en when a person acts as a member of a community, perhaps 
by accepting the benefits of the community environment. 
However, ISCT imposes some additional requirements on 
the operation of the community. The community must re- 
spect the right of members to exit from group membership. 
Thus, a dissenting member of a community who is dis- 
tressed about a particular authentic norm may elect to leave 
the community. An employee may, and generally should, 
leave a corporation whose values are significantly at odds 
with the employee's important personal values. 

Similarly, we emphasize that an individual should have 
the opportunity to exercise voice within the community. 
This is consistent with much of the organizational justice lit- 
erature that emphasizes procedural justice. Often, some 
form of voice (e.g., the right to a hearing to present one's 
side of the case) is critical in perceptions that a firm has act- 
ed justly (Lind and Tyler 1988). People desire the right to in- 
fluence the development and evolution of norms and, 
perhaps most important, to be able to influence changes in 
norms they find objectionable. In summary, as long as the 
requirements of community recognition of voice and exit 
are met and the attitudes and behaviors of a substantial ma- 
jority of the members of a community support a given norm, 
it qualifies as an authentic norm. 


Hypernorms and Legitimacy 


Thus far, the only mechanism that would protect a dissent- 
ing individual from having an ethical obligation to comply 
with a distasteful norm is the right to leave the community 
or try to change the norm. Beyond that, it appears as though 
the “is” has become the “ought.” To avoid excessive rela- 
tivism and recognizing that communities develop authentic 
norms supporting racial and gender discrimination and oth- 
er problematic practices, ISCT assumes that the original 
contractors would wish to recognize a thin set of universal 
principles that would constrain the relativism of community 
moral free space. Accordingly, the third term of the 
macrosocial contract states: 


3. To be obligatory, a microsocial contract norm must be com- 
patible with hypernorms (i.e., the "hypernorms" term). 


According to ISCT, a hypernorm is a norm by which au- 
thentic norms are tested. The term "legitimate" is used to de- 
scribe an authentic norm that has passed the hypernorm test. 
Hypernorms are defined (Donaldson and Dunfee 1994, p. 
265) as “principles so fundamental to human existence that 
... we would expect them to be reflected in a convergence of 
religious, philosophical, and cultural beliefs." As expressed 
by Walzer (1992, p. 9), they would be a "set of standards to 
which all societies can be held— negative injunctions, most 
likely, rules against murder, deceit, torture, oppression, and 
tyranny." This is a high standard for a set of universal prin- 
ciples, and presumably, the number and scope of such stan- 
dards would be, as Walzer suggests, rather small. This is 
appropriate when we consider the dominant role of hyper- 
norms and their effect of constraining choice within local 
communities by overriding any and all inconsistent norms 
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or standards. An overly thick set of hypernorms could соп- 
strain diversity across cultures by imposing a straightjacket 
of suffocating morality. Advocates of diversity in morality 
rightly are concerned about the threat of a professional or 
educational elite defining and enforcing a large set of moral 
preferences on individuals on the basis of some stylized 
conception of the good. 

An obvious question is, how do we ascertain the exis- 
tence of particular hypernorms? Donaldson and Dunfee 
(1994) describe the efforts of anthropologists, political sci- 
entists, and philosophers, among others, who are searching 
for a convergence of beliefs and values at the global level. 
Scholars from many cultures and academic disciplines are 
asking similar questions regarding what humans commonly 
believe. An appropriate starting point would be an attempt to 
identify the extent of convergence among the convergence 
scholars.? 

In support of the claim for the existence of hypernorms, 
we can point to studies that find similar methods of moral 
reasoning across cultures (Kohlberg 1968) and agreement 
regarding certain core principles across large samples of 
managers (Kanter 1991). The evidence from the many stud- 
ies that seek to compare the attitudes and behaviors of man- 
agers from two or three cultures is mixed but may be 
interpreted in a manner consistent with the concept of hy- 
pernorms. Although these studies show a divergence of 
views on certain issues, such as software copying, they tend 
to show agreement regarding more fundamental concepts, 
such as the value of trust (Swinyard, Rinne, and Kau 1990). 
Furthermore, it is not critical to the existence of hypernorms 
to show substantial agreement on a single form of expres- 
sion. Walzer (1994, p. 18) argues that “minimalism” (his 
term for what Donaldson and Dunfee 1994 call hypernorms) 
“is not foundational: it is not the case that different groups 
of people discover that they are all committed to the same 
set of ultimate values.” Instead, minimalism “consists in 
principles and rules that are reiterated in different times and 
places, and that are seen to be similar even though they are 
expressed in different idioms and reflect different histories 
and different versions of the world” (Walzer 1994, р. 17). 

Can examples be provided? Frederick (1991) studied six 
intergovernmental compacts (including the Organization for 
Economic Cooperation and Development [OECD] Guide- 
lines for Multinational Enterprises, the Helsinki Final Act, 
and the International Labour Organisation Tripartite Decla- 
ration of Principles Concerning Multinational Enterprises) 
to identify principles common to the set. Similarly, we could 
study the statements of global organizations as potential 
sources of hypernorms. The principles for business devel- 
oped by the Caux Round Table (1994) (which meets annu- 
ally in Caux, Switzerland) are a рите`ехатре, as is the 
“Declaration Toward a Global Ethic,” produced by the 
Council for a Parliament of the World’s Religions (1993). 
From these, we can pull some samples that seem to be intu- 





2For an elaboration of this and other issues about how decision 
makers might apply ISCT, see Donaldson and Dunfee (1999), par- 
ticularly Chapter 7. 


20 / Journal of Marketing, July 1999 


itively correct as examples of hypernorms. The following 
are three candidates: 


1. Firms should adopt adequate health and safety standards for 
employees and grant employees the right to know about 
job-related health hazards (Frederick 1991, p. 166); 

2. People should not lie; they should speak and act truthfully 
(Parliament of the World's Religions 1993, p. 11); and 

3. Businesses should be expected to honor their obligations in 
a spirit of honesty and faimess (Caux Round Table Secre- 
tariat 1994, Section 2, Principle 1). 


Hypernorms thus bound the moral free space of com- 
munities. If, for example, a hypernorm prohibiting bribery 
can be sustained, any authentic norm recognizing bribery 
among, say, a community of corrupt government officials in 
Russia is not legitimate ipso facto. However, hypernorms do 
not provide a complete bounding of the moral free space of 
communities. The issue of conflict between two or more 
norms that are legitimate still might arise. 


Priority Rules for Conflicting Norms 


The final term of the macrosocial contract is as follows: 


4. In the case of conflicts among norms that satisfy Terms 1-3, 
priority must be established through the application of rules 
consistent with the spirit of the overall macrosocial contract 
(i.e., the “priority rules” term). 


Multiple legitimate norms applicable to the same ethical 
judgment may conflict. This may happen when a transaction 
crosses two distinctly different communities, often the case 
in marketing and global business. For example, a European 
firm doing business in Beijing must decide whether it will 
follow the local practice of Guanxi, in which Chinese offi- 
cials want their children hired for a job at a U.S. plant. The 
action, acceptable in China, violates norms of fairness in the 
United States. Here, both norms are recognized as authentic, 
and both may be considered legitimate because neither vio- 
lates a hypernorm. To resolve such problems, ISCT speci- 
fies (Donaldson and Dunfee 1995, pp.105—106) a loose set 
of six priority rules derived from the basic assumptions and 
terms of the macrosocial contract and influenced by con- 
cepts that underlie principles of international conflicts of 
law and dispute resolution. They are as follows: 


1. Transactions solely within a single community, which do not 
have significant adverse effects on other humans or commu- 
nities, should be governed by the host community’s norms; 


2. Community norms for resolving priority should be applied, 
as long as they do not have significant adverse effects on 
other humans or communities; 

3. The more extensive the community that 15 the source of the 
norm, the greater the priority that should be given to the 
norm; 

4. Norms essential to the maintenance of the economic envi- 
ronment in which the transaction occurs should have priori- 
ty over norms potentially damaging to that environment; 

5. When multiple conflicting norms are involved, patterns of 
consistency among the alternative norms provide a basis for 
prioritization, and 

. Well-defined norms ordinarily should have priority over 
more general, less precise norms. 


с 


Some of the more challenging issues of marketing ethics 
involve conflicting legitimate norms. The marketing re- 
search community, for example, may believe that some 
“soft” deception of respondents is acceptable to obtain re- 
sults that further the goals of marketing research and con- 
tribute to the general economic welfare. The broader social 
community may have an opposite norm and believe that full 
disclosure of who is behind research or its purposes is nec- 
essary to justify the respondent's participation. Thus, the re- 
search community accepts a utilitarian justification, whereas 
the broader social community is concerned about dignity 
and a right to consent. Both norms may pass the hypernorm 
and exit/voice tests so that both are legitimate. According to 
ISCT, the priority rules are to be applied as a set, not in iso- 
lation. For a given dilemma, several rules might be involved. 
The rules are not given priority themselves in the writings 
about ISCT to date; they presumably are to be weighed 
loosely and applied without a strict calculus of relative val- 
ue. In this case, the fourth rule (norms essential to the trans- 
action environment) would support the soft deception. But 
the third, fifth, and (possibly) the second rule might appear 
to support the norms of the broader social community, re- 

‘quiring disclosure to the participant. 

The process by which ISCT may be applied ex ante by 
marketing practitioners to ethical dilemmas produced by 
conflicting norms is demonstrated in Figure 1. In Figure 1, 
we show how the priority rules would operate in the case of 


a transaction crossing two (or more) communities or in the 
case of a marketer facing a decision relevant to two (or 
more) communities with mutually exclusive norms in which 
he or she is simultaneously a member. 

In the next section, we examine the issue of commercial 
bribery using ISCT. We summarize conventional arguments 
regarding its moral status and demonstrate how ISCT often 
provides important insights in judging marketing decisions 
that could involve bribery. 


ISCT and Commercial Bribery 


Marketing Ethics and the Issue of Bribery 


Noonan’s (1984) chronological account of bribery as a 
moral concept traces its origins back to 3000 в.с. Despite its 
condemnation, bribery has persisted as a corrupt practice in 
human affairs. Nonetheless, Noonan foresees a time when 
bribery, similar to slavery, will become obsolete, at least in 
its central form of the exchange of payment for official ac- 
tion. This would be good news for business and, especially, 
for marketers. Bribery typically tops the list of practices that 
U.S. business executives would most like to have eliminat- 
ed from their industry (Baumhart 1961; Brenner and Molan- 
der 1977); accordingly, it is featured prominently in most 
corporate codes of conduct. Chonko and Hunt’s (1985) sur- 
vey of American Marketing Association members found 
that marketing managers identified bribery as the most dif- 


FIGURE 1 
The ISCT Decision Process: Multiple Communities and Multiple Competing Norms 
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ficult ethical issue they faced. Trevino and Nelson (1995, р. 
273) observe that it is the “most frequent source of anxiety 
for American business persons operating abroad.” With the 
increasing importance of global marketing, the U.S. gov- 
ernment, lobbied by business, has stepped up efforts to se- 
cure the prohibition of transnational bribery (Nichols 1997). 
The prototypical problem areas with global bribery involve 
the marketing function: promotional expenses such as trav- 
el and entertainment for purchasing agents, hiring of self- 
described marketing agents, customs payments in a channel 
of distribution, exchanges of gifts and entertainment during 
the negotiation process, and so on. Clearly, commercial 
bribery is one of the most important ethical issues in 
marketing. 

Bribery has been studied empirically in marketing, but 
little attention has been given to a normative evaluation 
(notable exceptions are Fritzsche 1985; Laczniak and Mur- 
phy 1993). In contrast, the ethics of bribery have been ex- 
amined thoroughly in the broader fields of business and 
applied ethics. We rely on these analyses to define the con- 
cept of bribery and provide the conventional moral argu- 
ments against bribery, as well as justifications advanced in 
its favor. We then show how ISCT can be applied to bribery. 
Bribery is a particularly appropriate issue for exploring the 
implications of social contract-based analysis, especially 
bribery in a global context. Our discussion of bribery will 
involve the following two cases: 


Honda (Jenkins 1996; Miller 1994; Robinson 1997; The 
Wall Street Journal 1998). During the 1980s and early 
1990s, Honda dealers paid more than $15 million directly to 
Honda executives to get extra allotments of popular Honda 
and Acura models that typically sold at a premium to the 
manufacturer's sticker price. Gifts included shopping sprees 
in Hong Kong, cash, and checks for children's college tu- 
ition. Two dozen Honda dealers and executives were indict- 
ed, including senior vice presidents and regional managers. 
Two were convicted in court trials, and twenty pled guilty. 
At the trial of the two convicted officials, the defense 
claimed that bribery was an accepted practice at American 
Honda and was a way to keep salaries below the industry 
norm. Stanley Cardiges, the senior vice president in charge 
of sales, was the main benefactor of the bribery, receiving 
more than $5 million during a ten-year period when his 
salary was $125,000. Prosecutors called the case the largest 
commercial bribery case in U.S. history. Subsequently, 1800 
dealers sued in a class action, alleging that they were pun- 
ished if they failed to pay exorbitant bribes. Honda ulti- 
mately settled the case for $330 million. 


Young & Rubicam (Hall 1989; Lipman 1990). In 1990, 
Young & Rubicam (Y&R) pled guilty to conspiring to vio- 
late the Foreign Corrupt Practices Act (FCPA) and paid a 
fine of $500,000. The charges resulted from claims that 
Y&R had made payments to Arnold Foote, a Jamaican busi- 
ness executive, who used the money to bribe the Jamaican 
Minister of Tourism, Eric Abrahams, to win an advertising 
account for Jamaican tourism. The resulting contract pro- 
duced the award-winning advertising campaign “Маке it Ja- 
maica, Again," featuring the song “Come Back to Jamaica." 
In bringing the indictment, the U.S. attorney stated: “I’m 
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not sitting here damning Young & Rubicam as a horrible, 
corrupt organization. Throughout, there were a lot of very 
honest people connected with this." 


Bribery Defined 


Bribery must be defined carefully to avoid ambiguity, both 
in determining its moral status and in identifying whether a 
given action constitutes a bribe. Bribery occurs when one 
person (the briber) provides an inducement to another per- 
son (the bribee) that is intended to be in exchange for the 
bribee doing, or not doing, something that would favor the 
briber and be contrary to the bribee's positional duty. One 
indication that bribery is a moral concept is evident from its 
definition as a violation of duty. Bribery has been defined 
more rigorously, as follows (Philips 1984, pp. 625-26): 


P is bribed by В if and only if (1) P accepts payment from 
R to act on R's behalf, (2) P's act on R's behalf consists in 
violating some rule or understanding constitutive of a 
practice in which P is engaged, and (3) either P's violation 
1s a violation of some official duty P has by virtue of his 
participation in that practice or P's violation significantly 
affects the interests of persons or organizations whose 
interests are typically connected to that practice. 


Much analysis of bribery focuses on violations of duty 
by public officials, including activities outside the commer- 
cial sphere, such as payments to sway judges in criminal 
cases. Yet it is apparent from the preceding definitions that 
bribery may occur within private-sector commercial trans- 
actions, as in the Honda example. Private-sector commercial 
bribery, as generally defined in U.S. legal statutes, consists 
of “conferring a benefit on an employee, agent, or fiduciary 
with intent to influence the recipient's conduct in his princi- 
pal's affairs" (Noonan 1984, p. 578). In a principal-agent 
analysis, the bribee violates the trust of his or her principal 
and becomes the agent of another in exchange for payment. 
Accordingly, D'Andrade (1985, p. 239) has referred to 
bribery as the "alienation of agency." 


The Moral Status of Bribery: Deontological and 
Consequentialist Approaches 


Normative evaluation of bribery could draw on multiple the- 
ories of moral philosophy. Fritzsche (1985) and Shaw 
(1988) use theories of justice. However, the major works on 
bribery in applied ethics are largely deontological or conse- 
quentialist. This is not surprising; because of their impor- 
tance, extant frameworks in marketing ethics also rely 
heavily on these theories (Hunt and Vitell 1993). 


A deontological approach. From a deontological per- 
spective, bribery is wrong when it involves an intentional vi- 
olation of a binding moral duty. In such a case, both the 
briber and the bribee may have engaged in an unethical act. 
The action of offering a bribe may be immoral because a 
person should not entice others to do what is morally wrong 
(Carson 1985), among other reasons. The bribee's moral du- 
ty stems from a special obligation that comes with the posi- 
tion he or she holds; acceptance of a bribe conflicts with the 
bribee's binding obligations to a principal and thus would be 
a violation of a contract or a breach of promise (Carson 
1985; Philips 1984). When the agent is a public official, a 


broader obligation to the public may be involved. Abra- 
hams’s actions in the Y&R case violated his duties as a gov- 
ernment minister, as well as broader obligations of public 
trust to the citizens of Jamaica. 

In private-sector bribery, such as the Honda case, though 
bribees typically are in violation of duties to their employ- 
ers, it is less clear that any broader duty exists. The Honda 
executives had obligations that derived from their employ- 
ment contracts and basic job requirements to allocate new 
cars in a certain manner. They accepted personal induce- 
ments to act inconsistently with that duty. D’ Andrade (1985) 
extends this analysis to suggest that many employees of pri- 
vate businesses have a quasi-official status, similar to that of 
public officials. 


A consequentialist approach. Bribery may be judged un- 
ethical from a consequentialist perspective when it produces 
overall bad consequences. Direct or thicroenvironmental ef- 
fects may include the following: Bribery may lead to a sub- 
optimal purchase decision by the organization on whose 
behalf the bribee ostensibly acts. The bribing organization 
may need to falsify its accounts to hide the payment, there- 
by defrauding stockholders. In its purpose of obtaining an 
unfair advantage for one supplier, bribery harms that suppli- 
er’s competitors. In the Y&R case, it may be presumed that 
competing agencies were disadvantaged unfairly if they did 
not engage in bribery. Bribery may contribute to the corrup- 
tion of the moral character of the bribee, which may lead to 
future harmful actions. In contrast, direct good conse- 
quences of bribery also may be identified, particularly by 
marketing decision makers, including saving jobs, enhanc- 
ing shareholder wealth, and maintaining an ability to pay 
creditors. 

Indirect or macroenvironmental effects of bribery can 
include economic inefficiencies. Public-sector bribery is a 
form of rent-seeking by business that can lead to inefficient 
allocations of resources, including the diversion of time and 
resources away from the production of useful goods and ser- 
vices or the implementation of monopolistic pricing prac- 
tices (Becker 1994; Nichols 1997). One effect of corrupt 
senior government officials is their tendency to favor 
public-sector spending that provides more opportunity for 
bribery, such as infrastructure and defense projects, rather 
than education or health care. Both public- and private- 
sector bribery distort the market mechanism; the secrecy of 
bribery means that price information is less meaningful, 
again leading to allocation inefficiencies. More broadly, 
there may be diminished trust in the economic system. Oth- 
er indirect consequences include the wider social harm of 
corruption. Nichols (1997) refers to its corrosive effect on 
the social structure, including the diminished happiness of 
the citizenry, reduced credibility and viability of the govern- 
ment, increased lawlessness, and even the potential for pub- 
lic disgust supportive of revolution. 


Problems with these approaches. In the abstract at least, 
bribery appears to be generally unethical when analyzed 
from deontological and consequentialist perspectives. How- 
ever, the application of these approaches to specific cases of 
bribery often requires complex judgments and extensive 


fact-finding. We also must consider the possibility that some 
justifications for bribery may carry moral weight. 

From the deontological perspective, bribery is only pri- 
ma facie wrong. This means that there may be considera- 
tions that override the duties violated by bribery; it is not a 
categorical rule (Pastin and Hooker 1988). Consider the 
manager who, in violation of company policy, made a pay- 
ment (some years ago) to a South African official not to en- 
force the rules of apartheid. Moreover, a briber may have 
overriding duties, such as to protect the welfare of other em- 
ployees, when deciding whether to pay a bribe. Or, the 
briber may have duties to him- or herself or family when co- 
erced, physically or economically, into making a payment. 
In addition, there may be problems associated with how 
duty-based approaches are applied. For example, it may be 
difficult to identify the duties that an agent owes to his or her 
principal. It is often suggested that customs agents do not vi- 
olate a duty when they take small payments to perform their 
duties because these payments are regarded as an expected 
part of their compensation (though the right to accept pay- 
ments generally is not specified expressly, and there are of- 
ten questions as to whether the right indeed exists and the 
scope of permissible payments). A similar argument was ad- 
vanced to justify bribery in the Honda case, with executives’ 
low salaries offered in justification. The payments were 
claimed to be part of the intended compensation scheme. 
Moreover, there may be conflicting duties. Although some 
argue there is a duty not to bribe a public official, others ar- 
gue for a counter-duty to shareholders that requires bribery 
of public officials when that appears to be the most prof- 
itable long-run business decision (Pastin and Hooker 1988). 

Applying consequentialist theories to specific cases of 
bribery also can be difficult. The forecasting required to as- 
sess probable consequences may be beyond the capacity of 
both marketing managers and business ethicists. How, for 
example, should Y&R executives have weighed the negative 
effects of their bribery on competitors as compared with its 
positive effects on their own firm and even, perhaps, on the 
nation of Jamaica, if we assume that they believed they 
could develop the best advertising campaign? Business ethi- 
cists have suggested similar arguments. Green (1991) has 
developed an explicitly consequentialist framework that 
would allow payments of bribes by smaller firms that other- 
wise might incur large harms if the inducement were not 
provided. Pastin and Hooker (1988) employ a consequen- 
tialist analysis as part of their attack on the FCPA (but also 
see Alpern’s 1988 reply). 

Perceived positive effects of bribery, at least from the 
vantage point of the briber, may lead to its attempted justifi- 
cation. For example, it may be argued that payment of a 
bribe may retain jobs, save a substantial capital investment, 
or open an important market. Thus, it could be claimed that 
paying the bribe would generate significant positive returns 
to shareholders. Moreover, consider the direct negative ef- 
fects of bribery listed previously and how a potential briber 
might discount them. The bribee may have long ago passed 
the point at which the briber is causing him or her any fur- 
ther moral harm. Falsifying accounts may be fraud against 
shareholders, but if offset by a significant increase in share- 
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holder wealth, this could be perceived as no more than а mi- 
nor reporting peccadillo. The bribe may serve to guarantee 
that the bribee chooses the “best” supplier for the organiza- 
tion for which he or she acts. Finally, doing harm to com- 
petitors may be regarded as business as usual or, at most, as 
one negative consequence in an otherwise entirely positive 
set of consequences. Although we are unlikely to ever know, 
Y&R executives may have engaged in some of this reason- 
ing in deciding to allow Foote to bribe Abrahams. In sum- 
mary, in a consequentialist analysis, the ethical evaluation 
amounts to balancing many potential costs and benefits 
from the perspective of their impact on those affected by the 
payment. Such judgments are plagued by the seemingly in- 
tractable problems of forecasting and incommensurability. 

We examine the role of ISCT in responding to these and 
other concerns. First, however, we provide a social con- 
tract-based analysis of bribery. 


The Moral Status of Bribery in Social Contract 
Approaches 


As our preceding review of social contract theory indicates, 
an evaluation of bribery from a basic social contract per- 
spective would judge it unethical when it is shown to con- 
stitute a fundamental violation of the social contract 
between business and society. Philips (1984, p. 627) lends 
support to this analysis and suggests that the moral obliga- 
tions of the bribee stem from a social contract model of or- 
ganizations: “Ву accepting a position in an organization ... 
one tacitly agrees to abide by the rules of that organization. 
To be bribed is to violate that agreement ... and is, therefore, 
prima facie wrong." Hence, a basic social contract analysis 
suggests that bribery is often unethical, at least in the ab- 
stract. As a particular formulation of social contract theory, 
ISCT allows that claim to be made much more strongly in 
relation to specific cases of bribery. 

Consider how consequentialist and deontological theo- 
ries might be applied to the Honda example. Some Honda 
dealers might have concluded that bribery was a competitive 
necessity and that, if it was practiced by all dealers, it would 
not result in bad (direct) consequences; conceivably, they 
might argue that there would be only good consequences. 
Furthermore, they might have had difficulty identifying a vi- 
olation of duty by the bribees, if the practice was widespread 
and seemingly condoned by Honda. However, ISCT sug- 
gests a different and potentially more compelling analysis. 

Bribery would be morally permissible under ISCT if all 
of the following conditions hold: First, the acceptability of 
bribery is an authentic norm of the communities involved, 
that is, a norm held by a majority of community members. 
Second, the norms of all relevant communities have been 
considered. Third, the acceptability of bribery is a legitimate 
norm; that is, it does not violate a hypernorm. Fourth and fi- 
nally, any conflict among communities’ norms is resolved 
by the priority rules in favor of the communities sustaining 
the acceptability of bribery. We analyze the Honda and Y&R 
cases following this procedure. 

In the Honda case, it is possible that the acceptability of 
bribery as a means of allocating new cars was an authentic 
norm of the Honda marketing managers and a subset of the 
dealers. The bribing dealers and the marketing managers ac- 
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cepting the bribes may have believed that the system was 
not rewarding them adequately, especially given Honda's 
marketing success, and that they were entitled to adopt a 
mutually beneficial system that provided extra compensa- 
tion. However, not all dealers shared this perspective. In a 
suit filed against Honda, a former Acura dealer in New 
Hampshire claimed that because he did not cooperate, he 
could not obtain the cars he needed and was forced to sell 
his dealership (Robinson 1997). In the class action, 1800 
dealers sued, charging that the bribery racket was under the 
direction of top company executives. If these protesting 
dealers represent a majority of dealers, the acceptability of 
bribery was not an authentic norm among the entire com- 
munity of Honda dealers. Therefore, bribery in the Honda 
case is not morally permissible under the first condition. If 
they are not a majority or if the dealers are treated as multi- 
ple communities, ther nonbribing dealers at least must be 
treated as a relevant community in the analysis. 

In seeking to identify authentic ethical norms, it is es- 
sential to consider all potentially relevant communities. 
Therefore, when communities with probribery authentic 
norms are identified, it is important to take into account oth- 
er relevant communities that might have antibribery norms. 
In the Y&R case, there 15 solid evidence that the broader po- 
litical community in Jamaica condemned the practice of 
bribery. That the payment was kept secret would appear to 
indicate that the participants were aware of a contrary norm 
in the broader community. The strong negative reactions in 
both the United States and Jamaica when the payments were 
disclosed constitute further support for the existence of an 
antibribery norm in those communities. Furthermore, the 
broader communities are the ones that bear the negative 
costs of the practice and rationally would be expected to 
have an antibribery norm. 

When all relevant communities and authentic norms 
have been identified, it becomes necessary to determine that 
the norms do not violate a hypernorm and are therefore le- 
gitimate. We believe that the practice in the Y&R case, 
which involved a coarse selling of public assets for private 
gain, violates a hypernorm. Bribery is condemned in some 
form throughout the world, as Nichols (1997, p. 324) makes 
clear: | 


Corruption and bribery cannot be claimed as accepted phe- 
nomena in any culture. These acts are condemned by each 
of the major moral and religious codes. They are criminal- 
ized by every country. And they are universally despised, 
particularly by those who endure corrupt governments. 


This claim supports the idea of a convergence of opinion 
and wisdom to the effect that coarse public-sector bribery is 
condemned by a hypernorm. The concept of a hypernorm is 
central to the application of ISCT. It serves as a constraint 
on the moral free space of communities while providing a 
source of guidance for ethicists and business decision mak- 
ers. The small set of hypernorms believed to exist as part of 
the assumptions of the macrosocial contract is universally 
applicable to all cultures and business functions. In that 
sense, there are not marketing hypernorms or U.S. hyper- 
norms, per se. But there may be hypernorms that are espe- 
cially relevant to a particular business function, such as 
marketing. 


Accordingly, one possible hypernorm is that the bribery 
of officials who exchange significant public-sector assets for 
substantial personal gain is wrong. An antibribery hyper- 
norm is supported by the condemnation of bribery in explic- 
it terms by texts of Buddhism, Christianity, Confucianism, 
Hinduism, Islam, Judaism, and Sikhism; Adam Smith and 
Mao Tse-tung also have condemned bribery (Nichols 1997). 
Coarse public-sector bribery is legally prohibited in every 
country, even those considered the most corrupt (Nichols 
1997; Noonan 1984). Indeed, a multicultural team explicitly 
applying ISCT has identified such a hypernorm (Fritzsche et 
al. 1995). A case also might be made that the coarser forms 
of private-sector bribery violate a hypernorm, even though 
this does not involve the violation of public trust that occurs 
when the bribee is a public official. There is, after all, a 
growing consensus across many world communities that 
bribery is wrong and that significant efforts should be taken 
to limit its practice, prompting new initiatives by multilater- 
al organizations such as the OECD (Mason and de Jon- 
quieres 1997). 

The implications for the two examples are as follows: 
The coarse public-sector bribery found in the Y&R case vi- 
olates a hypernorm and thus could be evaluated on this ba- 
sis alone as unethical under ISCT. The application of an 
antibribery hypernorm is more problematic in the Honda 
case because public-sector officials were not involved. 
However, putting aside the possibility of a private-sector 
antibribery hypernorm, this case still may be problematic 
because it is not necessary to rely solely on hypernorms to 
determine whether the payments were ethical. We turn to the 
priority rules to resolve the conflict between the possible au- 
thentic norms that supported the payments and other norms 
that opposed the practice. 

The priority rules are used to resolve conflicts in norms 
between communities. The third and fourth priority rules 
might be used to show that bribery in Honda would not be 
permissible under ISCT. The third priority rule determines 
priority on the basis of the relative size of the communities. 
It would favor the nonbribing dealers if they represent a larg- 
er group, because greater priority is given to the norms of 
more extensive communities. The fourth priority rule deter- 
mines priority on the basis of whether a norm is indispens- 
able to the transaction environment. It also would appear to 
favor the nonbribing dealers, because an antibribery norm is 
arguably essential to their economic environment and thus 
would have priority over a norm that favored bribery, which, 
if widely adopted, could harm that environment. 


ISCT and Justifications Advanced for Bribery 


In a survey of more than 2000 U.S. business executives, 
Longenecker, McKinney, and Moore (1988, p. 343) asked 
respondents whether they considered the following scenario 
“personally acceptable": 


А company paid a $350,000 “consulting” fee to an official 
of a foreign country. [n return, the official promised assis- 
tance in obtaining a contract, which should produce a $10 
million profit for the contracting company. 


Assuming that the official would act in violation of a posi- 
tional duty, we have a clear illustration of bribery and an il- 


legal act under the FCPA. However, less than half of the sur- 
vey respondents condemned the payment, perhaps because 
they believed that the payment could be justified. We now 
examine some of the popular justifications for making such 
payments. 

It is often claimed that "certain payments should not be 
counted as bribes, or that, even though they are bribes, they 
are still acceptable, generally as the lesser of two evils" 
(D' Andrade 1997, p. 47). Some payoffs may be defended as 
coerced by physical or severe economic extortion. Pay- 
ments also may be justified as mere "grease payments," le- 
gitimate third party commissions, or gifts. Justifications for 
bribery also may be based on arguments about cultural dif- 
ferences in transnational bribery or on claims of greater 
harm resulting from failure to pay the bribe. Through an 
emphasis on understanding community norms, ISCT helps 
clarify these justifications. 


Extortion as justification. Extortion payments are made 
under duress. Payment is demanded by the bribee, with the 
threat of serious harm for nonpayment. Nichols (1997, p. 
317) defines extortion as “using the power of an official’s 
office to extract payments.” Corporate agents, as well as 
government officials, may practice extortion. In the United 
States, a buyer for the retailer JCPenney Co. was prosecut- 
ed for taking up to $1.5 million from vendors. One vendor 
claimed that the buyer was engaging in extortion and sued 
JCPenney, charging that payment was a matter of survival: 
“If I had not paid him and he pulled the line as he had threat- 
ened, I'd have gone out of business" (Gerlin 1995, p. A16). 
This vendor explained that he could not report the buyer to 
the company because he was the Buyer of the Year and high- 
ly regarded by JCPenney. i 

Acting as ап extortionist is always morally problematic. 
Giving in to genuine extortion also may be problematic. 
Philips (1984) observes that it is morally wrong to pay off 
extortionists in some cases. Under U.S. law, evidence of 
duress is admissible to establish the nature of the intent in- 
volved in the payment. D' Andrade (1985, p. 245) also sug- 
gests that extortion payments are excusable in some 
circumstances, noting that "we just do not expect moral 
heroism.” Turow (1985, р. 251) concludes that “bribery can 
be justified only if the bribe-giver is truly without 
alternatives.” 

An ISCT-based analysis of bribery focuses on commu- 
nity norms to determine when extortion demands should be 
resisted or, contrariwise, when they may be accepted. Al- 
though we may not expect moral heroism of marketers, 
there may be a legitimate expectation on the part of society 
of a certain amount of “moral courage” (Mahoney 1998), a 
willingness to face down evil and accept some self-sacrifice. 
However, the extent to which we might expect moral hero- 
ism by marketers will vary across communities, reflecting 
differing norms about how to face extortion. For example, in 
a situation in which corruption is negligible, strongly prose- 
cuted, and rarely associated with threats of physical harm, 
there may be an increased expectation that marketers will 
not bow to extortion. Accordingly, acceding to extortion in 
many markets in the United States may be less morally jus- 
tifiable than in circumstances often found in, say, Nigeria or 
Russia. 
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Grease payments and legitimate commissions. A firm 
may make small payments to induce public officials to car- 
ry out their official and nondiscretionary duties, often re- 
ferred to as a “facilitating” or “grease” payment. Although 
the action may have been carried out more expeditiously, it 
does not confer a substantial advantage on the party making 
the payment. Similarly, a firm may provide bona fide com- 
pensation to a middleman to promote or demonstrate its 
products and services. Both types of payment may be legal 
under the FCPA. The FCPA expressly recognizes that there 
may be small payments made to obtain permits or licenses 
to do business, get mail or telephone service, process visas, 
or get cargo loaded (particularly for perishable products). 
But judgment is required. What types of payments can be 
justified as facilitating payments? Or, what happens when 
the marketing intermediary (or joint venture partner) uses 
part of the “commission” to pay a large bribe to a public of- 
ficial, as in the Y&R case? Sometimes, it is difficult to know 
where the payment is actually going and, thus, whether it is 
legitimate (Kaikati and Label 1980). The law seeks to deter- 
mine whether there is an awareness of a high probability of 
the existence of a prohibited circumstance. Principles such 
as “willful blindness” and “conscious disregard” are used to 
prohibit a firm from purposely establishing opaque informa- 
tion channels and thereby being able to deny knowledge of 
wrongdoing. Although in some circumstances it may be dif- 
ficult to account for the size or recipients of such payments, 
purposeful ignorance is not a permissible justification for 
bribery. 

The ethical issue of when a payment may be proper runs 
parallel to this legal approach. The critical distinction is the 
nature of the official function purchased and whether it in- 
volves a violation of duty by the official (Nichols 1997; 
Philips 1984). However, companies often overlook this 
rather fine distinction. For example, when Gulf Oil Corpo- 
ration was attempting to expand its distribution in Italy, it 
made off-the-book payments to government officials to se- 
cure the permits it needed to open new service stations. Gulf 
officials characterized these payments as “tipping” (Noonan 
1984, p. 639). 

Thus, an ISCT-based analysis recognizes that the social 
contract in some communities defines these payments as ac- 
ceptable bribery or, perhaps, not even as bribery at all. The 
firm is responsible for knowing the relevant norms in the 
specific community in question and, more important, in the 
broader communities influenced by the decision. Such 
knowledge would enable firms to respond appropriately and 
avoid mistakes such as Gulf’s. 


Gift giving and entertainment. Relationships constitute 
an important foundation for business. This fundamental fact 
is recognized explicitly in the marketing function through 
relationship marketing and selling. In many cultures, norms 
pertaining to proper behavior among people in all walks of 
life often specify the giving of gifts and providing of enter- 
tainment in appropriate circumstances. However, bribes al- 
so can take the form of gifts and entertainment. 

The United States has a long tradition of gifts and enter- 
tainment in business relationships. A large industry exists 
that encompasses well-known practices such as parties in 
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corporate boxes at sports stadiums, special golf outings, and 
meals at fancy restaurants. Yet, in spite of what appears to 
be a strongly entrenched practice, there is some evidence of 
a countertrend. American businesses seem increasingly to 
be questioning the role of gifts and entertainment in con- 
ducting business (Priest 1998). From an ISCT perspective, 
the norms of gift giving and entertainment in U.S. business 
are changing. General Motors, for example, recently intro- 
duced a policy that forbids its employees from accepting 
free meals, hockey tickets, golf outings, or most other gifts 
from vendors (Sedgwick 1996). Vendors complained that 
the new policy restricted the scope for building the social re- 
lationships necessary for good business relationships. Gen- 
eral Motor’s concern, however, is that their gifts and 
entertainment were tantamount to bribery. 

Those who provide such largess are on the horns of a 
dilemma. If they believe that hosting buyers in corporate 
boxes makes no difference in the buyer’s behavior, as some- 
times is claimed, then how can they justify the expenditures 
to their shareholders? If they are spending the money and 
getting nothing in return, the shareholders would appear to 
have a legitimate complaint that corporate assets are being 
squandered. If, conversely, gifts and entertainment are in ex- 
change for preferential treatment, then providing them may 
be considered an act of bribery. Priest’s (1998, p. 6) advice 
is to “build strong business relationships but don’t be cor- 
rupted by them.” 

If the practice is consistent with background norms that 
provide the ground rules, as it were, for proper gift giving in 
business transactions, it may be acceptable under ISCT. The 
norms specify the boundaries for acceptable social lubrica- 
tion while also providing markers of what is excessive and 
out of bounds. The norms vary in their details over time and 
among industries. Perhaps in recognition of this phenome- 
non, many companies have policies on accepting gifts that 
appear vague, because they ask employees simply to “ехег- 
cise good judgment.” This may be interpreted as instructing 
employees to rely on their knowledge of industry norms and 
practices. Other companies have strict, often monetary, lim- 
its on what may be received. Although such policies may re- 
duce the appearance of bribery, they also may be at odds 
with well-understood norms of acceptable behavior. When 
this occurs, the overly restrictive norms are not likely to be 
well received by either vendors or companies’ own 
employees. 

Gift giving and entertainment, particularly in the context 
of business-to-business exchanges, may be analyzed for- 
mally using ISCT. Consider the trend whereby companies 
increasingly are sending out “no presents” letters during the 
December holidays. Absent evidence of close personal 
friendship, gifts (and entertainment) in excess of industry 
norms are indicative of bribery. These letters specify com- 
pany policy regarding what its employees may receive as 
gifts and ask that suppliers observe these rules. This can re- 
sult in a classic conflicts-of-norms situation. One firm, an 
aggressive marketer, uses gifts and entertainment to build 
relationships. The firm sending the letter, however, seeks to 
limit the pernicious effect gifts may have on its purchasing 
agents. Although duties might otherwise be unclear and con- 
sequences difficult to parse out, ISCT approaches the con- 


flict by directing the corporate policymaker to identify or- 
ganizational, industry, and national norms pertaining to gift 
giving (these norms often will be well known or easy to 
identify). Under ISCT, if the firm sending the “no presents” 
letters is acting in a manner consistent with industry and na- 
tional norms (and thus the letter refers to a legitimate, au- 
thentic norm), it should dominate the norms of the selling 
firm. According to the priority rules, the “no presents” norm 
is essential to the transaction environment, is consistent with 
other community norms, and represents that organization’s 
preference regarding conflicts of norms. 


Acceptability of bribery in some cultures. Many cultures 
accept and encourage the presence of certain forms of gift 
giving in business and personal relationships. However, so- 
cieties always face the concern that their economic systems 
be able to generate wealth and allocate resources efficiently, 
a goal that may be compromised by corrupt behavior. A 
plausible community response is to develop norms that 
specify the boundaries of acceptable behavior. This may 
help account for highly ritual gift-giving practices in many 
cultures. Background norms provide guidance as to the ит- 
ing and amount of gifts and the context in which they may 
be given and accepted. Those who act outside of these 
norms do so at their peril. 

Fadiman (1986) offers a rich description of how tradition 
plays an important role in business in non-Western cultures. 
He describes how he misunderstood requests for Chai and 
Zawadi—which can be Swahili terms for "bribe"—when 
conducting business in East Africa. He turned down his 
prospective business partner's request for cash and a radio, 
only later to discover that they were intended for a feast in 
his honor that, in keeping with tradition, would have been an 
introduction to his partner's social and business contacts. 
Building on this anecdote, Fadiman explains how, in more 
communal societies, there are often obligations of protection 
and assistance that extend beyond the nuclear family to an 
inner circle of *comrades and kin." In these societies, there 
15 a preference for business relationships with people in the 
inner circle who are known and trusted. Accordingly, there 
are various traditional ways by which such relationships are 
developed, including future favors and gift giving. Fadiman 
(1986, p. 126) explains, "any individual under obligation to 
another has entered a relationship in which the first favor 
must be repaid in the future." This ongoing process builds 
trust and is different from Western approaches: “Western in- 
terest lies in doing business; non-Western, in forming bonds 
so that business can begin. Westerners seek to discharge 
obligations; non-Westerners, to create them" (Fadiman 
1986, p. 126). Gift giving is one way of creating future 
obligation. 

In some cultures, Fadiman (1986) suggests, gifts that 
would be viewed as unacceptable bribes in other cultures are 
still regarded as merely gifts. Accordingly, he advises West- 
ern businesspeople to understand the local context first and 
then look for legal, ethical, and culturally appropriate ways 
to meet the local partner's expectations. For example, non- 
monetary responses or public donations might be possible 
that meet the business partner's desire for local recognition, 
as well as consolidate the relationship. As an example, Fadi- 


man (1986, p. 136) refers to Coca-Cola in Egypt, noting that 
“to sell cola, Coke did not bribe ministers, it planted trees.” 

But why not bribe if, apparently, it is culturally accept- 
able? Various writers agree that bribery is not unethical if it 
is an accepted practice in the culture in which it takes place 
(D'Andrade 1985; Danley 1983; Philips 1984). Longeneck- 
er, McKinney, and Moore (1988, p. 341), after noting that 
for some people "the international setting modifies the ethi- 
cal character of bribery," report that many of their respon- 
dents justified bribery with the adage: "When in Rome, do 
as the Romans do." At issue, then, is the acceptability of 
bribery in different cultures. 

A justification often offered for bribery in foreign mar- 
kets is that standards are different and, implicitly, lower. 
However, this claim is made notwithstanding the prevalence 
of bribery in the United States and other Western countries 
(in the 1997 rankings of the prevalence of corruption by 
Transparency International, a highly regarded nongovern- 
mental organization, the United States ranked 16, France 20, 
and Italy 30, where lower numbers mean less corruption). 
Moreover, while noting that in some societies there is not 
necessarily a violation of duties when an official shows fa- 
voritism to friends and kinsmen, Philips (1984, p. 636) 
warns of the risk of “bribery in ethnic dress." It has also 
been suggested that Western businesspeople too readily pre- 
sume a requirement for bribery, especially when frustrated 
by red tape and inefficient government practices (Pitman 
and Sanford 1994). As noted in The Economist (1988), per- 
haps it is LDCs (less developed countries) that are brought 
down by ММС$ (multinational corporations), not the other 
way round. 

In response, ISCT provides a framework specifically set 
up to resolve the ethical issues arising between communi- 
ties. According to our previous analysis, bribery in a foreign 
country would be morally permissible under ISCT if its ef- 
fects were limited largely to the community in which it was 
acceptable (assuming bribery does not violate a hypernorm). 
Thus, arguments in favor of bribery in certain culturally de- 
fined contexts may be interpreted in a manner consistent 
with ISCT. But it would be rare that such a situation would 
hold. In practice, there typically would be some affected 
communities for which the acceptance of bribery is not an 
authentic norm. In any specific situation, however, this may 
be subject to empirical verification. What ISCT does in this 
case is prompt the marketer to identify all relevant commu- 
nities. At least when managers have good knowledge of the 
countries and cultures in which they operate, empirical re- 
search should not be necessary. If, as D'Andrade (1985) 
suggests, there is always a third party to bribery, we might 
argue that it is never sufficient to consider only the norms of 
the immediate participants in bribery. As in our analysis of 
the Y&R case, we must instead observe the broader com- 
munities within which bribery occurs. The insistence of 
ISCT on attention to the relevant communities and their 
norms and its priority rules that favor larger or more exten- 
sive communities generally can be expected to lead to the 
identification of overriding antibribery norms. 


Competitive disadvantage as a justification for bribery. 
Bribery has been justified as an unfortunate necessity, be- 
cause a likely outcome is the loss of business to a bribe- 
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paying competitor. The justification often is tied to а сопзе- 
quentialist analysis, with the briber arguing that payment 
preserves jobs, increases profits, and produces future busi- 
ness opportunities. Jt also may be akin to the extortion argu- 
ment, because the bribee’s threat of lost business may be 
regarded as a form of economic coercion. In that context, 
the justification offered by a deontological analysis would 
be that the briber lacked intent because of the overcoming of 
free will by the economic threat. The consequentialist argu- 
ment has been recognized implicitly in the broad claim that 
U.S. companies are at a competitive disadvantage because 
of their inability to make payments due to the FCPA. How- 
ever, evidence for this is mixed (The Economist 1988; 
Kaikati and Label 1980; Nichols 1997; Pastin and Hooker 
1988). 

The moral justification for a payment due to competitive 
disadvantage must depend in part on the extent of the harm 
threatened. Competitive disadvantage is likely to be less sig- 
nificant when it pertains to a threat to future business 
prospects, in contrast with a direct threat to existing and sub- 
stantial capital investment. Whether competitors are likely 
to make payments to obtain the business also should be a 
factor. In the JCPenney case discussed previously, prosecu- 
tors discovered that other vendors had rejected requests for 
payment and not suffered, contrary to the extortion claim. In 
the Honda case, there is evidence of harm resulting to deal- 
ers who chose not to make payoffs. 

Competitive disadvantage is less likely to justify bribery 
under ISCT. Only if authentic ethical norms support such 
payments and, even then, no hypernorms are violated can 
ISCT be used to support such a payment. Furthermore, there 
may be contrary norms in other communities, which also 
would not allow the briber to use competitive disadvantage 
as an argument in support of payments. 


Implications of ISCT for Marketing 
Ethics 


A social contract perspective on marketing ethics, especial- 
ly within the framework provided by ISCT, would appear to 
offer considerable insight on the issue of bribery, going be- 
yond that provided by extant approaches. In this section, we 
illustrate ISCT's broader potential and consider its implica- 
tions for managers and researchers by examining it in rela- 
tion to other normative frameworks and noting its particular 
applicability to marketing. We then conclude this section by 
identifying opportunities that ISCT provides to researchers 
in marketing ethics and by showing how marketing research 
techniques may facilitate application of ISCT. 


ISCT Compared with Extant Normative 
Frameworks 


We first study how ISCT supplements, complements, or oth- 
erwise informs the existing models of marketing ethics. 
What are the general merits of an ISCT-based analysis, rel- 
ative to extant approaches? 


ISCT provides normative legitimization for the relevance 
of community and professional norms. Relativism is the bete 
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noir of moral philosophy. In the field of business ethics, it is 
attacked as illogical and self-defeating; relativism "repre- 
sents an admission that our human reason can no longer be 
useful ... that we must engage in ... deception, physical co- 
ercion, even war, rather than try to do the admittedly diffi- 
cult job of resolving conflicting moral viewpoints” 
(Freeman and Gilbert 1988, p. 39). In spite of this, some the- 
orists of marketing ethics have explicitly (Robin and Rei- 
denbach 1993) or implicitly (Thompson 1995) advocated a 
form of relativism as an effective approach to problems of 
marketing ethics. Fear of being branded a relativist may re- 
sult in the downplaying of the role of community, organiza- 
tional, and professional norms. Yet, as recognized in most of 
the descriptive approaches to marketing ethics (e.g., Hunt 
and Vitell 1986, 1993), background norms are important in 
making normative judgments about marketing practices. 
Appropriately, ISCT invokes the use of a traditional, accept- 
ed philosophical methodology (social contracts) to legiti- 
mate giving significant weight to authentic norms of 
marketing ethics. The ultimate impact of ISCT is to provide 
a middle ground in which marketing norms may be given 
weight, yet are checked by hypernorms and the occasional 
priority of other communities. 


ISCT provides a formal definition for authentic norms 
and relevant communities that are often important compo- 
nents in marketing ethics frameworks. Many of the extant 
marketing ethics frameworks are designed to explain indi- 
vidual decision making (see Table 1). They are thus subject 
to the individuals’ own preferences regarding the choice of 
moral reasoning and the recognition of others’ interests. 
This would seem to allow for an egoist to make successful 
use of the model. One response to a concern about potential 
egoism is to recognize a leavening role for social norms. 
Thompson (1995) recognizes them as a source of cultural 
meanings, Mascarenhas (1995) as the source of standards 
for fault or accountability, and Hunt and Vitell (1986) as a 
source of duties. Sparks and Hunt (1998) identify awareness 
of norms as an influence on ethical sensitivity. In ISCT, 
recognition of the role of norms is extended by specifying 
the sources of norms and the processes by which norms are 
to be identified for normative analysis. 


ISCT encourages decision makers to consider the norms 
of all relevant communities and thus ensures a broad con- 
sideration of stakeholder interests. In addition to the eight 
tests in their framework for ethical reasoning, Laczniak and 
Murphy (1993, p. 51) add stakeholders, recognizing that 
“weighing the concerns of multiple stakeholder groups ... 
becomes the essence of appropriate ethical decision-making 
... [and] the root of the complexity of such decision- 
making.” In its emphasis on the norms of relevant commu- 
nities, ISCT provides a systematic method to encourage 
decision makers to make sure they have considered all pos- 
sible communities that may have a significant interest in a 
decision. Sparks and Hunt (1998) find that ethical sensitivi- 
ty, which involves the ability to recognize and ascribe im- 
portance to an ethical issue, is learned. Their results indicate 
that ethical sensitivity of marketing researchers may be in- 
fluenced more by organizational than by professional 
norms. They suggest that this may be due in part to the 


youth of the marketing research profession and its less sys- 
tematic structures and activities, compared with professions 
such as law, medicine, and accounting. The emphasis of 
ISCT on searching for relevant norms in broader communi- 
ties may enhance ethical sensitivity on the part of marketing 
researchers. 


ISCT acknowledges the role of a small set of universal 
standards that can serve to limit the excessive relativism of 
some frameworks. The concept of a hypernorm is central to 
the application of ISCT. It serves as a constraint on the 
moral free space of communities while providing a source 
of guidance for ethicists and business decision makers. 


ISCT provides a means for dealing with cross-cultural 
issues. With the possible exception of Thompson (1995), the 
marketing ethics frameworks do not deal explicitly with the 
problem of cross-cultural application, including their use by 
someone more familiar with Eastern philosophies who may 
not be inclined to apply Western deontological or teleologi- 
cal thinking. The moral free space recognized in ISCT is 
open to cultural and philosophical diversity. In many of the 
marketing ethics frameworks, divergent answers may be ob- 
tained when the framework is invoked by, on the one hand, 
a manager in the United States and, on the other, a manager 
in Japan. These frameworks and models are generally silent 
regarding how such divergence is to be handled. 


ISCT's Particular Applicability to Marketing 


The advantages of ISCT relative to extant approaches are 
applicable to its use throughout business ethics. However, 
we suggest that ISCT is especially applicable when the mar- 
keter's activity spans multiple communities with conflicting 
norms, particularly, for example, in international marketing, 
relationship marketing, and personal selling and sales man- 
agement. This leads to the reasons ISCT is particularly ap- 
plicable to marketing. 


The role of the marketing manager as a boundary span- 
ner (Singh 1993), operating at the interface between the 
corporation and its customers, competitors, and channel 
members. As a boundary spanner, the marketer is subject to 
the norms of many communities, including the marketer's 
firm, the marketer's department, the industry or market- 
place, the individual customers, and the channel. Thus, 
ISCT's explicit recognition of many microsocial contracts 
and the communities that spawn them provides a framework 
for understanding the ethical pressures on the marketer and 
providing guidance to marketing managers. 


The theoretical congruence of ISCT as a framework for 
examining exchange relationships. We noted previously that 
the exchange concept is fundamental to marketing and so- 
cial contract theory and, thus, that contractarian approaches 
appear particularly appropriate for ethical reasoning in mar- 
keting. By bringing clearer focus to the ethical ambiguities 
associated with exchange, ISCT sharpens these advantages. 
Exchange occurs between parties who are each simultane- 
ously members of multiple communities. Each party draws 
the norms that guide his or her beliefs, attitudes, and behav- 
iors from a relevant set of communities. Moreover, the ex- 
change transaction itself occurs in an environment that is 


often a community (sometimes nested within more general 
communities) that has developed norms that may signifi- 
cantly affect the exchange process (consider, for example, 
the global diamond business). Simply put, the exchange 
transaction cannot be understood fully without reference to 
the communities and norms in which it is embedded. 


The potential for ISCT to integrate the normative and de- 
scriptive streams of research in marketing ethics literature. 
To date, in marketing as in many other domains, the norma- 
tive and descriptive research streams have followed separate 
courses with little or no overlap. In ISCT, the conflict be- 
tween the “is” of descriptive research and the “ought” of 
normative research may be bridged. Theoretically, ISCT re- 
quires both the normative and the descriptive to function ad- 
equately; thus, it defines a significant role for each. 
Practically, ISCT's willingness to consider any authentic, le- 
gitimate norm as binding on the community and its insis- 
tence on the existence of various microsocial contracts that 
are community-based offer considerable scope for the “is” 
of descriptive research. Yet its insistence on the existence of 
hypernorms and priority rules for dealing with conflicting 
authentic, legitimate norms offers a true normative founda- 
tion with considerable scope for continuing conceptual de- 
velopment. (We discuss the implications of ISCT for 
empirical research in more detail subsequently.) 


Social contract theory is all the more relevant given the 
development of relationship marketing (Dwyer, Schurr, and 
Oh 1987; Morgan and Hunt 1994). Relationship marketing, 
with its emphasis on fostering ongoing, tightly linked rela- 
tionships between buyers and sellers, implicitly acknowl- 
edges the role of shared values. Clear recognition of buyer 
and seller expectations pertaining to the other's behavior 
will influence successful interactions and become reflected 
in norms that essentially frame their relationship. Perhaps 
more important, tightly linked marketing relationships 
themselves may become communities with their own 
norms. А foundational principle of relational marketing is 
trust. Norms based in informal social contracts are critical to 
the development of trust in exchange relationships (Gund- 
lach and Murphy 1993). Social norms provide a more flex- 
ible and enduring fabric for relationships than do other 
alternative fibers, such as litigation or government regula- 
tion. In ISCT, there is a framework for understanding and 
potentially resolving the ethical issues that arise in this 
context. 


Managerial attractiveness—that ISCT will be found in- 
tellectually comfortable for many educated, reflective mar- 
keting practitioners. The limitations of a strict use of 
utilitarianism or any one of the other basic models probably 
have led to the focus by marketing ethics researchers on 
composite models as they have sought realistic, pragmatic 
approaches. The basic notions of ISCT—community- 
specific, authentic norms that are acceptable if they fit with 
a small set of hypernorms and do not conflict with norms of 
other significant communities—would seem to provide lati- 
tude for professionalism, coupled with realistic checks and 
balances that should be appealing to marketing managers. 
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implications for Researchers 


Given the foregoing implications, we believe that ISCT pro- 
vides marketing researchers with greater scope for making 
normative contributions to marketing ethics literature by 
evaluating some of the more troubling ethical issues in mar- 
keting, such as privacy obligations in the cross-marketing of 
financial services, conflicting goals in the marketing of for- 
profit health care, intersegment differences in the acceptable 
level of product safety (especially across different country 
markets), conflicts of interest in personal selling, the ac- 
ceptability of puffery in advertising, and fairness in pricing. 
We show how empirical research may be critical to an ISCT- 
based analysis of some of these issues. We then conclude 
this section by identifying directions for further research 
that may advance ISCT. 


Marketing research techniques may facilitate the appli- 
cation of ISCT. In ISCT, reliance is placed on actual com- 
munity norms. This attribute imposes a prerequisite for the 
successful application of ISCT: accurate information re- 
garding community norms or adequate proxies from which 
to infer those norms. Several marketing research techniques, 
particularly those associated with ascertaining a person’s 
brand or store loyalty, can be applied to this problem. Broad- 
ly, these divide into three classes of techniques: (1) direct in- 
quiry, for example, techniques based on Fishbein and 
Ajzen’s (1975) work; (2) indirect inquiry, for example, con- 
joint analysis—based techniques (Green and Wind 1975); or 
(3) measurement of behavior. The first type is subject to 
self-presentation issues, making the latter two classes more 
attractive (though both are more complicated to administer). 
In particular, some conjoint analysis—based techniques have 
the distinct advantage of being derived from preferences for 
complete scenarios rather than directly elicited. As such, 
they are less susceptible to biases of both self-presentation 
and self-deception. And for deeper probing of community 
norms and the basis for those norms, other techniques, such 
as focus groups, might make a real contribution. Thus, well- 
established marketing research techniques are available to 
assist with the identification of authentic norms in defined 
communities. 

This suggests a different approach to marketing ethics 
research, one that would be norm-focused rather than issue- 
focused. Studies could be conducted on the authenticity and 
legitimacy of norms espoused by marketing communities. 
For example, is there substantial agreement among sales- 
people in particular industries that denigration of a competi- 
tor’s product is acceptable conduct? 

Yet one of the challenging issues in applying ISCT is 
defining the boundaries of a community. Market segmenta- 
tion techniques, such as cluster or discriminant analysis, and 
dimensional reduction techniques can be used to ascertain 
community membership and the parameters that actually de- 
fine membership. More qualitative methodologies, such as 
those associated with subcultural and reference group deter- 
mination, also could prove useful. Thus, in a sense, there is 
a symbiotic connection between ISCT and marketing. 
Whereas ISCT provides a useful ethical framework for mar- 
keting, marketing provides the empirical techniques neces- 
sary to use ISCT at its best. 
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Research to advance ISCT. Research on the more diffi- 
cult ethical issues in marketing, possibly augmented by the 
application of marketing research techniques, represents 
one set of directions for further research. In addition, there 
is scope to develop ISCT further. In relation to hypernorms, 
the application of ISCT would benefit from a more defini- 
tive set. This is no small task. A starting point might be to 
identify hypernorms that are especially relevant to particu- 
lar business functions, such as marketing. We suggest pos- 
sible marketing-relevant hypernorms in the hope that others 
will extend and, where necessary, modify our list. We base 
our suggestions on the assumption that they reflect a suffi- 
cient convergence of thought and opinion to satisfy the def- 
inition of hypernorm used in ISCT. 


People should be treated with dignity and respect in all mar- 
keting transactions. 

ePromises should be kept. 

eDeception of any sort in marketing transactions or marketing 
research 15 wrong unless a substantial justification convinc- 


ing to the membership of all relevant communities is possi- 
ble. 


eProperty rights, including intellectual property, consistent 
with widespread views of the nature of property should be re- 
spected 

*Bribery of officials who exchange substantial public sector 
assets for personal gain is wrong. 


Norms represent another area of research that could ad- 
vance ISCT. More specifically, what are the antecedents of 
authentic and legitimate norms in a community? How trans- 
ferable are norms? How easy is it for firms or professional 
associations to impose norms on new members? 


Conclusion 


In this article, we have explored the real potential that social 
contract theory in general and ISCT in particular has for the 
field of marketing ethics. We view them as complementing 
and strengthening the existing frameworks and constructs 
for marketing ethics. To recapitulate, ISCT has several sig- 
nificant theoretical advantages. First, it provides a core set 
of principles—hypernorms—that may be used to specify the 
line of the moral minimum that no marketing practitioner 
should ever cross. Second, it explicitly recognizes differ- 
ences across communities and the conflict that differing 
community-based norms engender and develops a process 
for resolving that conflict. Third, it offers a process for de- 
termining the appropriateness, that 1s, the authenticity and 
legitimacy, of a community-based norm. Fourth, ISCT pro- 
vides a legitimating theoretical foundation for much of the 
emphasis on norms, attitudes, beliefs, and cultural meanings 
in the field of marketing ethics. 

We have suggested a symbiotic relationship between 
ISCT and marketing, such that ISCT complements frame- 
works for ethical decision making in marketing and pro- 
vides greater clarity regarding judgments about some of the 
difficult issues in marketing ethics, such as bribery. At the 
same time, marketing research, perhaps more than any oth- 
er field, offers techniques that can enable ISCT to be effec- 
tively and efficiently applied. 


ee ————_— 
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Jay М. Handelman & Stephen J. Arnold 


The Role of Marketing Actions with a 
Social Dimension: Appeals to the 
Institutional Environment 


The interaction between marketing actions with a social dimension and marketing actions with an economic orien- 
tation is at the heart of this study. The authors introduce institutional theory as the theoretical lens used to inform 
this research. Results from an experiment in a retail context show that there is a minimum acceptable level of mar- 
keting actions with a social dimension, below which the effectiveness of a firm's economic-oriented actions is hin- 


dered significantly. 


In an attempt to gain a foothold in the British premium 1се 
cream market while challenging market leader Haagen- 
Dazs, Ben & Jerry’s has been engaging in “public purpose 
marketing” for [its] competitive advantage (Nicholas 
1994, p. 1). 


By giving heavily to community projects, The Body Shop 


International has engaged in “enlightened capitalism" as 1t 
intertwines brand and cause (Richards 1995, p. 24) 


With its “Bring it home—the U.S.A.” buy-American pol- 
icy; its record of donation to community charities; and its 
commitment to family values; Wal-Mart topped $100 bil- 
lion in sales in 1996, emerging as one of the largest com- 
pantes in the world 1п terms of gross sales (Fortune 1997). 


public purpose marketing or enlightened capitalism with 

their economic-oriented marketing strategies. This mar- 
keting activity has been referred to as marketing with a so- 
cial dimension, or marketing that includes noneconomic 
criteria (Drumwright 1994, 1996). Such marketing practices 
are indicative of corporate social responsibility (Brown and 
Dacin 1997; Robin and Reidenbach 1987). 

Marketers are becoming increasingly aware of the posi- 
tive impact that marketing actions with a social dimension 
can have for their organizations. A survey of American Mar- 
keting Association members found that, on average, social 
responsibility is viewed by Association members as an im- 
portant component of organizational effectiveness (Singha- 
pakdi et al. 1995). Furthermore, Brown and Dacin (1997) 
find evidence to support the contention that a firm regarded 
as socially responsible will have a more favorable corporate 
evaluation from consumers. This in turn leads to a more fa- 
vorable evaluation of the firm’s products. 


[от companies are successfully intertwining 
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Despite the increasing evidence of the value of mar- 
keting actions with a social dimension, many still regard 
such activity as constituting a secondary trade-off with 
economic-oriented strategic action. Kraft (1991, p. 488, 
italics added) notes that for some, “Social responsibility 
can be considered truly a top priority only after managers 
have committed resources and have demonstrated their 
willingness to trade off other priorities for social respon- 
sibility.” Furthermore, Drumwright (1996, p. 71) points 
out that many regard noneconomic-oriented marketing 
activity as “marketing’s most unabashed exploitation.” To 
avoid being viewed as exploitative, these actions must be 
integrated fully with traditional economic-oriented mar- 
keting actions at the strategic level (Menon and Menon 
1997; Robin and Reidenbach 1987; Varadarajan and 
Menon 1988), rather than be regarded as a trade-off. 
However, with few exceptions, the literature has been rel- 
atively silent on this integration (Menon and Menon 
1997). 

In light of the growing interest and controversy sur- 
rounding the emerging stream of research that examines 
marketing actions with a social dimension (Drumwright 
1996), this study has two objectives: (1) Provide empirical 
evidence of the main effects of marketing actions with a so- 
cial dimension and the interaction effect between these ac- 
tions and those with economic criteria and (2) Introduce 
institutional theory as one theoretical lens through which 
the integration of noneconomic- and economic-oriented 
marketing actions can be understood and examined. Insti- 
tutional theory, which has a rich tradition in the organiza- 
tional theory literature, provides the opportunity to 
contribute to our understanding of marketing actions with a 
social dimension. 

In the next section, we present an overview of the prin- 
cipal constructs of institutional theory. Of all the constructs 
presented in the overview, four are developed in-depth in 
this study and serve as the basis for the hypotheses tested. 
We follow the theoretical development with a description of 
the methodology and an examination of the results from an 
experiment conducted in a retailing context. Finally, we con- 
clude with a discussion of the empirical findings and their 
implications for this emerging stream of marketing research. 
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Institutional Theory and Construct 
Development 


Overview of Institutional Theory 


Traditional organizational theories have viewed organiza- 
tions as primarily production and/or exchange systems. 
Such organizations are regarded as constrained by an exter- 
nal task environment that consists of limited stocks of re- 
sources, competitors, and exchange partners (Scott 1987). 
From the task environment, organizations attempt to meet 
short-term demands, such as maximizing return on invest- 
ment for shareholders, paying suppliers on time, providing 
customers with quality products at reasonable prices, and so 
forth. Although this view of the organization and its envi- 
ronment is not incorrect, institutional theorists regard it as 
short term and incomplete. 

A key insight from institutional theory is the acknowl- 
edgment of the institutional environment. The institutional 
environment contains taken-for-granted social and cultural 
meaning systems, or norms, that define social reality 
(DiMaggio 1988; Scott 1987, 1994). These norms are “rules 
of procedures that actors employ flexibly and reflexively to 
assure themselves and those around them that their behavior 
is reasonable” (DiMaggio and Powell 1991, p. 20). These 
institutional norms, which originate from public opinion, 
educational systems, professions, ideologies, and certifica- 
tion and accreditation bodies, to name a few (Scott 1987), 
act as unwritten rules of proper social conduct to which or- 
ganizations must adhere. 

The inclusion of the institutional environment leads to 
the view of the organization as an organic, indivisible part of 
a complex environmental system that includes both “hard- 
wired economics” (the task environment) and “sociocultur- 
al norms” (Dacin 1997; Scott 1987). Instead of being 
viewed only as a bounded actor competing for a limited 
stock of resources, the organization and its environment in- 
terpenetrate each other, in that the organization’s structure 
and actions reflect the norms of the environment in which it 
is immersed. Rather than being the result of rational strate- 
gic purpose, organizations are “constructed as legitimate 
agents of great collective purposes, from technical rational- 
ity and social progress, to social integration and justice” 
(Meyer and Scott 1992a, p. 1). In this sense, a “social con- 
tract” exists between business and society, in which it is rec- 
ognized that corporations have an impact on the social 
welfare of society (Robin and Reidenbach 1987). 

As such, organizations are viewed as enactors of the so- 
cial rules on which their existence depends (Meyer and 
Scott 1992b). An organization’s performance is judged by 
how well it enacts and upholds environmental norms. This 
is called legitimation. 

Legitimation is a generalized perception or assumption 

that the actions of an entity are desirable, proper, or appro- 


priate within some socially constructed system of norms, 
values, beliefs, and definitions (Suchman 1995, р. 574). 


Organizational action that conforms to the norms of a given 
constituency provides a show of cultural allegiance, for 
which the organization is to be rewarded with support (Els- 
bach 1994). 
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Institutional theory focuses on the process by which so- 
стега! expectations of “proper” behavior influence the struc- 
turing and practices of organizations. Аз an organization 
adopts institutionally defined and legitimated practices, or- 
derly, stable, and socially integrated patterns of activity 
emerge. The organization becomes institutionalized when it 
is infused “with value beyond the technical requirements of 
the task at hand" (Selznick 1996, p. 271). Rather than being 
a rational system for coordinating activities, an organization 
comes to reflect rituals and myths of the contemporary view 
of how work should be organized (Meyer and Rowan 1977; 
Selznick 1996). 

To become institutionalized, and thus legitimated, orga- 
nizations mimic the norms in their environment. In this way, 
organizations in a given field come to reflect their environ- 
ments and one another, which results in institutional iso- 
morphism. "Organizations within the same population 
facing the same set of environmental constraints will tend to 
be isomorphic to one another and to their environment be- 
cause they face similar conditions" (Dacin 1997, p. 48, ital- 
ics added). А 

However, the process of adopting institutionally accept- 
ed practices is not straightforward. Organizations are pre- 
sented with a daunting number of constituencies that have 
the ability to affect the long-run survival of the organization. 
For example, an organization engaged in new technology 
(product) innovation must consider customers, competitors, 
creditors, government authorities, international agencies, 
professional and industry associations, research-oriented 
higher education institutions, labor organizations, and even 
religious institutions (King et al. 1994). As such, “new prod- 
uct development is characterized as an iterative process, 
with social interaction and political dynamics being of pri- 
mary importance” (Workman 1993, p. 406). Rather than be- 
ing strictly rational and strategic, much of what the 
marketing manager does involves attempting to adhere to a 
disparate set of norms that is often inconsistent and con- 
flicting. The norms of efficiency and cost effectiveness pre- 
sented in the task environment may be at odds with the 
norms of good corporate citizenship found in the institu- 
tional environment. As Robin and Reidenbach (1987, p. 45) 
point out, “Almost any response to a call for ‘socially re- 
sponsible’ behavior by one group is likely to produce com- 
plaints by another group.” 

Institutional theory explicitly accounts for the mecha- 
nisms by which organizations cope with these conflicting 
demands. 


Organizations facing conflicting, inconsistent demands 
about the structures and practices they ought to use can 
maintain legitimacy by adopting designs that mask or dis- 
tract attention from controversial core activities that may 
be unacceptable to some key constituencies (Elsbach and 
Sutton 1992, p. 700). 


Incorporating visible but often symbolic structures that 
demonstrate adherence to social norms while masking core 
activities that may appeal to members of the task environ- 
ment, but are offensive in the institutional environment, is 
known as decoupling (Meyer and Rowan 1977). 

For example, consider an organization that is proposing 
to build a production facility. To alleviate fears of environ- 


mental damage, the organization might assure community 
members that its production procedures strictly adhere to 
government regulations. Elsbach (1994) finds that appeals 
to institutional norms reflected in government regulations 
detracted community concerns away from the technical de- 
tails of the core activities (the production process) and, thus, 
ensured that the organization was regarded as legitimate. In 
this example, the organization decoupled its technical pro- 
duction procedures and put them beyond immediate scruti- 
ny (Meyer and Rowan 1977) by demonstrating adherence to 
institutional norms, even though no details of the govern- 
ment regulations or production procedures were explicated. 

In this brief overview, concepts such as the task and in- 
stitutional environments, legitimation and support, institu- 
tionalization, isomorphism, and decoupling have been 
presented as key themes of the institutional theory perspec- 
tive. This study focuses on the most fundamental of the in- 
stitutional theory concepts: the task and institutional 
environments, as well as legitimation and support. The re- 
maining concepts are discussed in the "Directions for Fur- 
ther Research" section. 


Legitimation 

Recall that legitimation represents a perception of how well 
the organization enacts and upholds environmental norms. 
In particular, there are two elements of legitimation that are 
of interest in this study. The first is called “pragmatic legiti- 
macy" (Suchman 1995). An organization will achieve prag- 
matic legitimacy on the basis of those constituents that make 
self-interested calculations of the need-satisfying ability of 
an organization (Suchman 1995). Pragmatic legitimacy is 
consistent with a person who is driven primarily by an ego- 
istic motivation, in which his or her ultimate goal is to in- 
crease his or her own welfare (Bendapudi, Singh, and 
Bendapudi 1996). For example, consider a consumer who is 
seeking a certain style of shirt for a reasonable price. The 
store that provides that consumer with the right shirt at the 
right price will achieve pragmatic legitimacy from that con- 
sumer, because that store will have demonstrated adherence 
to the norms of competition. However, an organization can- 
not rely solely on pragmatic legitimacy for long-run sur- 
vival. An organization that attempts to do so is vulnerable to 
short-term shifts in consumer tastes, direct threats from 
competition, and other self-interested manipulations (Such- 
man 1995). 

Organizations therefore must aspire to a second aspect 
of legitimacy for long-run survival: social legitimacy (re- 
ferred to as “moral legitimacy" by Suchman 1995). Social 
legitimacy "reflects a positive normative evaluation of the 
organization and its activities [based on a] prosocial logic 
that differs fundamentally from narrow self interest" (Such- 
man 1995, p. 579). With social legitimacy, the evaluation of 
an organization is based on whether the organization's ac- 
tions are consistent with the welfare of the community and 
society. This is consistent with a person who is driven pri- 
marily by an altruistic motivation in which the ultimate goal 
is to enhance the welfare of others (Bendapudi, Singh, and 
Bendapudi 1996). For example, the consumer may discover 
that the shirt from the most competitive retailer was made 
using child labor. In this case, the consumer may not regard 


that retailer as legitimate (based on a prosocial logic) and 
may decide not to shop at that store after all. 

Despite the differences between pragmatic and social le- 
gitimacy, it is difficult to argue that these are two separate 
constructs. "[A]udience perceptions of ‘rightness’ often un- 
consciously fuse the good of the evaluator with the good of 
society as a whole" (Suchman 1995, p. 579). The consumer 
previously described may decide that the retailer that offers 
the lowest price is doing society a favor (what is good for 
me is good for society). Thus, pragmatic and social legiti- 
macy are conceptualized as two elements that make up the 
legitimacy construct. 


Support for the Organization 


When an organization has achieved legitimacy, it has been 
able to provide adequate justification to constituents for its 
existence. These constituents then will be willing to offer 
their support for that organization. Therefore, organizations 
seek to achieve legitimacy from those constituents that have 
the capacity to support the organization actively (Meyer and 
Scott 1992b). 

In the traditional retailing context, a consumer's inten- 
tion to shop at a store of choice is an important outcome of 
a retailer's strategic actions. However, consistent with the 
institutional theory perspective, for long-run survival, retail- 
ers rely on many other types of support from constituents. 
For example, a consumer's word-of-mouth reference can 
have an important impact on the support that others give the 
target store (Blodgett, Granbois, and Walters 1993; Bone 
1995). Word-of-mouth behavior is consistent with the social 
nature of legitimation. 

Another aspect of support is the threat of consumer boy- 
cotts (Friedman 1995; Garrett 1987; Rubel 1995). A boycott 
represents an organized protest against an organization on 
issues of social concern. Among other effects, boycotts may 
spawn legal investigations and/or political actions against 
the retailer. Halisworth (1992) points out how increasingly 
important it is for retailers to obtain political support for 
their activities. For example, citizen-based opposition 
against Wal-Mart in some small U.S. towns occasionally has 
been successful in preventing Wal-Mart from gaining zon- 
ing and building permits from local governments. 

Therefore, the support construct tested in this study re- 
flects a consumer's intention to shop at that retailer, word- 
of-mouth activity, the willingness to boycott, and the 
willingness to support the granting of a zoning and building 
permit. This multiconstituency view of support is consistent 
with the recognition that "in a free society any business op- 
erates only as long as societal members continue to grant it 
that right" (Varadarajan and Menon 1988, p. 59). 


Performative Actions (Aimed at the Task 
Environment) 


Because of the nature of the task environment, organizations 
must respond with tangible actions to accomplish specific, 
measurable objectives. Such actions demonstrate the organi- 
zation's congruence with the norms of the task environment 
(1.е., norms of competition). Actions aimed at the norms of 
the task environment are referred to here as “performative 
actions." 
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In the retailing literature, one set of tangible, functional 
attributes that has been shown empirically to have an impact 
оп а consumer’s patronage decision (1.е., support) is known 
as store image attributes (Keaveney and Hunt 1992). For 
parsimony, only three key store image attributes will be used 
in this study: assortment of merchandise (Steenkamp and 
Wedel 1991), competitive prices (Arnold, Oum, and Tigert 
1983), and convenient location (Achabel, Kriewald, and 
McIntyre 1983). These store image attributes can be defined 
as performative, in that each provides consumers with a tan- 
gible, economic benefit by making shopping at that retailer 
physically easier (convenient location) and more economi- 
cally beneficial (wide assortment of merchandise at low 
prices). Although there are other store image attributes, as- 
sortment, price, and location represent three key retailing at- 
tributes that will serve to operationalize performative 
actions in this study. 


Institutional Actions (Aimed at the Institutional 
Environment) 


Recall that the institutional environment contains a commu- 
nity's social and cultural norms. Organizational action that 
is in accordance with these accepted social norms indicates 
that the organization's behavior is "proper" or legitimate 
(Dowling and Pfeffer 1975; Meyer and Rowan 1977). For 
example, in any community, it is common to find retailers 
donating to local charities, sponsoring little league sports 
teams, and proudly displaying the national flag. These ac- 
tions demonstrate the retailer's adherence to unwritten but 
powerfu! normative rules of acceptable social conduct, such 
as becoming involved with the community and promoting 
national pride. Because such rules are housed within the in- 
stitutional environment, their corresponding actions are re- 
ferred to as institutional actions. As a further example, 
actions that are part of a cause-related marketing program 
(Varadarajan and Menon 1988) can be considered institu- 
tional actions. 


Hypotheses 


We predict that the performative actions of a retailer will 
have a positive impact on a consumer's support for that re- 
tailer. This is consistent with the store image literature in re- 
tailing, which provides evidence that performative actions 
are salient in customers' store choice (support) decisions. 


H,: Higher levels of performative action will increase a con- 
sumer's support for the organization. 


Next, we consider the institutional environment. By per- 
forming actions that demonstrate adherence to the norma- 
tive rules of social conduct found in the institutional 
environment, the organization is able to instill a value or an 
intrinsic worth to its structure and work processes (Scott 
1987). Recognizing the importance of the institutional envi- 
ronment is consistent with viewing consumers as demand- 
ing more out of organizations than simply a wide assortment 
of products at low prices. Consumers also expect organiza- 
tions to demonstrate congruence with such social values as 
contribution to the community and nation, as well as support 
for family values. Such actions may. help alleviate customer 
concerns about other actions taken by the organization and 
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may even thwart negative publicity (Varadarajan and Menon 
1988). As well, institutional actions may help constituents 
develop an identification with the organization, thus further 
increasing the likelihood of support (Bhattacharya, Rao, and 
Glynn 1995). Institutional actions appeal to the multidimen- 
sionality of the consumer as not only an economic being, but 
also a member of a family, community, and nation. There- 
fore, a main effect for institutional action is hypothesized: 


Но: More positive levels of institutional action will increase a 
consumer's support for the organization. 


Another contribution from institutional theory is the 
concept of legitimation. Legitimation serves to explain the 
process by which organizational action affects support. Ап 
organization achieves legitimacy by demonstrating adher- 
ence to the norms of the task and institutional environments. 
Such an organization is in a position in which its con- 
stituents, rather than questioning the organization, are will- 
ing to provide it with support. Meyer and Rowan (1977, p. 
350) provide the following proposition: 


Organizations that incorporate societally legitimated 
rationalized elements in their formal structure maximize 
their legitimacy and increase their resources and survival 
capabilities. 


When a retailer has achieved legitimacy with performa- 
tive and institutional actions that demonstrate adherence to 
the norms of society, constituents will be willing to grant 
that retailer support in all its forms. Therefore, legitimation 
is hypothesized to explain the impact of organizational ac- 
tions on support: 


Нз: The effect of performative and institutional actions on 
organizational support is mediated through the process of 
legitimation. 


An important question to consider is the interaction be- 
tween institutional and performative actions (Brown and 
Dacin 1997). This interaction can be viewed from two per- 
spectives. One perspective posits that institutional actions 
moderate the impact that performative actions have on le- 
gitimation. Another perspective posits that performative ac- 
tions moderate the impact that institutional actions have on 
legitimation. Each perspective now will be considered. 

When considering institutional actions as the moderat- 
ing variable, consider an illustration in which a subject's 
close relation (parent, spouse, child, friend) owns a small re- 
tail store. Furthermore, suppose the store is not that compet- 
itive on a performative basis (the prices are higher than 
elsewhere, the assortment is not as wide, the location is not 
as convenient). Yet it is reasonable to suggest that, despite 
these performative shortcomings, the subject still will shop 
at that store and be proud to recommend it to others. For the 
subject, this would be a legitimate store that he or she would 
be pleased to support because the store's success would rep- 
resent a benefit to someone in his or her community. This il- 
lustration presents institutional actions moderating the 
saliency of performative actions on legitimation and sup- 
port. The store's adherence to family and community norms 
weakens the familiar relationship between performative ac- 
tions and support. 


This illustration can be observed in practice. Consider 
the case of Wal-Mart. At the core of its expansion strategy 
has been its start-up in smaller communities. At one store’s 
grand opening in a town of 30,000 people, Wal-Mart entered 
with an elaborate ceremony: its employees sang the nation- 
al anthem, it donated $4,000 to a major charity, and it refer- 
enced itself as being part of that town’s “family.” We can 
think of these institutional actions as Wal-Mart’s attempt to 
be perceived as a close family or community member that 
deserves to be legitimated and supported. 

Now consider the opposite case, a retailer whose actions 
the subject finds particularly offensive. He or she may find 
this retailer offensive because it buys from overseas sweat- 
shops or has been charged with engaging in deceptive ad- 
vertising and pricing practices. Would the subject give this 
retailer business, even if the prices and selection were com- 
petitive? We believe the usual effects of performative action 
would be attenuated by these negative institutional actions. 

These illustrations are consistent with an institutional 
theory perspective, in that societal norms from the institu- 
tional environment supersede performative (efficiency) con- 
cerns (Roberts and Greenwood 1997). “The institutional 
approach rejects the premise that organizational phenomena 
are the products of rational choice based on technical con- 
siderations” (Roberts and Greenwood 1997, p. 354). 
DiMaggio and Powell’s (1983, p. 147) theory of organiza- 
tional structure is premised on the idea that “structural 
change in organizations seems less and less driven by com- 
petition or by the need for efficiency.” It is the adherence to 
the wider set of societal norms in the institutional environ- 
ment that places members beyond questioning regarding 
performance on technical issues (Meyer and Rowan 1977). 
“Local functional requirements are not the central source of 
organizational structure, and they are not likely to be fully 
consistent with it” (Scott and Meyer 1994, p. 2). Thus, the 
general case can be made for institutional actions moderat- 
ing the effectiveness of performative actions on legitimation 
and support. 

The test for this interaction effect rarely has been con- 
sidered in marketing research. One exception is Arnold, 
Handelman, and Tigert (1996). In a series of retail store pa- 
tronage surveys, they find that, when a retailer’s contribu- 
tion to the community (institutional actions) was taken into 
account, performative factors such as locational conve- 
nience, value for money, and helpful advertising became 
nonsignificant determinants of retail store patronage. Thus, 
the community (institutional) factors moderated’ the deter- 
minacy of some performative factors in driving patronage 
decisions. 

It is important to note, however, that the view that insti- 
tutional actions should always supersede performative ac- 
tions is not universal, even among some institutional 
theorists (Oliver 1991; Roberts and Greenwood 1997). For 
example, DiMaggio and Powell (1983) note that during the 
early adoption of certain technologies, performative consid- 
erations may prevail (Roberts and Greenwood 1997). In a 
retail setting, some consumers might not (or cannot because 
of their personal economic situation) consider institutional 
actions until the retailer shows adherence to the norms of the 
task environment by way of performative actions. Thus, it is 


possible to consider situations in which performative actions 
serve as the moderating variable. 

Baron and Kenny’s (1986) discussion of moderating ef- 
fects is premised on the idea that there is a known relation- 
ship between two variables (i.e., the performative action and 
support relationship), and the moderating effect is based on 
examining the conditions in which this known relationship 
can be affected. Because institutional theory introduces the 
institutional action construct, our interest is in examining 
whether institutional actions provide the conditions in which 
the performative action to organizational support relation- 
ship can be affected. Therefore, the following moderating 
effect is hypothesized: 


На: Institutional actions will moderate the effect of performa- 
tive actions on organizational support. 


In summary, institutional actions are hypothesized not 
only to have a main effect on organizational support, but al- 
so to moderate the known effect that performative actions 
have on support. Furthermore, the concept of legitimation is 
hypothesized to provide a process explanation as to how or- 
ganizational actions influence support. Thus, legitimation is 
hypothesized to be a mediating variable. The model to be 
tested is represented graphically in Figure 1. 


Method 


The hypotheses were tested using a 2 (high/low performa- 
tive action) Х 3 (positive/no/negative institutional action) 
between-subjects experimental design. Six scenarios were 
created, with each depicting the different combinations of 
performative and institutional actions. The organization de- 
picted in each scenario is a fictitious retailer named Retail- 
World. Consistent with the retailing nature of this study, the 
experiment was administered in a shopping mall with ran- 
domly selected consumers as subjects. 

When constructing the scenarios, it was desirable to use 
a medium that would capture the interest of a shopper in a 
mall. To this end, we chose the medium of video presenta- 
tion. Six videos were produced professionally, following the 
format of a segment that might be seen on a television busi- 
ness news show. In such a segment, a business is profiled, 
and members of the business are interviewed and followed 
“in action” (1.е., in meetings and such). A reporter narrates 
the segment to guide the viewer through the events. The six 
videos produced for this research follow the actions of Re- 
tailWorld. Each video is composed of actors playing the 
roles of a store manager, a mayor, shoppers, a family coun- 
selor, and a marketing researcher, with the voice of a pro- 
fessional announcer serving as the reporter. The narration 
and acting were edited professionally, and computer graph- 
ics were added for visual effects. 


Steps Taken in the Creation of the Video 
Scenarios 


Several methodical steps were taken in the creation of the 
videos to ensure that each video would pass appropriate 
manipulation and confound checks. The first step was to es- 
tablish the way the performative and institutional actions 
would be depicted in each video. The performative actions 
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FIGURE 1 
The Legitimation Model Illustrating the Steps Taken to Test for Legitimation as the Mediating Variable 
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are based on the store image attributes of price, assortment 
of product offerings, and locational convenience. The insti- 
tutional actions are based on the observation of the activi- 
ties of retailers, particularly the grand opening of Wal-Mart 
previously described. The events and speeches from that 
grand opening were categorized into three sets of institu- 
tional activities: those aimed at the institutions of family 
(referring to the employees as “family” and the new store 
as a member of the community’s "family"), community 
(donating to local charities), and nation (“buy national" 
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campaign, singing the national anthem). Therefore, retailer 
activities aimed at family, community, and nation constitute 
the institutional actions. 

The second step involved the development of valid ma- 
nipulation and confound check scales to measure the sce- 
narios representing the two independent variables. Three 
items were developed for each of the three actions that con- 
stitute the performative construct (price, assortment, and lo- 
cation) for a total of nine items. Three items for each of the 
three institutional actions (family, community, nation) were 


developed Тог а total of nine items for this construct, mak- 
ing eighteen manipulation check items altogether. АП items 
were measured with a seven-point scale anchored by 1 = 
strongly disagree and 7 = strongly agree in response to such 
statements as, “А shopper will find Retail World's prices to 
be, on average, lower than the competition" (manipulation 
check for price) and "Retail World contributes positively to 
upholding family values" (manipulation check for family). 

The third step involved a preliminary manipulation and 
confound check on written scenarios. If validated, these 
written scenarios would serve as a script for the creation of 
the videos. The written scenarios were presented to 91 un- 
dergraduate and master of business students at a midsized 
university on a voluntary basis during class time. The par- 
ticipating students were assigned randomly to one of the six 
experimental conditions. They were asked to read the writ- 
ten scenario, which, they were informed, reported on the ac- 
tions of a hypothetical retailer named Retail World, and then 
respond to the 18 items. The whole task took approximately 
ten minutes. Approximately a week after completing the 
task, the subjects were debriefed on the specifics of the 
study. The responses were used to determine first the valid- 
ity of the manipulation check scales and then the construct 
validities of the written scenario manipulations. 

The results showed a high degree of reliability for the 
manipulation check scales; the Cronbach's alphas ranged 
from a low of .95 to a high of .97. The item-to-total correla- 
tions were also strong, with correlations ranging from a low 
of .87 to a high of .95. The scales also demonstrated dis- 
criminant validity. A factor analysis, using a varimax rota- 
tion, was conducted on the 18 items. Varimax rotation was 
used because it calculates loadings on the basis of assumed 
uncorrelated factors (Stevens 1992). The goal was to extract 
two uncorrelated factors, one measuring the performative 
manipulation and the other measuring the institutional ma- 
nipulation. Results (not shown) confirmed that two factors 
were extracted. 

Having established the discriminant validities and relia- 
bilities of the scales, the next task was to determine the va- 
lidity of the initial written scenarios by way of manipulation 
and confound checks (Perdue and Summers 1986). Results 
(not shown) confirmed that these initial written scenarios 
represented valid manipulations. 

The fourth step involved the production of the six videos, 
with the written scenarios serving as the script. The script 
used for the video segments can be found in the Appendix. 

The fifth step was to confirm the validity of the experi- 
mental treatments in the videos with manipulation and con- 
found checks. This was achieved by way of a mall intercept. 
Two booths were set up for private viewing in a shopping 
mall located in a city of 120,000 people. Each booth con- 
tained a videocassette recorder, a monitor, and a chair for the 
subject to sit on while watching the video. Shoppers were 
approached and asked to participate by watching a four- 
minute video and then completing a questionnaire. They 
were told that the study was investigating the actions of re- 
tailers. As an incentive to participate, subjects’ names were 
put in a draw for prizes, including mall gift certificates. 

The validation of the video manipulations was conduct- 
ed on a sample that was separate from the sample used to 


test the experiment's hypotheses but drawn from the same 
mall shopper population (Perdue and Summers 1986). A to- 
tal of 192 mall shoppers (105 men and 87 women) partici- 
pated in the validations. The two scales validated with the 
written scenarios were used for the manipulation and con- 
found checks of the videos. For added assurance, the relia- 
bilities and discriminant validities of the scales were 
determined again. The scales again showed strong evidence 
of reliability (Cronbach's alphas were greater than .80, and 
all item-to-total correlations were significant and greater 
than .63) and validity (factor analysis using a Varimax ro- 
tation showed two clear factors with the items loading as 
expected). 

The pattern of manipulation check cell means was as ex- 
pected for both the performative and institutional manipula- 
tions. The performative scores in the high performative 
conditions were always significantly higher than the perfor- 
mative scores in the low performative conditions. Further- 
more, the positive institutional action scores were 
significantly higher than the no institutional action scores, 
which in turn were significantly higher than the negative in- 
stitutional action scores. 

The confound checks also held. The differences in the 
performative scores among the positive, negative, and no 
institutional conditions in the high performative condition 
are nonsignificant. The difference in the performative 
means in the low performative condition among the three 
institutional levels is also nonsignificant. The confound 
checks also held for the institutional scores. The means of 
each level of institutional scores did not differ across the 
two levels of performative action. These significant main 
effects and the nonsignificant interactions were confirmed 
with an ANOVA. 


Constructing the Hypothesis Testing Scale 


To test the hypotheses, valid measures of the mediating and 
dependent constructs had to be established. A series of items 
was generated for each construct that later would be reduced 
through the two-step process of exploratory and confirmato- 
ry factor analysis (CFA). Recall that the two elements con- 
stituting the legitimation construct are social and pragmatic 
legitimation. Sixteen legitimation items were generated, half 
of which were social legitimation items adapted from Els- 
bach's (1994) measure of normative legitimation. For the 
support construct, eight items were generated, two for each 
of support's four elements (intention to shop, word of 
mouth, intention to boycott, support for zoning). Each item 
was measured with a seven-point scale anchored by "strong- 
ly disagree" and "strongly agree." 

With the dependent measures set, the main experiment 
was conducted. The videos were shown to 216 mall shop- 
pers (122 men and 94 women) who responded to the 24 
items. The videos were administered at this stage in the 
same manner as described in the manipulation check stage. 

With the data from the main experiment collected, the 
validity of the legitimation and support scales had to be as- 
sessed first. We conducted an exploratory factor analysis 
(EFA) on the data as a first step in validating the dependent 
measure scales. Àn oblique rotation was used because, un- 
like the required orthogonality of the performative and in- 
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stitutional manipulations, we expected that legitimation and 
support would correlate. With no a priori specifications of 
the number of factors, the analysis extracted two factors. Al- 
though most of the items loaded as expected (legitimation 
and support items loading separately), there were a few 
items that cross-loaded. To reduce the set of items into a 
"cleaner" fit, we conducted a more restrictive CFA using 
AMOS. The CFA allowed for a rigorous test of the model by 
forcing the items to load as dictated by the theory. 

When conducting the CFA, the goal was to find the best- 
fitting model, with support defined as a separate construct 
from legitimation, while maintaining content validity. Con- 
tent validity ensures that the items represent the complete 
domain of the construct, as defined by the theory. 

After conducting the CFA with all these restrictions, we 
found a reasonably fitting model, as indicated by the fol- 
lowing overall pattern of results: 


1. Most of the CFA statistics point to a good fitting model 
(normed fit index = .90, incremental fit index = .93, 
Bentler's comparative fit index — .93, chi-square to degrees 
of freedom ratio = 3.54) or, at least, suggest “до not reject 
the model" (root mean squared error of approximation 
[RMSEA] = .09, adjusted goodness-of-fit index [АСЕ] = 
.81, goodness-of-fit index [GFI] = .87) as outlined by the 
AMOS statistics guide; 

2. All the item regression weights are significant at the p « 

.001 level; 

. Having conducted the CFA, another EFA was conducted on 
the reduced set of items. This second EFA, with no a pnori 
specifications, extracted two clean factors with the reduced 
set of legitimation and support items loading as expected; 

4. All Cronbach's alphas are greater than .88, showing strong 
reliability for the scales; and 

. Content validity is maintained with all the items represent- 
ing the underlying theory. Although higher RMSEA, AGFI, 
апа GFI scores could have been achieved with а different 
combination of items, content validity would have been 
violated 


о 


CA 


As we show in Table 1, a reduced set of eight legitimation 
and four support items was achieved that represents a bal- 
ance between a reasonably fitting model and the integrity of 
content validity. 


Testing the Hypotheses 


To test the hypotheses, a set of procedures was used that 
tests for and distinguishes between mediating and moderat- 
ing effects. Baron and Kenny (1986) provide clear proce- 
dures for testing mediator and moderator effects through a 
series of regression equations. Because of the fit between 
their analytical framework and the- hypotheses, we adopt 
Baron and Kenny's method here. The equations are present- 
ed in Table 2 and graphically represented in Figure 1. 

An important part of the hypothesis testing involves an 
examination of interaction effects. In analyzing the interac- 
tion effects, we paid close attention to the potential for a 
Type IV error. À Type IV error can occur when only a sig- 
nificant F statistic and the graphed raw cell means are used 
as evidence for an interaction effect (Umesh et al. 1996). 
Ross and Creyer (1993) and Umesh and colleagues (1996) 
demonstrate that the omnibus F statistic provided in an 
ANOVA procedure mathematically includes not only the 
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TABLE 1 
Items Used for Hypothesis Testing 


Legitimation Scale 

Legitimation 1: RetailWorld sets an example for how other 
retailers should conduct their activities. (S) 

Legitimation 2: RetailWorld carries products that satisfy my 
needs. (P) 

Legitimation 3: RetailWorld is committed to meeting the 
standards that people expect of retailers. (S) 

Legitimation 4: RetailWorld is the kind of place that | can 
get my money's worth. (P) 

Legitimation 5: RetailWorld carries the latest trends in prod- 
ucts and services that meet my needs. (P) 

Legitimation 6: RetailWorld genuinely listens to the de- 
mands that people put on it. (S) 

Legitimation 7: It requires quite a bit of effort for me to shop 
at RetailWorid. * (P) 

Legitimation 8: RetailWorld sets an example for how retail- 
ers should behave. (S) 


Support Scale 

Support 1: If local politicians decided to grant a zoning per- 
mit to allow RetailWorld to build a store in [our 
city], | would fully support this decision. 

Support 2: If asked to sign a list to join a boycott against 
RetailWorld, ! would sign it. * 

Support 3: RetailWorld is the last place that | would recom- 
mend to my fnends.* 

Support 4: | would protest against the granting of a zoning 
permit for RetailWorld.* 

Notes: Items anchored by 1 (strongly disagree) and 7 (strongly 

agree). 
dere а (S) = social legitimation item, and (P) = pragmatic 
legitimation item. 


residual interaction, but also the main effects and the grand 
mean. Thus, a significant F statistic does not necessarily 
mean that the interaction will hold when the main effects 
and grand mean have been factored out. Therefore, a Type 
IV error is declaring that an interaction exists when it does 
not. To avoid a Type IV error, the analysis of the interac- 
tions must include an interpretation of the interaction of the 
residuals. 

In Table 2, we present the results for the four equations 
used to test the hypotheses. In Figure 2, we present the 
graphed raw and residual cell means from the perspectives 
of both institutional action and performative action as 
moderators. 

Н, states that performative action will have a main effect 
on support. The results from Equation | confirm this hy- 
pothesis, with F(1,215) = 67.13 and р < .001. Н; predicts 
that institutional action will have a significant main effect on 
support. The results from Equation 1 confirm this, with 
F(2,215) = 53.24 and p < .001. 

The next two hypotheses require an examination of the 
interaction effects. The interaction residuals were calculated 
for legitimation and support. In Table 3, we present these 
calculations, which are graphically represented in Figure 2. 

H5, which is examined in three steps, states that legiti- 
mation acts as a mediator between the two independent vari- 
ables and support. In Step 1, Equation 1 is assessed. Both 
performative and institutional action must have a main ef- 
fect on support, and there must be a significant main effect 


of the performative x institutional interaction on support, 
which serves to establish a benchmark in assessing media- 
tion. Equation | confirms that there are main effects for per- 
formative and institutional action (described іп Н, and H3), 
as well as a significant interaction effect (F(2,215) = 3.49, p 
« .05) on support. 

Step 2 of testing legitimation as a mediating variable in- 
volves the analysis of Equations 2 and 3 in comparison with 
the benchmark established in Equation 1. Both performative 
and institutional actions should show main effects on legiti- 
mation (Equation 2) but not on support when legitimation is 
included (Equation 3). Equation 2 confirms that there are 
main effects for performative (F(2,215) = 137.11, p « .01) 
and institutional (F(2,215) = 46.75, p < .01) action, as well 
as for the interaction of the two (F(2,215) = 3.57, p < .03). 
When legitimation is controlled for (Equation 3), both per- 
formative action (F(1,215) = .39, p = .532) and the interac- 
tion effect (F(2,215) = .95, р = .387) become nonsignificant, 
as desired. Furthermore, for legitimation to mediate the per- 
formative X institutional interaction, the interaction must 
have a weaker (ideally nonsignificant) effect on support 
when the legitimation term is included (Equation 3) than 
when it is excluded (Equation 1). This is termed “mediated 
moderation" (Baron and Kenny 1986, p. 1179). As indicat- 
ed previously, the interaction effect becomes nonsignificant 
when legitimation is included. Further in the test of media- 
tion, legitimation proves to be a significant source of the 
variation in support (F(6,215) = 28.14, р < .001), as in Equa- 
tion 3. This is another strong indicator of legitimation as a 
mediator. 

Step 3 involves determining if legitimation's role as a 
mediator varies across levels of institutional action, what is 
termed a “moderated mediator" (Baron and Kenny 1986, p. 


1179). To assess this, we must examine whether the perfor- 
mative x institutional interaction effect on support is re- 
duced from Equation 3 to Equation 4. If it has not changed 
(remains nonsignificant), the mediating effect of legitima- 
tion does not vary across levels of performative action. The 
results from Equation 4 confirm that legitimation is not a 
moderated mediator because the institutional x legitimation 
interaction on support remains nonsignificant (F(8,215) — 
75, p = 473). 

In summary, the pattern of results from the three steps 
indicates that (1) legitimation completely mediates the inde- 
pendent effect of performative action on support; (2) legiti- 
mation partially mediates the independent effect of 
institutional action, in that institutional action continues to 
have a direct main effect on support (F(2,215) = 10.69, р < 
.001, Equation 3) even after legitimation is controlled; (3) 
legitimation mediates the performative X institutional mod- 
erator (which is mediated moderation); and (4) legitima- 
tion's role as a mediator does not vary across different levels 
of another variable, thus, legitimation is not a moderated 
mediator. Therefore, Нз is partially supported, in that legiti- 
mation is a partial mediator of the relationship between or- 
ganizational action and support. 

H, states that performative and institutional actions will 
interact in their effects on support. Results from Equation 1 
find support for this with a significant interaction. An exam- 
ination of the residual interactions for support enables us to 
identify precisely the source of the interaction. A reading of 
the residuals in Figure 2, Panel B (institutional action as the 
moderator), reveals that the interaction is centered in the re- 
lationship between the no and the negative institutional con- 
ditions. In the no institutional condition, high performative 
actions lead to a greater level of support than average (the 


TABLE 2 
Experiment Results 


Equation 1: Regress Support on P, |, and P x I 


Equation 2: Regress Legitimation on Р |, and P x | 


Equation 3: Regress Support on P, |, P x |, and L 


Equation 4: Regress Support on P, |, P x |, L and x I 


Notes: P = performative action, | = institutional action, P x | = interaction between Р and |, L = 


between L and | 


Results 

Source of Degrees of Significance 

Мапа оп Freedom F of F 
P 215 67.13 .000 
| 53.24 .000 
Px | 3.49 .032 
Р 215 137.11 .000 
| 46.75 .000 
PxI 3.57 .03 
P 215 .39 .532 
| 10.69 .000 
Px! .95 .387 
L 28.14 .000 
P 215 .54 .465 
| .32 723 
Px! 75 .473 
L ez 15.39 .000 
LxI .91 .507 


legitimation, S = support, and L x | = interaction 
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main effect) when compared with low performative actions. 
In the negative institutional conditions, high performative 
actions lead to a lower than average score on support. With 
the positive institutional conditions, the effect of performa- 
tive actions is not as pronounced. Subjects in the no institu- 
tional conditions have a strong increase in preference for 
high performative actions compared with subjects in the 


negative institutional conditions, who have a comparatively 
strong decrease in preference for high performative actions. 
The residual interaction scores indicate that the moderating 
effect of institutional action is most pronounced in the neg- 
ative institutional action conditions. 

In examining the residuals in both moderating scenarios 
(Figure 2, Panels B and D), one key consistency can be 


FIGURE 2 
Raw and Residual Cell Mean Results for Institutional and Performative Action as Moderators 
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TABLE 3 
Residual Legitimation and Support Means 








High Low 
Performative Performative Row Mean Row Effect 
L 5 L 5 L 5 L 5 
Positive institutional 11 .07 —.11 —.07 4.47 5.11 8 98 
No institutional 16 .24 —.16 —.24 3.84 4.32 .2 19 
Negative institutional —27 —.3 .28 3 2.76 2.96 –9 —1.17 
Column raw mean 4.54 4.83 2.83 3.43 Grand Grand 
raw raw 
mean: mean 
3.69 4.13 
Column main effect .85 7 —.86 —7 





Notes: |. = legitimation, S = support. 





found. Negative institutional action plays a key role in the 
interaction effect in both cases. This will be developed fur- 
ther in the following section. 


Discussion 


The examination of marketing actions with a social dimen- 
sion is a growing area of research in the marketing literature. 
Developing a richer understanding of the mechanisms by 
which these marketing actions benefit the organization and 
how they interact with that firm’s performative (economic- 
oriented) actions is an important direction for marketing re- 
searchers. This study has presented institutional theory as 
one theoretical framework for examining these issues. 


Managerial Implications 


The results from this study indicate that institutional theory 
has four specific contributions to make to the way we strate- 
gically think about store, product, and brand choice. 


An institutional orientation. The first key strategic in- 
sight stems from the main and independent effect of institu- 
tional actions in legitimating and achieving support for the 
firm. Rather than being considered an afterthought or trade- 
off (Kraft 1991), the theory and empirical results of this 
study strongly support the case for institutional actions to 
become a strategic centerpiece, along with marketing’s eco- 
nomic-oriented strategy (Menon and Menon 1997; Robin 
and Reidenbach 1987; Varadarajan and Menon 1988). 
Demonstrating to relevant constituents the firm’s support of 
the local community, for example, should be given the same 
strategic consideration as demonstrating to constituents the 
firm’s competitive positioning. The strategic intertwining of 
marketing actions with a social dimension with traditional 
economic-oriented marketing actions is representative of a 
firm adopting an institutional orientation. 

A strategic focus on institutional norms raises the im- 
portance of the strategic management of institutional ac- 
tions. For example, a retailer selling an assortment of 
branded merchandise may be dealing with not only its own 
institutional actions, but also the institutional actions of the 


manufacturers of the brands. The strategic management of 
these “bundles” of institutional actions becomes quite rele- 
vant. Consider the recent case in which a line of clothing 
endorsed by television celebrity Kathie Lee Gifford and 
sold by Wal-Mart was alleged to have been made by sweat- 
shop labor in developing countries. Such allegations 
brought forth by human rights groups and labor unions 
forced both the endorser of the products and Wal-Mart to 
defend their positions vigorously (Miller 1997). For Wal- 
Mart, the specter of being perceived as violating institu- 
tional norms of workers’ (and human) rights carried the 
potential of undermining much of its positive institutional 
actions. Just as retailers must consider the performative 1m- 
plications of their product mix (assortment issues, compet- 
itive positioning), they also must consider their institutional 
positioning, which is consistent with the adoption of an in- 
stitutional orientation. 


Interaction of institutional and performative actions. A 
second strategic consideration stems from the significant in- 
teraction found between performative and institutional ac- 
tions when a firm falls into the negative level of institutional 
actions (Figure 2, Panels C and D). The change to negative 
institutional actions has a notably deleterious effect on high 
performative firms, such that the level of support they attract 
becomes barely distinguishable from that of a low perfor- 
mative firm. When combined with the finding that there is 
no interaction when the firm moves from no to positive ın- 
stitutional actions, it suggests that constituents have a mini- 
mum level of institutional actions that they find acceptable. 
Below that level, the effects of even high performative firms 
are significantly impaired. 

А competitor may increase this minimum level and thus 
raise the institutional stakes by engaging in institutional ac- 
tions that exceed those of the competition. For example, 
Firm A, which may not be able to compete on performative 
grounds because of smaller economies of scale, may find 
that its advantage is to outperform Firm В ш the institu- 
tional environment. This institutional orientation benefits 
Firm A in two ways: (1) Firm A gains from the main effect 
of the institutional actions and (2) with Firm A raising the 
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minimum acceptable level of institutional actions, Firm В 
may find its institutional actions falling to the negative cat- 
egory on a comparative basis, thus, consistent with the in- 
teraction effect, rendering Firm B’s performative actions 
less effective. 

Similarly, activists and boycotters may engage in cam- 
paigns with the objective of raising the minimum acceptable 
level of institutional actions. By working with societal play- 
ers who have the potential to influence institutional norms, 
community activists can engage in campaigns that attempt 
to change the norms to which organizations must adhere. If 
organizations are to be considered “holding companies” of 
institutionally defined norms (Meyer 1992), they must adopt 
these higher social standards to garner ongoing support. For 
example, changing institutional norms about cigarette 
smoking has led many organizations to ban smoking in their 
buildings even though there may be no law obliging them to 
do so in their jurisdiction (Child 1997). Those with commu- 
nity interests may engage in campaigns aimed at raising the 
minimum acceptable standard of institutional actions ex- 
pected from organizations. 


Legitimation as a measure of business performance. 
Menon and Menon (1997) call for an appropriate measure of 
business performance that captures both noneconomic and 
economic criteria. Legitimation, as a mediating variable be- 
tween strategic action and support, may be that measure. Le- 
gitimation reflects constituents’ approval of the 
organization, which is necessary to obtain constituent sup- 
port. A deterioration in constituents’ assessment of legitima- 
tion would serve as a key warning that the firm is not 
adhering to the norms of the task and institutional environ- 
ments. Such information indicates that the firm is offering 
its constituents dwindling justification for its long-run exis- 
tence, and thus, constituents can find fewer reasons to offer 
the firm their support. Knowing what task and institutional 
norms are being ignored or violated, as reflected in a mea- 
sure of legitimation, would provide the firm with important 
information for guiding future performative and institution- 
al actions. 


Support as a key dependent variable. The fourth contri- 
bution is that institutional theory identifies support as an im- 
portant dependent variable, replacing the more specific store, 
product, or brand choice variable if an institutional orienta- 
tion is to be adopted. Support reflects a multiconstituency 
perspective. It reveals that societal members, on whom the 
organization depends for long-run survival, enact multiple 
roles and not just that of an economically minded customer. 
Constituents carry with them the norms from multiple insti- 
tutional memberships (such as family, community, and na- 
tion) when considering the actions of the organization. A firm 
that is focused on winning constituent support, as opposed to 
customers’ store, product, or brand choice, is more likely to 
perceive the importance of integrating marketing actions 
with a social dimension into top-level strategic planning. 


Theoretical Implications 


An organization’s adoption of an institutional orientation re- 
flects that organization’s full integration of noneconomic 
(institutional) criteria in its strategic decision making. Insti- 
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tutional theory provides a theoretical grounding from which 
to examine and understand such strategic thinking. Institu- 
tional theory also provides a potential theoretical umbrella 
under which a wide range of marketing activities, broadly 
referred to as "social marketing" (Andreasen 1994; Bloom 
and Novelli 1981), can be understood. More specifically, as 
alluded to throughout this article, the theme of institutional 
theory is linked inexorably to such specific concepts as 
cause-related marketing (Varadarajan and Menon 1988), 
helping behavior (Bendapudi, Singh, and Bendapudi 1996), 
social responsibility (Robin and Reidenbach 1987), organi- 
zational identification (Bhattacharya, Rao, and Glynn 
1995), and "enviropreneurial" marketing (Menon and 
Menon 1997; Varadarajan 1992). Each of these concepts 
provides illustrations of institutional actions and the poten- 
tial outcomes. By using the institutional theory framework 
to bring these concepts together, a more complete picture of 
the significance of marketing actions with a social dimen- 
sion can be developed. As well, the importance for organi- 
zations to adopt an institutional orientation can be 
understood. 


Limitations 


First, the theoretical argument for institutional actions as the 
moderating variable posits that, given both negative and pos- 
itive institutional conditions, performative action will not 
have an effect. The results, however, only support the nega- 
tive institutional action condition as the moderator. Although 
the manipulation of positive institutional actions passed rig- 
orous manipulation and confound checks, it would have been 
possible to portray even stronger institutional actions. For 
example, had positive institutional actions that mirror those 
of a not-for-profit charity been portrayed, the moderating ef- 
fect of positive institutional actions may have been evident. 

Second, though a significant performative x institution- 
al interaction effect was found, competing theoretical argu- 
ments can be made for each playing the role of the 
moderating variable. This study was unable to detect empir- 
ically which of the two types of actions served as the mod- 
erating variable. Empirically distinguishing the occasions in 
which each type of action moderates the other provides an 
interesting question for further research. 


Directions for Further Research 


A central theme from this study is the significant effect of 
institutional actions. Given the importance of the concept of 
institutional actions, a notable stream of additional research 
would be to determine the variables that would moderate the 
effectiveness of institutional actions. For example, Benda- 
pudi, Singh, and Bendapudi (1996) point out that people 
have egoistic or altruistic motivations or both when it comes 
to providing aid or benefit that enhances the welfare of a 
needy other (helping behavior). People also vary in their 
“belief in a just world" (Bendapudi, Singh, and Bendapudi 
1996, p. 40). This underlying motivation toward helping be- 
havior may moderate the saliency of an organization's insti- 
tutional actions for an individual. Another potential 
moderating variable may be the size of the community. This 
study was conducted in a small city of 120,000 people. 


Would people residing in a large urban center place the same 
importance on institutional actions as those living in a 
smaller community? 

A strategic insight from this study relates to the benefits 
to an organization of adopting an institutional orientation, 
which is the integration of institutional actions into top-level 
strategic planning. Similar to the work that has been done in 
the development of the market orientation (cf. Jaworski and 
Kohli 1993; Kohli and Jaworski 1990), additional research 
must focus on the further theoretical and empirical develop- 
ment of an institutional orientation. For example, just as 
Narver and Slater (1990) examine the relationship between 
a firm’s adoption of a market orientation and profitability, 
additional research might compare a firm’s adoption of an 
institutional orientation with firms that are more strictly 
market (task environment) oriented. The research question 
would be as follows: Do organizations that adopt an institu- 
tional orientation achieve a higher level of legitimation 
among constituents and thus a lower incidence of organiza- 
tional mortality (Baum and Oliver 1991) compared with 
firms that adopt a market orientation? 

Conducting research in the area of corporate culture is al- 
so vital in the continuing development of the concept of an in- 
stitutional orientation. For example, Varadarajan and Menon 
(1988, p. 69) note that to create credible and effective cause- 
related marketing (CRM) programs, “top management first 
must create and encourage a corporate culture that will inter- 
nalize the true philosophy of CRM.” Robin and Reidenbach 
(1987) echo the sentiment that concerns for social responsi- 
bility must become an integral part of the firm’s corporate 
culture. Further research is needed to define those aspects of 
a corporate culture that are indicative of an institutional ori- 
entation. For example, in the market orientation literature, ге- 
searchers have noted that a firm that has a market orientation 
has learning (Slater and Narver 1995) and innovation (Hurley 
and Hult 1998) as key aspects of its corporate culture. Re- 
search is needed to uncover the aspects of a corporate culture 
that are indicative of an institutional orientation. 

From a broader perspective, the concepts that constitute 
the institutional theory perspective (discussed previously) 
provide scholars with the theoretical grounding for the fur- 
ther examination of the noneconomic aspects of marketing. 
One stream of research might employ an historical case re- 
search approach in recounting the historical occurrences and 
sequences of events within given organizations and indus- 
tries to uncover the emergence of the institutional dimen- 
sions of the marketing function. Such research would begin 
to distinguish those aspects of the marketing function that are 
strategic and rational in nature and those aspects that are rit- 
ualistic or ceremonial and symbolically link the organization 
to institutional norms. This would include an examination of 
the role marketing plays in helping the organization decou- 
ple its performative from its institutional actions. Another fo- 
cus may be on the identification of marketing practices and 
procedures that are more a result of organizational mimicry 
(isomorphism) than of independent strategic planning. Such 
a research program would provide a richer understanding of 
the role marketing plays in helping the organization become 
institutionalized or infused with societal values that go be- 
yond the organization’s core, technical requirements. 


Appendix 
Script Used in the Video Segments 


Positive Institutional Actions 


Narrator: RetailWorld first opened its doors 43 years ago 
as a small family-owned operation. It was this family- 
oriented atmosphere that first attracted customers to Retail- 
World, and today’s staff and management have not forgotten 
these roots. Dr. Patricia O’Rourke, a local family counselor, 
commends RetailWorld for their respect and support for the 
family structure. 

Patricia O’Rourke: RetailWorld, more than any other 
business I know, genuinely has made their respect for the 
family a top priority, and you can see this in their advertis- 
ing and sales techniques. For instance, when advertising 
children’s toys, they respectfully aim information about 
these toys to the parents, letting them decide whether or not 
the toy is appropriate for their child. Policies like this really 
do demonstrate RetailWorld’s concern for family values. 

Narrator: When it comes to active involvement in the 
community, RetailWorld has shown itself to be second to 
none. This is exemplified by the number of charities and 
causes that they support. Statistics show that RetailWorld 
does in fact donate more than any other retailer to local char- 
ities on a regular basis. Paul Hill, the mayor of one small 
town in which Retail World is located, explains. 

Paul Hill: I think that RetailWorld is truly a corporate 
leader when it comes to contributing to local charities. I 
can't begin to tell you how many local camps, hospitals, col- 
leges, and other community organizations that benefit from 
RetailWorld's generosity and community spirit. With gov- 
ernments cutting back, RetailWorld's generous contribu- 
tions become even more vital. 

Narrator: RetailWorld is very proud of [its country's] 
roots. Window displays and checkout counters are adorned 
with the flag. They have also instituted a "Buy National" 
policy. Reva Delaney, Chair of the National Commerce As- 
sociation, praises Retail World highly in this regard. 

Reva Delaney: Through their “Виу National" policy and 
active support for national business, Retail World has suc- 
cessfully created more jobs here in [our country] than any 
other retailer I know of. RetailWorld really does have an ob- 
vious attachment and commitment to this country. 


Negative Institutional Actions 


Narrator: Retail World has recently received complaints 
from local family counselors concerning their apparent disre- 
gard for family values. Dr. Patricia O' Rourke, a local family 
counselor, is one expert who has expressed outrage at their 
sales techniques, which completely ignore any family values. 

Patricia O' Rourke: RetailWorld will often aim deceptive 
advertising directly at children, deliberately getting them 
worked up about some toy. This puts tremendous pressure 
on parents—especially those single working parents on a 
fixed budget. АП Retail World cares about is selling as much 
as possible with no consideration of the effects on families. 
RetailWorld stands out as one of the worst businesses 
around when it comes to deceptive advertising to children 
and disregard for family structure. 
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Narrator: Over the past couple of years, the management 
at Retail World has complained bitterly about the increase in 
the number of requests from local charities asking for dona- 
tions. We asked Leanne Whelan, general manager of Retail- 
World, about RetailWorld’s dismal donation record. 

Leanne Whelan: Sometimes it seems like every local 
community group wants something from us. You name it— 
hospitals, local kid’s camps. We have a business to run, and 
we can’t be giving to every group with its hand out. As a re- 
sult, we’ve decided not to donate to any charity or local 
community group. 

Narrator: Many, including Reva Delaney, Chair of the 
National Commerce Association, have expressed dismay 
over RetailWorld’s lack of concern for or contribution to our 
country. 

Reva Delaney: RetailWorld is a subsidiary of a large 
multinational conglomerate, and due to the fact that all their 
decisions are made at their head office outside the country, 
they never consider purchasing products from [our coun- 
try’s] businesses. Instead, they prefer to buy from sweat- 
shops overseas. 

Narrator: To make matters worse, a few months ago, Re- 
tailWorld lodged a protest against the government about 
having to close for business on our national holiday. Reva 
Delaney was furious. 

Reva Delaney: Well, what can you say about a company 
like that? I can’t believe RetailWorld’s blatant disregard for 
[our country], a country that has treated them so well. 


High Performative Actions 


Narrator: One area in which RetailWorld has paid close 
attention is their product assortment. John LeBlanc of JR 
Research Ltd. has been closely analyzing the retail industry 
for years. 

John LeBlanc: When you go to different stores and com- 
pare, it quickly becomes evident that RetailWorld, much 
more than their competitors, has on hand thousands of 
generic and national brand name products. 

Narrator: Leanne Whelan, the general manager of Re- 
tailWorld, explains their approach to product assortment. 

Leanne Whelan: We always carry a huge assortment of 
product categories, and we always try to ensure that we are 
fully stocked on each of the thousands of products that we 
carry. 

Narrator: The management at RetailWorld does pride it- 
self on its pricing policies. Leanne Whelan tells us how Re- 
tailWorld implements their clear pricing policy. 

Leanne Whelan: Our policy is to ensure that our prices 
are always below our competitors’ prices on any product. 

Narrator: And this strategy is effective. John LeBlanc re- 
cently conducted an independent study of retail prices. 

John LeBlanc: We conducted a tracking study of retail 
prices over a one-year period, and as the graph shows, of all 


retailers, RetailWorld has consistently shown the lowest 
prices. 

Narrator: When it comes to location, customers find Re- 
tailWorld quite convenient to get to. They are typically lo- 
cated close to the downtown core and they are right on 
major bus routes. 

Customer: I found it quite easy driving here, and the 
parking is great because its so close to the front door. My 
friend Gene told me that it's just as easy to get here by bus. 
Apparently there's one that stops directly in front of the 
front doors. 


Negative Performative Actions 


Narrator: When it comes to product assortment, Retail- 
World really doesn't rank very well. John LeBlanc of JR Re- 
search Ltd. has been closely analyzing the retail industry for 
years. 

John LeBlanc: When you actually go to different stores 
and compare, it does become evident that RetailWorld con- 
sistently trails behind their competitors when it comes to the 
number of generic and national brand name products they 
have available. 

Narrator: Leanne Whelan, the general manager of Re- 
tailWorld, explains their approach to product assortment. 

Leanne Whelan: We have found that the more brands we 
carry, the more difficult it is to keep them in stock. So, al- 
though we don't carry a very large assortment of goods, we 
do at least try to keep the few products we carry in stock. 

Narrator: Like all retailers, the management at Retail- 
World must have a clear pricing policy to be successful. But, 
according to Leanne Whelan, they have run into some prob- 
lems in this area. 

Leanne Whelan: Well, unfortunately our prices are usu- 
ally above our competitors' prices, but we try not to fall too 
far behind our competitors in this area. 

Narrator: So, how do Retail World's prices compare with 
their competitors? John LeBlanc conducted an independent 
study of retail prices. 

John LeBlanc: We conducted a tracking study of retail 
prices over a one-year period, and as the graph indicates, 
Retail World's prices are consistently among the highest of 
any retailer. 

Narrator: When it comes to location, customers usually 
find Retail World quite inconvenient to get to. They are typ- 
ically located just at the outer edges of town and off any ma- 
jor routes. 

Customer: I had a fair bit of trouble finding this place, 
and the parking seems so far from the front doors. I know 
that getting here by bus is even worse. My friend Gene told 
me that it takes a couple of bus connections to get to the bus 
stop nearest to Retail World. 
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The Theory of Multimarket 
. Competition: A Synthesis and 
Implications for Marketing Strategy 


Multimarket competition refers to competitive situations in which the same firms compete against each other in mul- 
tiple markets. The theory of multimarket competition suggests that the phenomenon of mutual forbearance may re- 
duce the market-level intensity of competition between two firms when the multimarket contact between them (the 
number of markets in which they compete) increases. Mutual forbearance, a form of tacit collusion in which firms 
avoid competitive attacks against those rivals they meet in multiple markets, is proposed to occur because multi- 
market competition increases the familiarity between firms and their ability to deter each other. In this article, the 
authors examine how multimarket contact increases familiarity and deterrence. Furthermore, they provide ап ex- 
tension of the theory of multimarket competition by developing a conceptual model that identifies competitive and 
market factors that moderate the relationship between the degree of multimarket contact and the intensity of com- 
petition. The authors also examine the implications of multimarket competition for marketing strategy in the context 


of two marketing strategy issues: product line rivalry and entry strategy. 


against each other in a specific market through actions 

and reactions, influences their ability to gain and sustain 
competitive advantage (Dickson 1992; Porter 1980). Analy- 
sis of interfirm rivalry, an integral part of marketing strate- 
gy research, traditionally has been conducted by examining 
market structure characteristics (e.g., concentration, entry 
barriers), marketing strategy variables (e.g., product differ- 
entiation), and characteristics of firms such as size and re- 
sources (for example, see Buzzell and Gale 1987; Robinson 
1988). In an attempt to gain richer insights into this phe- 
nomenon, marketing scholars in recent years have focused 
on the behavioral aspects that drive interfirm rivalry and on 
competitive decision making influenced by such rivalry 
(e.g., Clark and Montgomery 1996; Day and Nedungadi 
1994; Heil and Robertson 1991; Mullins and Walker 1996). 
In that tradition, we examine how multimarket or multipoint 
competition, "a situation where firms compete against each 
other simultaneously in several markets" (Karnani and 
Wernerfelt 1985, p. 87), affects the competitive behavior of 
firms. The following example ts illustrative of multimarket 
competition. 

America West, a U.S.-based regional airline, started 
flights from Houston, Tex., with low introductory fares. In 


M rivalry, the extent to which firms compete 
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November 1989, Continental Airlines, the dominant airline 
in Houston, retaliated against this “attack” by lowering 
prices. However, instead of lowering prices for flights orig- 
inating from Houston, Continental Airlines lowered prices 
for flights out of Phoenix, Ariz., America West’s hub and 
dominant served market. Furthermore, Continental Airlines, 
in posting the lower fares on computerized reservation sys- 
tems, used a fare code intended to communicate tts displea- 
sure with and response to America West’s low-priced entry 
into Houston. Subsequently, America West withdrew its low 
introductory fare in the Houston market, following which 
Continental Airlines withdrew its low fare promotion in the 
Phoenix market (Nomani 1990).! 

The competitive interchange between these two airlines 
has an interesting characteristic: A competitive attack by a 
firm in the focal market of another firm sparked a reaction 
by the latter in the attacker’s focal market. Competitive in- 
teractions of this type are common in multimarket compe- 
tition. Such competition is becoming prevalent in an 
increasing number of industries, such as the global tire in- 
dustry (Gimeno 1994); sets of related industries such as 
telephone and cable (Keller 1993; Parker and Roller 1997); 
and industries characterized by geographically distinct 
markets such as airlines, banks, and supermarket chains 
(Gimeno 1994). The increase in multimarket competition 
can be attributed to the increase in related product diversi- 





1Continental Airlines and America West subsequently entered 
into a code-sharing arrangement, an alliance in which they coordi- 
nate their flight schedules on certain routes and feed passengers in- 
to each other's connecting flights. 
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fication and geographic market diversification by firms 
and to the greater use of coordinated worldwide strategies 
by multinational enterprises (Gimeno and Woo 1999). Re- 
search in multimarket competition suggests that firms com- 
peting in many markets may influence interfirm rivalry 
(Baum and Korn 1996; Edwards 1955; Gimeno and Woo 
1996). Because of the central nature of interfirm rivalry to 
marketing strategy issues, multimarket competition as a 
phenomenon is of importance to marketing strategy re- 
search and practice. However, there is a dearth of research 
in marketing literature addressing multimarket competi- 
tion. Furthermore, as will become apparent from the litera- 
ture reviewed, studies examining the relationship between 
multimarket competition and interfirm rivalry have not 
considered the effects of various moderator variables on 
this relationship in a comprehensive manner. Finally, the 
process by which multimarket competition affects inter- 
firm rivalry has received only cursory attention in extant 
literature. In an attempt to fill these gaps, we focus on the 
following: 


*The process by which multimarket competition affects inter- 
firm nvairy. 

*The factors that moderate the impact of multimarket competi- 
tion on interfirm rivalry. 

*The implications of multimarket competition for marketing 
strategy research and practice. 


We attempt to shed insights on these issues by integrat- 
ing the economic and behavioral underpinnings of multi- 
market competition. A better understanding of the effect of 
multimarket competition on interfirm rivalry will enable 
marketing strategy researchers to analyze more objectively 
and marketing managers to respond better to the competitive 
dynamics in industries characterized by such competitive 
conditions. 

The rest of the article is organized as follows: First, we 
discuss the nature of multimarket competition and its influ- 
ence on interfirm rivalry by developing a process model. 
Second, we propose a conceptual model that explicates the 
moderating effects of certain competitive and market factors 
on the relationship between multimarket competition and in- 
terfirm rivalry. Third, we amplify the theoretical discussion 
in the context of two marketing strategy issues—product 
line rivalry and entry strategy—to illustrate how multimar- 
ket competition affects marketing strategy. Fourth, we out- 
line future research directions. Fifth, we briefly discuss 
some methodological issues regarding research in this area. 
Sixth, we conclude the article with a summary of the impli- 
cations of multimarket competition. 


Multimarket Competition and 
Interfirm Rivalry: The Mutual 
Forbearance Hypothesis 


Multimarket Competition and Mutual Forbearance 


The roots of the theory of multimarket competition can be 
traced to industrial organization economics (e.g., Bernheim 
and Whinston 1990; Edwards 1955) and sociology (Simmel 
1950). It is a quickly evolving stream of literature in strate- 
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gic management (e.g., Chen 1996; Gimeno and Woo 1996; 
Karnani and Wernerfelt 1985) and population ecology (e.g., 
Barnett 1993; Baum and Korn 1996). The focus of the the- 
ory is interfirm competition (Baum and Korn 1996). Multi- 
market competition research envisions a firm occupying а 
potentially unique market domain that is defined by activi- 
ties in various geographic-product markets. There аге many 
different ways of defining markets (for example, see Rao 
and Steckel 1998, pp. 120-24). For the purpose of this arti- 
cle, a geographic market is defined as the lowest geograph- 
ic unit that comes under the jurisdiction of a manager who 
has decision-making authority over any of the competitive 
strategy variables that might be employed in the context of 
competitive actions and reactions. For example, an individ- 
ual sales territory could be the lowest geographic unit if the 
sales manager in charge of the territory has the authority to 
initiate actions along competitive strategy dimensions, such 
as price or advertising, to compete in that market. А product 
market is a set of goods or services that serves similar func- 
tions, is created by the use of similar technology, and is used 
by similar consumers (Abell 1980). The intersection of geo- 
graphic and product markets constitutes a geographic- 
product market. The market domain of a firm is the set of 
geographic-product markets in which it operates. For exam- 
ple, if a firm operates in two geographic markets with two 
products, its market domain will comprise four geographic- 
product markets. 

If the market domains of competing firms overlap in 
multiple geographic-product markets, the firms are engaged 
in multimarket competition. The extent of market domain 
overlap is characterized by the degree of mutimarket con- 
tact. Multimarket contact between two firms is the aggrega- 
tion of all contacts between them in geographic-product 
markets (Gimeno and Woo 1996). A contact occurs when 
two firms compete in the same geographic-product market. 
As the degree of multimarket contact between two firms in- 
creases, they are likely to become more interdependent. 
That is, the outcome of actions initiated by a firm becomes 
more contingent on the actions and reactions of its rivals. 
Furthermore, increasing multimarket contact provides firms 
with more opportunities to compete against each other and 
retaliate in different markets. The degree of such nvalry is 
captured by the intensity of competition between firms, de- 
fined as the aggressiveness and speed of the actions and re- 
actions they initiate to compete in the market (Chen 1996). 
Intensity of competition is reflected in frequent and aggres- 
sive changes in marketing mix variables (Chen 1996), such 
as prices and advertising, that influence profit margins (Gi- 
meno and Woo 1996, 1999). 

Although multimarket competition increases the oppor- 
tunity that rivals have to compete with each other, the 
greater market overlap may not translate into higher inten- 
sity of competition. On the contrary, the theory of multi- 
market competition suggests that the intensity of 
competition between firms with overlapping market do- 
mains may be dampened by a phenomenon known as “mu- 
tual forbearance” (Baum and Korn 1996, 1999; Clark and 
Montgomery 1997; Edwards 1955; Gimeno 1994; Gimeno 
and Woo 1996; Karnani and Wernerfelt 1985), which we 
discuss next. 


Mutual forbearance. Mutual forbearance is tacit collu- 
sion as a consequence of firms competing in many markets 
and the resulting increase in their interdependence. Tacit 
collusion, as opposed to direct collusion, which is illegal, is 
a situation in which two firms understand each other’s mo- 
tives and strategies and implicitly coordinate to avoid com- 
peting intensely. Extant theory suggests that two different 
processes may be responsible for mutual forbearance as a 
result of higher degrees of multimarket contact: familiarity 
(Baum and Korn 1999) and deterrence (Bernheim and 
Whinston 1990; Edwards 1955; Porter 1980). Familiarity is 
the extent to which tacit coordination is enhanced by a 
firm’s awareness of the capabilities and actions of a rival. 
Deterrence is the extent to which a firm is able to prevent its 
rivals from initiating aggressive actions that may be harmful 
to its interests in the market. It is a consequence of the abil- 
ity of the firm to cause its rivals serious financial loss by re- 
taliating aggressively to their actions. In the next section, we 
examine the impact of multimarket competition on familiar- 
ity and deterrence to elucidate how multimarket competition 
engenders mutual forbearance. 

In this article, the scope of actions and reactions that are 
likely to be constrained by multimarket competition is lim- 
ited to the type of actions that are undertaken repeatedly by 
firms, such as promotional activities (consumer and trade 
sales promotions, sales force incentives, advertising cam- 
paigns, and so forth). Competitive actions of firms in the 
realm of more fundamental research and development- 
driven innovations might not be constrained by multimar- 
ket competition, because it is unlikely that firms would 
hold back on introducing dominant technological break- 
throughs due to mutual forbearance. Such Schumpeterian 
breakthroughs would change the very nature of competitive 
advantage in the marketplace in favor of the innovating 
firm by allowing it to differentiate its offerings substantial- 
ly from those of its rivals. Firms might be inclined to view 
mutual forbearance as preferable to the alternative of all- 
out rivalry, but surely not as a preferable alternative to 
dominating a market by introducing potentially valuable 
radical innovations.? 


Multimarket Contact and Familiarity 


Familiarity between rivals is likely to influence the extent to 
which firms engage each other with actions and reactions 
(Chen and Miller 1994). In the complex environment that 
characterizes most markets (with many firms), it becomes 
virtually impossible for firms to garner all information about 
rivals and become familiar with them. In effect, the infor- 
mation available to firms about the competitive environment 
rarely meets the information requirements for competing ef- 
fectively, because firms are complex entities with a large 
number of action variables available to them. In such com- 
plex decision arenas, firms construct imperfect versions of 
the external competitive reality, and these socially con- 
structed versions of competition may guide decisions and 


2The discussion relating to the scope of actions and reactions 
that might be constrained by multimarket competition has benefit- 
ed from the comments and suggestions of an anonymous reviewer. 


strategies much more than "objective reality" (Porac and 
Rosa 1996). 

'The social construction of rivalry implies that firms 
might not, as a matter of routine, realize their interdepen- 
dence with other firms and often might engage in competi- 
tive actions with little consideration as to how these actions 
influence their rivals or how their rivals may respond. For 
firms to realize that their market actions and fortunes are in- 
terdependent with those of other firms (which then become 
rivals), it is necessary for them to become aware of these 
firms and then recognize that their market fortunes overlap. 
This awareness is a function of the market assessment ac- 
tivities undertaken by firms and would involve collecting in- 
formation, assimilating this information, identifying rivals, 
and comparing strengths and weaknesses with those rivals. 
When firms collect information about the market, multimar- 
ket rivals may receive greater attention than those rivals en- 
countered in fewer markets. Consequently, firms may 
become more familiar with the strategies, capabilities, and 
actions of multimarket rivals. Multimarket competitors thus 
may become more salient rivals than those firms that are en- 
countered in fewer markets. For example, with higher de- 
grees of multimarket contact, the firms involved would have 
more common prior experiences in competitive engage- 
ments. Such experiences get captured in the collective mem- 
ory of the firm as “war stories" (see Weick 1995), further 
enhancing the firm's beliefs regarding the competitive char- 
acteristics of that rival. This familiarization process there- 
fore determines the history of competition between firms in 
a market. Competitive history encompasses tncumbents’ 
reputation for retaliation, their tactics and strategies, and the 
nature of their relationships with suppliers and clients (Gru- 
ca and Sudarshan 1995). When firms encounter each other 
in multiple markets, they are likely to share a much richer 
history of competition. 

In effect, firms that are encountered in many markets are 
more likely to figure as important rivals than firms that are 
encountered in fewer markets. Therefore, multimarket con- 
tact facilitates mutual learning by providing these firms with 
the opportunity to become familiar with each other and rec- 
ognize their interdependence—how the outcomes of a firm's 
actions are influenced and, consequently, how its actions are 
constrained by the possibility of competitive reactions. 
However, as we noted previously, mere familiarity may not 
be sufficient to engender mutual forbearance. For mutual 
forbearance to occur, firms also need the ability to deter 
each other. Otherwise, powerful firms may have no incen- 
tive to refrain from aggressive rivalnes with relatively 
weaker firms (Teece, Pisano, and Shuen 1997). The effect of 
multimarket contact on deterrence is discussed next. 


Muitimarket Contact and Deterrence 


Deterrence is a result of the ability of firms to cause serious 
financial damage to their rivals and occurs when firms hold 
credible threats of retaliation against each other. In such 
conditions, firms might not compete aggressively because 
the expected gains from aggressive moves may be lower 
than the future losses due to competitive retaliation. Fur- 
thermore, in contrast to familiarity, which is gained from 
prior interactions with a rival, deterrence requires future in- 
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teractions between the firms so that а response can be made 
to a current attack. In effect, it is the possibility of repeated 
interactions in the future that allows for retaliation and cre- 
ates a link between the future payoffs for a firm and its pre- 
sent actions. This link is called “the shadow of the future” 
because “the future casts a shadow back upon the present, 
affecting current behavior patterns” (Parkhe 1993, p. 799). 
In effect, the knowledge that competitors can retaliate in the 
future against current attacks may prevent firms from un- 
dertaking aggressive actions (Heide and Miner 1992). For 
deterrence to take place effectively, firms should believe 
that their rivals have not only the ability to retaliate aggres- 
sively and hurt them, but also the opportunity to do so. Next, 
we discuss why multimarket competition is proposed to in- 
crease the ability of firms to deter each other by examining 
how it provides firms with greater ability and opportunity to 
hurt their rivals through retaliation. 


Ability to hurt. In multimarket competition, the ability to 
retaliate in multiple markets implies that the future losses 
from multimarket warfare are likely to be considerably more 
than would be the case in a single-market context (Edwards 
1955). The action that a firm takes in a particular 
geographic-product market (e.g., through a price promotion) 
may result in gains in that market, but also may cause much 
larger losses in other geographic-product markets. The pos- 
sibility of higher losses arises because rivals may retaliate in 
many geographic-product markets to an action that the focal 
firm initiates in one geographic-product market. Therefore, 
relative to the single-market context, severe rivalry in mul- 
timarket competition may inflict much heavier losses on 
firms. 


Opportunity to hurt. Although the ability to hurt rivals is 
а necessary condition to cause deterrence, a firm also must 
perceive its rivals as having the opportunity to hurt it by re- 
taliating. In the single-market context, retaliation is only 
possible in future interactions in that market. If the attacked 
market is one in which the firm has an important position, 
future retaliation in that market may even be a costly move 
for the attacked firm. In the case of multimarket competi- 
tion, however, the larger number of markets of overlap pro- 
vide more areas to retaliate against competitive attacks. 
Therefore, relative to the single-market competitive context, 
multimarket competition increases the opportunities for re- 
taliation by extending the interdependence of firms from the 
time dimension (future) to the time and space dimensions 
(multiple markets). This extension enables firms to retaliate 
in markets in which response is less costly or more conve- 
nient for them. 


Multimarket Contact and intensity of Competition: 
The Mutual Forbearance Hypothesis 


The foregoing discussions on (1) multimarket contact and 
familiarity and (2) multimarket contact and deterrence pro- 
vide insights into how multimarket contact is capable of 
leading to reduced rivalry through mutual forbearance. As 
game theory suggests, the basic condition for mutual for- 
bearance (tacit collusion) to be sustained would be for each 
firm to perceive (1) that the payoff of engaging in tacit col- 
lusion or mutual forbearance is likely to be greater than 


52 / Journal of Marketing, July 1999 


what can be gained by reneging on an implicit agreement 
and (2) that other firms share the same belief (Schelling 
1960). By increasing the ability of firms to deter each other, 
multimarket competition may make the payoff from mutual 
forbearance more attractive than that from aggressive rival- 
ry. By increasing the familiarity between firms, multimarket 
competition may make it easier for firms to realize that they 
share the same beliefs regarding the beneficial nature of mu- 
tual forbearance and to (implicitly) coordinate their expec- 
tations. As Schelling (1960) notes, what deters firms is not 
the aggressive retaliation that could arise when a rival initi- 
ates an action in a multimarket context, but rather the ex- 
pectation that such retaliation could occur. If the firms 
involved in multimarket competition share this expectation 
(through increased familiarity), they may eschew aggressive 
competitive behavior. 

In summary, the theory of multimarket competition 
draws a distinction between the breadth and intensity of ri- 
valry between two firms. As a result of mutual forbearance, 
broad or multimarket rivals (firms that compete in many 
markets) may not be the most intense rivals in specific mar- 
kets (Gimeno and Woo 1996). Mutual forbearance is de- 
fined at the interfirm level in specific geographic-product 
markets. That is, as a result of mutual forbearance, multi- 
market contact is proposed to affect the intensity of compe- 
tition between firms within the various geographic-product 
markets in which they compete. The foregoing discussion 
describing the process through which multimarket competi- 
tion influences interfirm rivalry is represented by the model 
shown in Figure 1. The model suggests that multimarket 
competition may endow firms with greater ability to deter 
each other from taking aggressive actions through a "thick- 
er" shadow of the future. Furthermore, it may increase the 
level of familiarity that firms have of each other's capabili- 
ties and expectations through a richer history of interaction. 
Increased deterrence and familiarity may lead to mutual for- 
bearance, which lowers the intensity of competition be- 
tween these firms. This discussion is summarized in the 
mutual forbearance hypothesis, as follows: 


Mutua! forbearance hypothesis: There will be an inverse rela- 
tionship between the degree of multimarket con- 
tact between firms and the intensity of competi- 
tion between them in specific geographic- 
product markets. 


Multimarket Contact and Intensity of Competition: 
A Review of the Empirical Evidence 


А summary of the empirical studies that focus on the impact 
of multimarket contact on the intensity of competition be- 
tween firms is presented in Table 1. As is detailed in Table 
1, the recent empirical evidence, by and large, lends support 
to the mutual forbearance hypothesis. However, the support 
for a negative relationship between the degree of multimar- 
ket contact and intensity of competition has not always been 
consistent. Some previous studies find multimarket contact 
unrelated to the intensity of competition between firms (e.g., 
Rhoades and Heggestad 1985). It is conceivable that the 
lack of support for the mutual forbearance hypothesis in pre- 
vious research may be due to the use of cross-sectional 


FIGURE 1 
Multimarket Contact and Intensity of Competition: A Process Model 
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methods, in contrast with the use of longitudinal methods in 
more recent research. 

Although the mutual forbearance relationship has been 
examined in prior research, the factors that moderate the re- 
lationship between multimarket contact and intensity of 
competition have not received adequate attention in extant 
literature. Although different studies have focused on some 
of these moderators (see Table 1), there has been no attempt 
to examine integratively the impact of these moderators on 
the relationship between multimarket contact and intensity 
of competition. Further theoretical development of the liter- 
ature stream on multimarket competition can be aided by 
such an attempt. This issue is addressed next. 


Multimarket Contact and Intensity of 
Competition: A Contingency Model 
Moderator variables affect the relationship between multi- 
market contact and intensity of competition between firms 
through the familiarity between firms and/or their ability to 
deter each other. Such moderating variables are typically 
characteristics of the competitive or market environment. 
Our discussion here focuses on the moderating effects of 


three competitive factors (spheres of influence, resource 
similarity, and organizational structure of competing firms) 
and one market factor (seller concentration) in the relation- 
ship between multimarket contact and intensity of competi- 
tion. Spheres of influence refers to the extent to which 
different multimarket competitors have dominant market 
positions in different markets (Edwards 1955). Resource 
similarity is the extent to which the competing firms are 
comparable in terms of resource endowments, or resources 
critical for success in the market (Chen 1996). Organiza- 
tional structure refers to the extent to which a firm is able to 
control and coordinate its actions jointly in multiple 
geographic-product markets. Seller concentration is a mea- 
sure of the number of firms in a market and the pattern of 
dispersion of total industry sales among competitors in that 
market. A conceptual model delineating the moderating in- 
fluences of these variables is presented in Figure 2 and dis- 
cussed next. 


Spheres of Influence 


Spheres of influence occur when firms engaged in multi- 
market competition dominate different markets among those 
in which they overlap (Edwards 1955; McGrath, Chen, and 
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Authors 


Heggestad and Rhoades 
(1978) 


Scott (1982) 


Alexander (1985) 


Feinberg (1985) 


Rhoades and Heggestad 
(1985) 


Mester (1987) 


TABLE 1 


Data and Sample 


187 local banking areas in 
1972 


437 firms (among the 1000 
largest) included in the 
FTC Line of Business data 
in 1974 


67 market areas (banking) in 
six states 


391 manufacturing 
companies in the FTC 
Line of Business Data for 
1976 


A: Same as in Heggestad 
and Rhoades (1978) 


B: 154 banking areas 
including 1074 banks 
C: 210 banking areas with 

1443 banks 


171 savings and loan firms 
in California 
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Varlables and Measures 


Dep.: Rivalry measured as 
market share instability 

Indep.: Count measure of 
multimarket contact 

Controls: Concentration, 
growth, limited branding 
dummy, unit banking 
dummy 


Dep.: Profit/sale per Line of 
Business 

Indep.: Probability of 
observing less contact and 
its dummy above the 
median value 

Controls: Concentration, 
minimum efficient scale, 
advertising intensity, 
geographic market size, 
assets/sales, market share 


Dep.: Performance (service 
charge ratio in deposits, 
interest rate on loans) 

Indep.: Multimarket contact 


Dep.: Income/sales 

Indep.: Multimarket contact 

Controls: 

Company study: Market 
share, average sales per 
market, concentration, 
assets/sales, advertising 
ratio 

Industry study: 
Diversification, 
assets/sales, advertising 
ratio, market growth, 
imports, minimum efficient 
scale, consumer focus, 
cost disadvantage ratio 


Dep:. Industry performance 
variables 


Dep.: Rivalry operationalized 
as change in rank 

Dep.: Performance 

(For study B and C, other 
variables were the same 
as in Heggestad and 
Rhoades 1978) 


Dep.: Rivalry measured as 
instability of market 
shares, and performance 
as firm profits and prices 

Indep.: Multimarket contact 
as count and probabilistic 
measures 


Empirical Research in Multimarket Competition: A Summary 


Major Findings 


Multimarket contact reduces 
rivalry in banking areas. 


Interaction between 
multimarket contact and 
concentration has a V 
significant effect. Profits 
are approximately 396 
higher when both seller 
concentration and 
multimarket contact are 
high. 


Quadratic interaction effects 
of multimarket contact with 
concentration were more 
significant. 


Company study supports 
mutual forbearance 
hypothesis and finds a 
quadratic interaction with 
concentration. 

Industry study supports 
mutual forbearance 
hypothesis. 


The results were contrary to 
mutual forbearance 
hypothesis. 

No relationship to 
multimarket contact. 

No relationship to 
multimarket contact. 


Contact affects behavior in 
77.896 of cases. The 
interaction between 
contacts and concentration 
was more significant. 

Effects contradict mutual 
forbearance hypothesis. 


Authors 
Sandler (1988) 


Singal (1993) 


Barnett (1993) 


Hughes and Oughton (1993) 


Evans and Kessides (1994) 


Baum and Korn (1996) 


Gimeno and Woo (1996) 


Jans and Rosenbaum (1996) 


Data and Sample 


123 airline markets during 
1974—1976 and 
1978—1980 


14 mergers among airline 
companies between 1984 
and 1987 


Life history of every firm that 
operated in the consumer 
premises equipment and 
service sector of the 
telephone industry in any 
state from 1981 to 1986 


418 manufacturing firms in 
1979 data from U.K. 
Census of Production 


1000 largest routes in U.S. 
airline industry between 
1984 and 1987 


Data describing the route 
changes of California- 
based commuter air 
carriers from January 
1979 through December 
1984 


U.S. Department of 
Transportation data on 48 
airlines across 3171 
markets for fourth quarters 
from 1984 through 1988 


25 regional cement markets 
in the United States 
(1974-1989) 


Variables and Measures 


Dep.: Log of relative market 
share instability 

Indep.: Concentration, dummy 
for airports with slot 
constraints, multimarket 
contacts among rivals, new 
entry dummy, labor strike 
dummy, deregulation dummy 


Dep.: Yield per mile 
(performance), change in 
yleld per mile 

Indep.: Multimarket contact 


Dep.: Exit rate from a market 

Indep.: Number of single- 
point and multipoint 
competitors 


Dep.: Industry price—cost 
margin, industry rate of 
return 

Indep.: Multimarket contact 

Controls: Concentration, 
minimum efficient scale, % 
imports, % exports, 
research and development 
intensity, diversification, 
growth rate, capacity 
utilization, capital stock, 
capital—output ratio, 
presence of foreign 
multinational enterprises 


Dep.: Log of average price 

Indep.: Direct flight, round- 
trip ticket, distance, route 
market share, 
concentration (route and 
airport), airport market 
share, multimarket contact 


Dep.: Rate of market entry 
and exit 

Indep.: Market domain 
overlap, multimarket 
contact, concentration, 
spheres of influence 


Dep.: Yield (average price 
charged divided by the 
distance of the market) 

Indep.: Multimarket contact, 
strategic similarity 

Controls: Service attributes, 
exogenous market 
characteristics, cost 
position, market structure 


Dep.: Price 

Indep.: Multimarket contact, 
concentration 

Controls: Price of inputs, 
capacity, size, age, 
process technology 


Major Findings 


Multimarket contact is 
related positively to rivalry. 


Multimarket contact has a 
significant positive effect 
on performance, thereby 
supporting mutual 
forbearance hypothesis. 


If market is critical for a firm, 
multimarket contact 
reduces nvalry. 


Multimarket contact has 
significant positive effect 
on performance. 


Multimarket contact has a 
strong positive effect on 
prices. 


Multimarket contact and its 
interaction with spheres of 
influence are related 
significantly to lower entry 
and exit. However, the 
interaction of multimarket 
contact and concentration 
was insignificant. 


Multimarket contact strongly 
decreases rivalry, whereas 
strategic similarity 
moderately increases 
rivalry. 


Multimarket contact has a 
greater positive effect on 
price as home market 
concentration increases. 


Multimarket Competition / 55 


Authors Data and Sample 

Booker et al. (1997) 286 California-based 
hospitals from California 
Health Facilities 


Commission s annual 
disclosure survey 
(1980—1986) 


Mobile (cellular) telephone 
industry in the United 
States 


Parker and Roller (1997) 


Fernandez and Marin (1998) 2221 hotel establishments in 


Spain 


Baum and Korn (1999) Data descnbing the route 
changes of California- 
based commuter 
aircarriers from January 
1979 through December 


1984 


Gimeno (1999) U.S. Department of 
Transportation data on 48 
airlines across 2897 


markets 


Gimeno and Woo (1999) U.S. Department of 
Transportation data on 28 
airlines across 3000 
markets from 1984 to 


1988 


Notes: Dep. = dependent variables, and Indep. = independent vanables. 


Varlables and Measures 


Dep.: Market exit (as an 
indirect indicator of 
intensity of competition) 

Indep.: Multimarket contact 
(market overlap for 
specific service), mode of 
service, chief executive 
change, performance 

Control: Density, contracting, 
historic exit rate, statewide 
service density, medical 
doctors per capita, 
ownership, hospital size 


Dep.: Price—cost margin. 

Indep.: Regulation (none, 
low, high), dummy 
variables for specific firms 
and competitors in specific 
markets, cross ownership, 
multimarket contact, first 
entrant s lead over the 
second entrant, age of the 
cellular system 


Dep.: Price 

Indep.: Multimarket contact, 
concentration 

Controls: Age, hotel 
category, ‘quality distance, 
local wages, local demand 


Dep.: Rate of market entry 
and exit 

Indep.: Multimarket contact, 
multimarket contact with a 
rival relative to the 
multimarket contact wrth 
other competitors, size of 
competitor 

Control: Focal airline 
characteristics, competitor 
airline characteristics, 
aggregate environmental 


characteristics г 


Dep.: Yield (average price 
per mile), market share 

Indep.: Reciprocal and 
nonreciprocal multimarket 
contact 

Controls: Service attributes, 
market attributes, cost 
position, market structure, 
firm dominance 


Dep.: Cost, price, margin 

Indep.: Multimarket contact, 
economies of scope, 
interactions 


Major Findings 


Multimarket contact reduces 


the probability of exit from 
a market (because of 
lower intensity of 
competition). 


Multimarket contact explains 


noncompetitive prices (as 
a result of lower intensity 
of competition). 


Multimarket contact has a 


positive effect on collusion 
at low levels of market 
concentration; negative 
effect at high levels of 
market concentration. 


Multimarket contact has an 


inverted-U relationship 
with rate of entry and exit. 
Relative multimarket 
contact and the interaction 
of multimarket contact with 
firm size have significant 
effects on entry and exit. 
The rate of entry and exit 
were considered the 
aggregate measure of 
interfirm rivalry. 


Reciprocal multimarket 


contacts decrease rivalry 
and increase market share 
sustainability more than 
nonreciprocal multimarket 
contacts. 


Multimarket contact is 


correlated with economies 
of scope. Multimarket 
contacts have a greater 
effect on prices and 
performance when they 
occur in markets that 
share scope economies. 
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FIGURE 2 
Multimarket Contact and Intensity of Competition: А Contingency Model 
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MacMillan 1998). When firms are involved in multimarket 
competition, their market position may not be similar in all 
overlapping markets. Differences may arise from factors 
such as differing area and levels of technological knowl- 
edge, specialization, and different transportation costs be- 
cause of different plant locations (Bernheim and Whinston 
1990; Gimeno 1999). This will result in spheres of influ- 
ence, that is, different firms being dominant in different 
markets. If the firms that have multimarket contact also have 
different spheres of influence, this may accentuate the in- 
verse relationship between multimarket contact and intensi- 
ty of competition further (Baum and Korn 1996). 

Consider, for example, a two-firm, two-market situation, 
in which Firms A and B compete against each other in mar- 
kets X and Y, so that Firm A is dominant (the market leader) 
in Market X and Firm B is dominant in Market Y. If A at- 
tacks B in Market Y, B is likely to retaliate by attacking A in 
the market in which A has more to lose, namely, Market X. 
At the same time, Firms A and B will want to prevent severe 
rivalry in the markets they dominate, because if such an 
eventuality arises, the dominant firm is the one that has 
more revenue or profits at risk. This situation may lead to 
reciprocal tacit collusion, in which A will allow B to domi- 
nate Market Y as long as it is allowed to dominate Market 
X. In a way, the asymmetry of competitive market positions 
in different markets leads to symmetry in overall retaliatory 
capability for the firms. This, in turn, may enhance mutual 
forbearance and lower the intensity of competition between 
these firms. Spheres of influence limit rivalry by serving as 


mechanisms for the transfer of power; retaliatory power in 
one market can be deployed to sustain a dominant position 
in another market (Bernheim and Whinston 1990). In the ab- 
sence of spheres of influence, Firm A may have no reason to 
cooperate with Firm B in Market Y. In effect, Firm B has 
transferred the power to retaliate against Firm A in Market 
X to enforce Firm A's cooperation in Market Y. However, 
for spheres of influence to take effect, firms need credible 
threats of retaliation in each other's dominant markets. 
Footholds in rivals’ spheres of influence manifest them- 
selves as credible threats (Karnani and Wernerfelt 1985). 
Bernheim and Whinston (1990) suggest that it is spheres 
of influence that lead to the reduction in the intensity of 
competition in a multimarket scenario and that mere aggre- 
gation of contacts might not lead to mutual forbearance. 
However, it seems likely that aggregation of contacts, as de- 
scribed previously, will lead to mutual forbearance because 
of increased deterrence and familiarity. Spheres of influence 
will enhance deterrence because firms will be interested in 
protecting specific key markets from retaliatory moves by 
rivals and therefore may refrain from taking actions that are 
likely to provoke reactions in such markets. In effect, at a 
given level of multimarket contact among firms, the pres- 
ence of different spheres of influence may make the firms 
even less prone to taking aggressive actions (Baum and Ko- 
rn 1996). In such cases, firms would want to prevent multi- 
market competitive reactions that are targeted at their 
spheres of influence. Spheres of influence affect the rela- 
tionship between multimarket contact and intensity of com- 
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petition by influencing the ability of firms to deter each oth- 
er. This argument has received empirical support in Gi- 
meno’s (1999) work. 


Proposition 1: The negative relationship between the degree of 
multimarket contact and the intensity of compe- 
tition between firms will be stronger in condi- 
tions of spheres of influence than otherwise. 


Resource Similarity 


Resource similarity is the extent to which a firm's tangible 
and intangible resource endowments (resources critical for 
success in the market) are comparable to those of its com- 
petitors. Resource similarity may affect interfirm rivalry be- 
cause competitive advantage is derived from the ability of a 
firm to develop and sustain valuable resources that are dif- 
ferent than those of its competitors (Teece, Pisano, and 
Shuen 1997). Consequently, firms with similar resources are 
likely to have similar strategic strengths and weaknesses in 
the marketplace (Chen 1996) and compete using similar 
strategies (Gimeno and Woo 1996). 

As we noted previously, rivalry is a result of social con- 
structions of the competitive environment by firms. Firms 
with similar resources may be more likely to view each oth- 
er as significant competitors because they will be more alert 
to each other’s actions (Porac and Thomas 1990). However, 
this increased focus also means that these firms may be able 
to understand each other’s strategies and capabilities better 
and become more familiar with each other compared with 
firms that are less similar in terms of resource bundles. The 
ability of these firms to become familiar with each other is 
aided further by the likelihood that firms with similar re- 
sources will pursue similar strategies. 

In addition, firms with similar resource bundles may be 
in a better position to sustain a cooperative arrangement, 
such as mutual forbearance, because they hold credible 
threats of retaliation against each other (Chen 1996). That is, 
firms with similar resource bundles may be able to deter 
each other better because they can match competitive ac- 
tions, thus rendering the actions invalid (Teece, Pisano, and 
Shuen 1997). In signaling terms (Heil and Robertson 1991), 
a signal from a competitor endowed with similar resources 
is likely to be considered more credible than a signal from a 
competitor endowed with dissimilar resources. Consequent- 
ly, regardless of multimarket contact, if one firm has a re- 
source advantage over its rival, it may not be motivated to 
forbear from aggressive competition because of the percep- 
tion that it can outmaneuver the competition, which cannot 
match its resources. Therefore, the ability of multimarket 
contact to reduce intensity of competition between firms be- 
comes greater when the firms are similar in their resource 
endowments. Empirically, Baum and Korn (1999) find that 
size differential of firms, an indicator of resource dissimi- 
larity, interacted with multimarket contact in influencing the 
rate of entry and exit in a market. In summary, resource sim- 
ilarity enhances the familiarity between multimarket com- 
petitors and increases the credibility of retaliation 
expectations, thus increasing the forbearance effects of mul- 
timarket contact. 
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Proposition 2: The negative relationship between the degree of 
multimarket contact and the intensity of compe- 
tition between firms will be stronger in condi- 
tions of high resource similarity than in condi- 
tions of low resource similarity. 


Organizational Structure of Competing Firms? 


The preceding discussion makes it apparent that appropriate 
coordination and control among the different organizational 
units that manage the activities in the different geographic- 
product markets are critical for the effectiveness of multi- 
market strategies (Gimeno and Woo 1999). For example, 
consider Firm A and Firm B, which compete with each oth- 
er in Markets X and Y, with different administrative units 
managing the operations of the firms in each market. For 
mutual forbearance to take place, the two firms should have 
administrative units that are willing and capable of coordi- 
nating their strategies across the two markets. That is, mul- 
timarket competition will lead to mutual forbearance and 
lower intensity of competition only if each firm achieves ef- 
fective coordination between the administrative units that 
manage the operations in the two markets. In the absence of 
such intrafirm coordination, competition converges to 
market-by-market competition. Such competition may be 
less than optimal for overall firm performance. For example, 
an administrative unit within a firm, in its attempt to maxi- 
mize its performance within its geographic-product market, 
may initiate actions that lead to multimarket retaliation by a 
better coordinated rival, which leads to losses in many mar- 
kets, even if the administrative unit that initiates the original 
action benefits from the outcome. In effect, what is optimal 
behavior at the administrative unit level may be suboptimal 
at the firm level. Therefore, organizational structures that 
provide firms with the ability to coordinate actions across 
markets may improve their ability to deter rivals in a multi- 
market context. This discussion is summarized in Proposi- 
tion 3: 


Proposition 3; The negative relationship between the degree of 
multimarket contact and the intensity of compe- 
tition between firms will be stronger when the 
firms have organizational structures character- 
ized by a greater degree of coordination of 
actions across the units that manage decision 
making in the different markets than otherwise. 


Seller Concentration 


Seller concentration is a measure of the oligopolistic na- 
ture of the market and an important predictor of compet- 
itive behavior. It is often computed as the percentage of 
market sales accounted for by the largest few firms in the 
market (e.g., four- and eight-firm concentration ratios) or 
by the Herfindahl-Hirschman index, defined as the sum 
of squared market shares (Oster 1994). Multimarket con- 


3We gratefully acknowledge that organizational structure-related 
issues raised by two anonymous reviewers were instrumental in 
our refining the conceptual model and including organizational 
structure as a moderator variable. 


tact may fail to sustain a tacit collusive arrangement, such 
as mutual forbearance, in conditions of low seller con- 
centration. It is likely to have little additional effect on 
mutual forbearance when seller concentration is very 
high. In markets of moderate concentration, however, the 
impact of multimarket contact on intensity of competition 
is likely to be most pronounced. A more detailed discus- 
sion follows. 


Low seller concentration. In conditions of low seller 
concentration, firms do not possess the ability to deter each 
other, because no firm has enough of a stake in the market 
(Areeda and Turner 1979). Furthermore, the difficulty that 
firms may encounter in becoming sufficiently familiar with 
each other when there are many competitors also suggests 
that multimarket contact may not be effective as a learning 
mechanism to ensure tacit collusion in fragmented markets. 
Moreover, retaliatory moves in less concentrated markets 
influence many firms, which may lead to escalation of ri- 
valry rather than deescalation. 


High seller concentration. In conditions of high seller 
concentration, because a significant share of the total market 
revenues will be dispersed among fewer firms, firms are 
more likely to refrain from intense rivalry because they 
would have sizable revenues and market shares at stake. For 
example, the absolute monetary loss from an aggressive 
price war may be higher compared with what it would be in 
conditions of low seller concentration. Therefore, the poten- 
tial for higher losses that already exists when seller concen- 
tration is high, along with increased opportunities for 
retaliation, provides the motivation for deterrence in multi- 
market competition. 

Furthermore, when seller concentration is high, firms 
have a higher likelihood of becoming more familiar with 
each other because, when faced with fewer competitors, 
they are likely to be able to monitor their competitors better 
(Porac and Rosa 1996). Implicit coordination of activities 
between firms therefore may be easier when familiarity en- 
ables them to recognize their interdependence. In effect, 
firms may not even require multimarket contact to become 
familiar with each other or attain a market position at which 
it serves the firm better to refrain from intense competition. 
That is, concentrated markets may provide firms with the 
necessary and sufficient conditions for mutual forbearance 
that multimarket contact provides—familiarity and deter- 
rence—and thereby serve as a substitute for multimarket 
contact as far as creating conditions for tacit collusion is 
concerned. As a result, multimarket contact may have little 
additional effect on forbearance in concentrated markets. 


Moderate seller concentration. In markets of moderate 
concentration, tn which firms may lack the necessary power 
to deter rivals, as well as the necessary familiarity to coor- 
dinate activities tacitly, multimarket contact may be able to 
enhance both these conditions to foster mutual forbearance. 
Therefore, multimarket contact is more likely to ensure mu- 
tual forbearance in markets of moderate concentration 
(Areeda and Turner 1979; Bernheim and Whinston 1990) 
compared with markets of high or low concentration. In sup- 
port of this argument, Alexander (1985), Feinberg (1985), 
and Gimeno, Marin, and Woo (1998) find a quadratic inter- 


action effect for focal market concentration and multimarket 
contact on intensity of competition. That is, they find that 
multimarket contact is most effective as a mechanism for 
enforcing mutual forbearance in markets of moderate con- 
centration. The curvilinear moderating impact of seller con- 
centration on the relationship between multimarket contact 
and intensity of competition is due to multimarket contact 
and seller concentration being substitutes at high levels of 
concentration, though they are complementary at moderate 
levels of concentration. These arguments are summarized in 
the following proposition: 


Proposition 4: The negative relationship between the degree 
of multimarket contact and the intensity of 
competition between firms will be stronger in 
conditions. of moderate seller concentration 
than in conditions of either high or low seller 
concentration. 


In summary, the relationship between multimarket con- 
tact and intensity of competition is posited to be moderated 
by the impact of the four variables discussed in this section. 
Further advancement of the theory of multimarket competi- 
tion calls for exploration of the implications of the phenom- 
enon for marketing strategy and research and empirical 
verification of the moderating effects of the variables speci- 
fied in Figure 2. 


Implications for Marketing Strategy 
and Research 


The implications of multimarket competition for marketing 
strategy and research are discussed here ın reference to two 
issues germane to marketing strategy: product line rivalry 
and market entry. 


The Multimarket Nature of Product Line Rivalry 


Product line rivalry. A product line 1s defined as “а 
group of products within a product class that are closely re- 
lated because they function in a similar manner or are sold 
to the same customer groups or are marketed through the 
same types of outlets or fall within given price ranges" 
(Kotler 1994, p. 434). Product line rivalry is defined as the 
competitive actions and reactions taken by firms when they 
compete with one another using product lines. Firms often 
compete using product line strategies in multiple product 
markets. For example, the product line rivalry among the 
consumer products multinationals Colgate-Palmolive, 
Henkel, Procter & Gamble, and Unilever spans across a va- 
nety of geographic markets (e.g., several countries in 
Africa, Asia, Europe, North America, and South America) 
and product lines (e.g., laundry detergents, toiletries, house- 
hold cleansers). 

Product lines emerge as a result of intrafirm product 
differentiation. Product differentiation is the process by 
which marketing managers make a product physically 
and/or perceptually different from competing products. It 
is a generic strategy for achieving competitive advantage 
(Porter 1980). Often, firms introduce differentiated prod- 
ucts within a product market as a growth strategy (to 
cater to varying consumer tastes or exploit economies of 
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scale and scope) or as an entry deterrent strategy (to рге- 
vent rivals from entering the market), thereby creating 
product lines (Oster 1994). When competing firms seg- 
ment the market in similar ways, product line rivalry be- 
comes a form of multimarket competition. This is 
explained next. 


Product line rivalry and multimarket competition. 
Product line strategies associated with competing firms 
segmenting the market in similar ways is likely to bring 
firms into greater contact with each other, leading to in- 
creased multimarket competition. That is, the more simi- 
lar the product lines of two firms, the greater the 
inultimarket contact possibilities are, provided the firms 
operate in the same geographic markets. Product line sim- 
ilarity implies that firms have lines of similar breadth 
(number of products) targeted at similar market segments. 
Given the notion of similar product lines bringing firms 
into greater contact with each other, product line rivalry 
may be influenced by the characteristics of multimarket 
competition. When the product lines of two firms evolve 
to become more similar and their product markets in- 
creasingly overlap, the greater multimarket contact may 
reduce the intensity of competition between firms in a spe- 
cific market. Furthermore, if different firms dominate dif- 
ferent product markets (segments), these markets 
(segments) may serve the function of spheres of influence, 
thereby providing added motivation for the firms to re- 
duce the intensity of competition. 

However, before mutual forbearance takes effect, firms 
тау extend their product lines and enter different markets. 
'The motivation for this strategy normally is attributed to the 
desire of firms for growth or entry deterrence, but it also 
could follow from firms' attempts to establish footholds in 
markets dominated by their rivals to signal their intent and 
ability to compete aggressively in those markets, if warrant- 
ed (Karnani and Wernerfelt 1985). Therefore, firms may use 
product lines to establish footholds in the segments domi- 
nated by their rivals and deter these rivals from becoming 
overly aggressive in their own spheres of influence. 

Although establishing these footholds may lead to retal- 
iation and, in turn, to costs associated with combating such 
rivalry, firms still may establish footholds because they 
serve as credible commitments of retaliation to future at- 
tacks in their spheres of influence. Deterrence is often pos- 
sible only if a firm establishes a credible commitment to 
respond should it be subjected to competitive attacks in its 
markets (Schelling 1960). A firm's actual presence in a mar- 
ket is likely to be perceived by rivals as a more credible 
commitment of the firm's potential to retaliate than the mere 
possibility that it may enter the market. Furthermore, actual 
presence may be required to highlight interdependence, 
through heightened familiarity, to prevent future attacks by 
a firm's rivals. Therefore, even if a firm is aware that a com- 
petitor is likely to respond in kind to its attempts to establish 
& foothold in its competitor's market, it still may attempt to 
do so because the cost of building these footholds may be 
considered lower than the cost of aggressive rivalry. Even if 
the original entry may have been with aggressive intent, a 
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foothold retaliation may limit firms to deterring each other 
with limited presence in each other's markets. 


The pet food industry: An illustration of the multimarket 
nature of product line rivalry.4 The case of the U.S. pet food 
industry (Stuart 1991) provides additional insights into the 
multimarket nature of product line rivalry. The U.S. pet food 
industry consists of dog food in five segments (dry, semi- 
moist, canned, snack, and soft-dry) and cat food in three 
segments (dry, moist, and canned). The industrywide market 
share leader in 1985 was Ralston Purina (26.9%), followed 
by Carnation Foods, a subsidiary of Nestlé (12.2%). The 
other leading players in the market were Kal Kan Foods, a 
subsidiary of Mars (8.4%); H.J. Heinz (7.8%); Quaker Oats 
(7.1%); Alpo Pet Foods, a subsidiary of Grand Metropolitan 
PLC (7.1%); and Gaines Pet Foods (6.6%). 

The segmentwise market share figures (Maxwell 1986) 
reveal that different firms dominated different segments in 
1985. For example, Ralston Purina was the market share 
leader in the dry dog food and dry and moist cat food seg- 
ments and was the second-biggest player in snack and soft- 
dry dog food segments. Carnation was the market share 
leader in the canned cat food segment and the second-largest 
brand in the dry cat food segment. Furthermore, Carnation 
had a strong presence in the canned dog food segment. 
Heinz led the snack dog food segment and was a strong sec- 
ond in the canned cat food segment. Gaines dominated the 
semimoist dog food segment, and Quaker Oats led the soft- 
dry dog food segment. Alpo dominated the canned dog food 
segment. АП the leading firms, except Kal Kan, dominated 
at least one of the different segments in the market. This 
suggests that the pet food industry was an example of an in- 
dustry with product line competition in which different 
firms dominated different segments of the market. 

The theory of multimarket competition suggests that the 
firms may observe mutual forbearance in these circum- 
stances. However, if the mutual forbearance behavior is up- 
set by an action taken by a competitor, the reactions may be 
swift and aggressive. In this particular case, actions taken by 
Quaker Oats sent the industry into a spiral of competitive 
activity. By acquiring Gaines in 1986, Quaker entered the 
dry dog food segment dominated by Ralston Purina. Ralston 
Purina retaliated by acquiring Benco in 1987 and establish- 
ing a foothold in the semimoist dog food segment dominat- 
ed by Quaker Oats. Following this, all major competitors in 
the industry attempted to broaden their product scope (from 
dog foods or cat foods to dog foods and cat foods), conceiv- 
ably to establish footholds in their competitors’ spheres of 
influence. For example, Heinz, a dominant firm in the cat 
food segments, entered the dry and canned dog food seg- 


4This ехатр is meant to illustrate and clarify the nature of 
multimarket competition. We do not intend it to be considered ro- 
bust empirical evidence of the phenomenon, because this example 
is susceptible to alternative explanations. At the very least, we are 
not in a position to rule out such alternative explanations, Never- 
theless, this example illustrates the nature of firm behavior in mar- 
kets characterized by multimarket competition. 


ments, and Alpo, a major player in the dog foods market, еп- 
tered the dry cat food segment and enhanced its market po- 
sition in the canned cat food segment from .4% to 9.1%. By 
1990, all firms had established a presence in three or more 
of the dog food segments and two or more of the cat food 
segments (see Maxwell 1991). As a consequence, in 1990, 
the industry was characterized by much higher multimarket 
contact than in 1985. Subsequent to the episodes of mutual 
invasion, that pattern and intensity of competition changed 
somewhat. In July 1990, Ralston Purina, the industry leader, 
announced its first price increase in two years, which was 
followed by most rivals (Stuart 1991). The firms also 
stopped their stream of product introductions in their rivals’ 
main markets and began launching superpremium exten- 
sions of their existing brands (e.g., Purina O.N.E. by Ralston 
Purina, Expert by Kal Kan, and “advanced formula” Cycle 
by Quaker Oats). The segment positions of the dominant 
firms changed little between 1990 and 1992.5.6 All these fac- 
tors imply a likely decrease in the intensity of competition 
among the firms in the period between 1990 and 1992. This 
example serves to illustrate the dynamics of multimarket 
competition when firms compete using product lines. 


Observations. The foregoing discussion demonstrates 
how firms might use product lines to establish footholds in 
the segments dominated by their rivals. When these firms 
established footholds in the critical markets of their rivals 
and signaled their capability to retaliate against the segment 
leader, each firm seemed to focus on enhancing its position 
further in those market segments in which it already held a 
dominant position. In effect, multimarket competition fos- 
tered by the similarity in the product lines of firms may con- 
strain their strategic flexibility. Furthermore, product line 
strategy may have a strategic import that goes beyond the 
desire of firms to block competition, serve vaned consumer 
tastes, and exploit potential economies of scale and scope, 


5The end of mutual invasion strategies can be identified by 
tracking the changes in the firms' revenue concentration in a few 
segments. А Herfindahl-Hirschman index 1$ constructed for each 
firm and reflects the concentration of revenues in a few segments 
А higher index reflects that firms are focusing on fewer segments 
for a greater portion of their revenues (greater revenue concentra- 
tion in a few markets), and a lower index represents greater diver- 
sity across segments (revenues for firms are spread out more 
evenly across various segments). The revenue weighted index for 
firms was highest in 1983 and fell quickly between 1985 and 1990. 
After 1990, the index increased again, which implies that firms 
were relying more on their spheres of influence for increasing their 
revenues and initiating fewer entries into other segments. 

6The market share instability (an indicator of intensity of com- 
petition) among major firms was evaluated using market share in- 
stability indexes for each segment (Ogur 1976), with market shares 
defined relative to all major firms in the industry (to eliminate the 
effect of marginal firms). The revenue weighted average across 
segments indicates that market share instability peaked in 1986 and 
was also high in 1989-90. After 1990, market share instability de- 
creased, with the 1992 index being the lowest ın the 1983—1992 pe- 
под. This also implies that intensity of competition in this industry 
decreased after 1990 


which are the reasons commonly attributed to the use of 
product line strategies by firms (Oster 1994). As we de- 
scribed previously, a firm may use a product line strategy to 
establish footholds in competitors' key markets to protect its 
interest in the segments that it dominates. This dimension of 
the strategic intent of a firm is likely to become apparent on- 
ly when the multimarket nature of product line rivalry is 
considered. 

Furthermore, for the firms involved in product line ri- 
valry, even simple actions such as a price promotion in a 
particular geographic-product market could have disastrous 
consequences if they send firms on a competitive spiral that 
has effects in many markets. Therefore, in such situations, 
firms may need to consider the consequences that their ac- 
tions conceivably could have on multiple markets that nor- 
mally might not enter into their strategic calculus when 
contemplating a plan of action. In addition, as we noted in 
the section on the moderating impact of organizational 
structure on mutual forbearance, there is a need for efficient 
information sharing and coordination among the managers 
responsible for various products in a product line in order to 
implement efficient multimarket strategies. The need for 
such coordination may have been an underlying motivation 
for the increasing use of category management by firms. 
Category management, in which a single decision maker is 
responsible for a product line (Zenor 1994), facilitates bet- 
ter coordination of strategies for the various brands within a 
product line and thereby enables firms to formulate and im- 
plement multimarket strategic actions for the whole product 
line. The category manager may be willing to forbear from 
competitive actions in some products to deter rivalry in 
some other products within the product line. 


Market Entry Strategies 


Entry strategy and competitive history. Market entry 
from the perspective of the incumbent, as well as the per- 
spective of the new entrant, has been a topic that has re- 
ceived a significant amount of attention 1n marketing 
(Clark and Montgomery 1997). Entering a new market with 
a new or existing product is a commonly used growth strat- 
egy, but it is also prone to extremely high failure rates. New 
product failure rate is often as high as 8096, which suggests 
the need for a well-conceived plan for entering the market 
that considers the various facets that may influence the suc- 
cess of the entrant (Green, Barclay, and Ryans 1995). Gru- 
ca and Sudarshan (1995), in developing a framework for 
entry deterrence strategy, suggest that the competitive en- 
vironment is a key factor that, through its dimensions of 
cost conditions, demand conditions, legal climate, and 
competitive history, shapes an incumbent's response to an 
entrant's strategy. Competitive history, which encompasses 
incumbents’ reputation for retaliation, their tactics and 
strategies, and the nature of their relationships with suppli- 
ers and clients (Gruca and Sudarshan 1995), can act as an 
effective barrier to competitive entry. Competitive history, 
in this sense, is the knowledge that potential entrants have 
about incumbents’ ability and motivation to respond, and it 
may influence their decision to enter specific markets. As 
Clark and Montgomery (1997) argue and experimentally 
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demonstrate, a potential entrant’s perception of the aggres- 
siveness and intelligence of incumbents determines its own 
propensity to enter a market. Therefore, competitive histo- 
ry is likely to be a critical input as firms devise entry and 
entry deterrence strategies to gain and sustain competitive 
advantage 


Multimarket competition and competitive history. When 
incumbents and potential entrants are single-market firms, 
potential entrants must evaluate competitive history indi- 
rectly, because by definition, they are not present in the mar- 
ket that they are trying to enter. When firms compete in 
multiple markets, however, the potential entrant can use the 
lessons from the rich history of interactions with the incum- 
bent in multiple markets for strategic decisions on market 
entry. Multimarket contact fosters greater familiarity among 
firms about the ability and motivation of their rivals to act 
and react in a given competitive environment. Therefore, 
multimarket competition contributes an additional dimen- 
sion of competitive history among firms in a market. The in- 
creased number of interactions, as a result of multimarket 
contact, will both highlight and shape the rivalry among / 
firms. Therefore, the behavior of firms in a multimarket con- 
text, rather than in a single market, constitutes the entire 
competitive history among them. These considerations sug- 
gest the need for broadening the scope of the competitive 
history construct to encompass the history of competition in 
not only the focal market, but also other markets in which 
the fortunes of the firms are interdependent. 


The entry strategy of U2: An illustration of multimarket 
contact and competitive history.’ In 1994, United Airlines 
announced plans for launching a short-haul subsidiary, 
named 02, to cater to several California commuter airtravel 
markets dominated by Southwest Airlines. As of December 
1993, United and Southwest were competing head-to-head 
in 95 other city pair markets 1n the industry, from which 
United and Southwest obtained 9% and 31% of their air- 
travel revenues, respectively.8 Southwest signaled its intent 
to retaliate in multiple markets to this proposed action by 
publicizing its plans to enter some longer-haul routes served 
by United Aurlines, conditional on United’s behavior. Over 
time, Southwest Airlines has developed a reputation of be- 
ing a competitor that does not capitulate, a reputation that 
was built on the basis of its history of rivalry with other air- 
lines in many markets. Although U2 initially tried to com- 
pete directly with Southwest, it swiftly made its exit from 
many routes because Southwest, true to reputation, did not 
yield. As of now, U2 has only minimal market overlap with 
Southwest Airlines. It is conceivable that the rapid reposi- 
tioning of U2 away from Southwest Airlines’ routes in Cal- 
ifornia was also based on considerations, such as the latter’s 
competitivé history in mutually contested markets and the 
possibility that it might retaliate in multiple markets, as 
threatened.? 


7See footnote 4. 

8Calculations are based on the Department of Transportation’s 
Origin and Destination database. 

9For additional insights, see Carey (1998), McCartney (1996), 
and O'Brian (1994). 
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Observations. Firms, when they formulate market entry 
strategies, may benefit from considering the potential im- 
pact that their decision to enter new markets can have on 
other markets in which they currently compete. This calcu- 
lation may change the estimates of future revenues that 
might result from entry. Entry strategy formulation based on 
a broader construal of the competitive history construct also 
may sensitize a firm to other markets it can enter more ef- 
fectively. In some of these markets, though the projected 
gross revenue may be lower, the competitive retaliation also 
may be lower and the actual net revenue therefore higher. In 
other words, consideration of the impact of multimarket 
competition may significantly alter the outcome of the 
cost-benefit analysis that firms undertake before a market 
entry, thus influencing the choice among alternative entry 
strategies. 


Future Research Directions 


The research stream in multimarket competition is still 
evolving, thus providing several avenues for further re- 
search. Although the mutual forbearance effect of multimar- 
ket competition (the inverse relationship between the degree 
of multimarket contact and intensity of competition) has re- 
ceived empirical support, the contingency effects of perti- 
nent competitive and market factors have not been 
examined in an integrative manner. Against this backdrop, 
an empirical examination of the conceptual model devel- 
oped here could lend additional insights into the nature of 
the relationship between multimarket contact and intensity 
of competition. 

The process by which multimarket competition influ- 
ences the intensity of competition between firms also calls 
for empirical verification. That is, the role that multimarket 
contact plays in enhancing deterrence and familiarity among 
firms should be verified to lend substance to the theory that 
underlies the relationship between multimarket contact and 
intensity of competition. This would call for approaches that 
capture the mental maps of managers in firms that engage in 
substantial multimarket competition. The extent to which 
multimarket contact plays a role in the determination of a 
firm's familiarity with other firms and the degree to which it 
deters these firms from acting against each other can be 
gauged through detailed interviews with managers, observa- 
tion of actual behavior, or self-report measures. Further- 
more, such studies will help shed light on how managers 
mentally map their market and determine their rivals and 
thereby contribute substantially to strategic decision-making 
knowledge. The influence of multimarket competition on 
the cognitive construction of rivalry is, therefore, another 
promising stream of research. 

Another critical issue regarding multimarket competi- 
tion is the extent to which managers use multimarket con- 
tact as a deliberate strategy to elicit cooperation from 
their firm's competitors. Much research in this area as- 
sumes or implies that there is a deliberate strategic inten- 
tion in a firm's use of multimarket contact to ensure 
mutual forbearance through increased deterrence of com- 
petitors and increased familiarity with competitors. The 
question then is whether multimarket contact is an out- 


come of rational strategic planning by managers ог ап ас- 
cidental outcome of marketplace dynamics. Or, is it an in- 
cremental adaptive strategic learning process in which 
multimarket contact is both a result of strategic intent and 
an outcome of random marketplace dynamics? The an- 
swers to these questions may lie in an empirical examina- 
tion of the process that underlies the emergence of mutual 
forbearance as a result of multimarket contact (Korn and 
Baum 1999). 

Although the focus of this article has been multimarket 
contact, it must be highlighted that multimarket contact is 
only one of the many forces that influence the market be- 
havior of firms. The role that multimarket contact might 
play in shaping the competitive behavior of firms along 
with other influences provides many opportunities for re- 
search. The moderating role that Clark and Montgomery 
(1997) observe for multimarket contact in the relationship 
between competitive reputation and entry deterrence is an 
example of one such outcome. In continuing with this 
stream of research, researchers can examine how multimar- 
ket competition influences entry strategies, entry deterring 
strategies, and other competitive market behavior of firms 
jointly with other factors, such as other market and cost 
characteristics. 

Much of the empirical research in multimarket competi- 
tion conceptualizes multiple markets along the geographic 
market dimension. This leaves the empirical aspects of the 
multimarket impact of overlapping product markets, charac- 
terized by product line rivalry, considerably underre- 
searched. With regard to the multimarket impact of product 
line rivalry, possible research directions include (1) the im- 
pact of product line similarity on the intensity of competi- 
tion between firms, (2) the constraining effects of 
multimarket competition on the product line strategies of 
firms, and (3) the extent to which product line strategies are 
used to establish footholds in important markets. 

In the case of multinational enterprises (MNEs), и is 
possible to envision a firm reacting to being attacked in one 
national market through actions in a different national mar- 
ket. This could be more prevalent for firms that use the 
transnational form of coordination (Bartlett and Ghoshal 
1989). In this form of organization, an MNE coordinates its 
activities on a global basis. Therefore, it is likely that an at- 
tack in a specific country market would cause an MNE or- 
ganized transnationally to evaluate the merits of retaliating 
in a different country market (Watson 1982). Likewise, 
when contemplating attacking a multimarket rival in a spe- 
cific country market, an MNE might take into account the 
country market(s) in which the rival is most likely to retali- 
ate. The dearth of empirical research examining multimarket 
competition in the global marketing context provides oppor- 
tunities for additional research in this area. 


Methodological Issues 


Extant research on multimarket competition provides in- 
sights into some methodological issues to which marketing 
Scholars contemplating empirical research in multimarket 
competition must be sensitive. This section captures these 
insights. 


Data Sources 


Much of the empirical research in multimarket competi- 
tion has been conducted using secondary data sources. 
For example, Alexander (1985) and Mester (1987) use 
data from the banking industry, and Baum and Korn 
(1996) and Gimeno and Woo (1996) use data from the 
airline industry. In these cases, overlap in geographic 
markets is considered the determinant of multimarket 
contact. Other industry-specific data used include data 
from the telephone industry (e.g., Barnett 1993; Parker 
and Roller 1997). Multi-industry data sources used for 
studying the impact of multimarket contact include Fed- 
eral Trade Commission (FTC) Line of Business data 
(e.g., Feinberg 1985; Scott 1982) and U.K. Census of 
Production data (e.g., Hughes and Oughton 1993). The 
impact of multimarket competition on product line rival- 
ry could be studied by isolating industries such as the pet 
food industry, in which such competition is prevalent, 
and then longitudinally examining how multimarket com- 
petition shapes market structure, as well as the nature of 
rivalry. 


Research Methods 


Cross-sectional and longitudinal approaches have been used 
to conduct research in this area. Because the phenomenon of 
multimarket competition delineates an impact that is shaped 
over time, longitudinal approaches such as panel data meth- 
ods (e.g., Evans and Kessides 1994; Gimeno and Woo 1996) 
and event history analysis (e.g., Barnett 1993; Baum and 
Korn 1996) seem more appropriate. Furthermore, as demon- 
strated by Clark and Montgomery (1997) and Phillips and 
Mason (1992), experiments can be used effectively to study 
the impact of multimarket competition in controlled situa- 
tions. This approach could be particularly valid for examin- 
ing the process that underlies the impact of multimarket 
contact on intensity of competition. That is, experiments 
could be useful for studying the impact of multimarket con- 
tact on deterrence and familiarity. Furthermore, the impact 
of multimarket competition on how firms define rivals and 
rivalry (the extent to which multimarket contact contributes 
to the social construction of rivalry within firms) could be 
analyzed using qualitative methods, such as depth inter- 
views of the managers involved in making the decisions. 


Measurement 


The constructs central to the proposed conceptual model are 
multimarket contact, intensity of competition, spheres of in- 
fluence, resource similarity, organizational structure, and 
seller concentration. In Table 2, we outline alternative oper- 
ationalizations and studies that have employed these opera- 
tionalizations. A critical issue regarding operationalization 
of multimarket contact and spheres of influence is the defi- 
nition of the market. Typically, research in multimarket con- 
tact is conducted in industries in which clear geographic 
delineation of markets is possible (e.g., airline, banking). 
However, marketing strategy researchers would be equally 
interested in multimarket competition in the context of prod- 
uct line rivalry, for which market definition would need to 
encompass the two dimensions of product markets and geo- 
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graphic markets. Therefore, market definition in such cases 
may benefit from the approach we have used in defining a 
geographic-product market. 

It also should be noted that there are different ways of 
evaluating intensity of competition. One method is direct 
observation of competitive attacks and responses by rivals 
(for example, see Chen 1996). Another method focuses on 
the impact of these actions and reactions on price or perfor- 
mance. For example, Gimeno and Woo (1996) use the price 
charged by the firm (after controlling for costs) as a measure 
of the intensity of competition. Studying actual actions and 
reactions would provide a finer-grained approach to analyz- 
ing intensity of competition. It should be noted, however, 
that such data are difficult to obtain, and looking at output 
measures such as price is often the only practical route to 
operationalizing intensity of competition. Alternative opera- 
tionalizations, however, are possible in the context of survey 
data (for a measure of intensity of competition, see Jawors- 
ki and Kohli 1993). Resource similarity often is opera- 
tionalized using proxies such as firm size and strategic 
group membership. Researchers may need to move to less 
coarse measures of this construct by studying actual re- 
sources available to firms (Chen 1996). A more detailed dis- 
cussion of measurement issues is beyond the scope of this 
article. 


Conclusion 


In this article, we examine the impact of multimarket com- 
petition on the competitive behavior of firms. Multimarket 
competition may affect the strategies of firms by influenc- 
ing their ability and motivation to deter competitors, as 
well as by fostering better understanding of competitors. In 
this competitive scenario, rivalry between firms in the mar- 
ket is expected to be shaped, in part, by their level of mul- 
timarket contact. The mutual forbearance agreement that 
can emerge effectively will constrain the strategies that 
firms can use in these circumstances. Even a price promo- 
tion for a brand in a particular market may elicit multimar- 
ket competitive retaliations if the promotion 1s considered 
predatory by the firm's competitors. Ап extension of a 
firm's product line by launch of a variant or an attempt to 
expand the firm's scope of operations geographically may 
cause competitors to retaliate against the firm in other mar- 
kets in which they compete. 

The notion of mutual forbearance and lower rivalry aris- 
es from the possibility of firms comprehending the multi- 
faceted nature of such competition and, as a result, 
recognizing tacit collusion as a more viable strategy. There- 
fore, multimarket competition may act as a constraint, re- 
ducing the degrees of freedom firms have in implementing 
strategies. However, such multimarket retaliatory tactics 


TABLE 2 


Research on Multimarket Competition: Operationalization of Constructs 


Construct 
Multimarket contact 


Intensity of competition 


Spheres of influence 


Resource similarity 


Seller concentration 


Structure of the firm 


Measure 


Count measure (sum of the number of 
markets in which the firms compete 
outside the focal market) 


Probabilistic measure 


Performance based: 
Price-cost margin 
Price levels 
Income/sales 

Market share instability 


Action based: 
Market entry and exit 


Market dominance measures such as 
market share 

Market dependence (percentage of overall 
firm revenues from the market) 

Resource centrality (the extent to which the 
market unit draws on critical firm 
resources). 


Competitor s size 
Strategic group membership 


Herfindahl-Hirschman index 


Centralization of decision making for the 
relevant markets 
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Representatlve Research 


Baum and Korn (1996); Evans and Kessides 
(1994); Feinberg (1985); Gimeno and Woo 
(1996); Mester (1987) 


Mester (1987); Scott (1982) 


Feinberg (1985); Gimeno and Woo (1996); 
Heggestad and Rhoades (1978); Hughes 
and Oughton (1993); Mester (1987) 


Barnett (1993); Baum and Korn (1996, 
1999) 


Baum and Korn (1996); Gimeno (1999) 
Gimeno (1999) 


Gimeno (1999) 


Baum and Korn (1999) 
Barnett (1993); Gimeno and Woo (1996) 


Gimeno (1994) 


Jaworski and Kohli (1993) 


could be objectionable from an antitrust perspective. Al- 
though U.S. antitrust explicitly has ignored multimarket re- 
actions (focusing only on horizontal dominance of markets), 
it is likely that strong multimarket reactions against small 
competitors could be interpreted as predatory behavior. 
Dodgson, Katsoulacos, and Pryke (1990) prepared a report 
to the Competition Directorate of the European Commission 
(the equivalent of the FTC or Department of Justice) in 
which they discussed multimarket responses in the aviation 
market as predatory behavior. Therefore, multimarket reac- 
tions could be construed as predatory behavior.!0 

Finally, we do not mean to imply that multimarket con- 
tact always reduces the intensity of competition through mu- 
tual forbearance. Akin to the observation made by Gatignon, 
Weitz, and Bansal (1990) in reference to seller concentra- 
tion—namely, that it only provides the potential for collu- 
sion—we note that multimarket competition also provides 





10We thank a reviewer for drawing this issue to our attention. 


only the potential for mutual forbearance and, therefore, 
lower intensity of competition. Thus, mutual forbearance is 
not a deterministic outcome of multimarket contact. For ex- 
ample, General Motors and Ford compete aggressively in 
most markets, despite substantial multimarket contact. Even 
when conditions are ripe for mutual forbearance between 
two firms in a specific market, a third firm can prevent them 
from competing less intensely. It is possible that the third 
firm does not share the incentive that propels the other two 
toward mutual forbearance and may unleash intense compe- 
tition in the market that may prevent or unravel mutual for- 
bearance among its rivals.!! Regardless, for the reasons 
described in this article, marketing strategy researchers and 
marketing managers stand to benefit from considering the 
impact of multimarket competition on the competitive dy- 
namics between firms. 





11We thank a reviewer for drawing this issue to our attention. 
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Managerial Identification of 
Competitors 


Despite extensive academic research on how to identify competitors objectively, marketers know relatively little 
about how managers identify competitors in practice. The authors bring together diffuse literature in this area and 
propose a cognitive framework for managerial identification of competitors. They report the results of two studies 
that examine the attributes managers use in deciding who their competitors are. 


approach to formulating marketing strategy (e.g. 

Aaker 1995; Czepiel 1992; Day 1990; Sudharshan 
1995). The notion of understanding competitors and devel- 
oping an advantage against them is as basic to strategy as air 
1s to breathing, drawing interest in not only the marketing 
literature but also economics and management. 

Competitor identification is an important area of study 
for three reasons. First, competitor identification is a neces- 
sary precursor to competitor analysis. Managers cannot, 
should not, and do not analyze all companies but rather on- 
ly those that they identify as competitors or potential com- 
petitors. Second, competitor identification has figured 
prominently in objective research on establishing market 
structure and boundaries, as outlined subsequently. Third, 
competitor identification shapes what Porac and Thomas 
(1990) call the “cognitive oligopoly” that managers con- 
struct as part of their mental models of the markets in which 
they compete. 

Research on the objective market structure that charac- 
terizes industries has pursued two approaches to competitor 
identification. The first is what we call the supply-based ap- 
proach, which classifies competitors on the basis of attribut- 
es of the competing firm. This approach identifies 
competitors on the basis of how simular firms are in terms of 
technology, strategy employed, products offered, and so 
forth. The well-developed strategic groups literature in man- 
agement and economics (for reviews, see McGee and 
Thomas 1992; Thomas and Venkatraman 1988) identifies 
competitors in this fashion, grouping together competitors 
with similar strategies. 


C ompetitor identification is a major component of any 
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The second approach is what we call the demand-based 
approach, which classifies competitors on the basis of the 
attributes of customers. This approach identifies competitors 
on the basis of customer attitudes and behaviors and has 
been an important research area in marketing (Day, Shock- 
er, and Srivastava 1979). Firms whose offerings customers 
perceive as similar are regarded as competitors, whether 
through direct judgments of similarity, similarity in attitudes 
toward competing offerings, or behavior in the form of 
brand purchase patterns. Marketing has a rich tradition of 
examining markets from a customer perspective through at- 
tempts to identify product market boundaries or competitive 
market structure (for a recent taxonomy of 31 studies in this 
area, see Cooper and Inoue 1996). 

Compared with these two research streams, relatively 
little is known about how managers identify competitors in 
practice. Because the competitor analysis managers conduct 
depends on the competitors they identify, understanding 
how competitors are identified has considerable potential 
significance. In an academic framework, an understanding 
of how managers construe their competitive environment is 
highly relevant to any understanding of competitor interac- 
tion and should inform research on objective approaches to 
competitive market structure. 

This research brings together the diffuse evidence re- 
garding the process by which managers identify their com- 
petitors. Work to date in this area is mostly qualitative 
and/or limited to single industry case studies. Our research 
objectives are to develop a psychological model of the 
competitor identification process, examine the attributes by 
which managers identify their competitors, and explore the 
structure and content of the “competitor” construct as it ex- 
ists in managers’ minds. We use a multimethod approach to 
test our hypotheses, conducting two studies of competitor 
identification using different techniques and samples. The 
first is a qualitative study that elicits MBA students’ and 
managers’ explanations of how they identify classes of 
competitors using open-ended questions and content analy- 
sis. This study encompasses a broad variety of industries. 
The second study is a quantitative study within the Mark- 
strat2 simulation game (Larreche and Gatignon 1990), 
which uses game data and player surveys to examine com- 
petitor identification. 
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Literature Review and Hypotheses 


Competitor Identification as a Categorization 
Process 


Consider a situation in which the manager of a particular 
firm, which we call the focal firm, is observing other firms, 
which we call target firms, to determine which of the target 
firms are competitors of the focal firm. How might we mod- 
el such a cognitive process? 

Several studies have proposed that competitor identifi- 
cation is fundamentally a categorization process (e.g., de 
Chernatony, Daniels, and Johnson 1993; Porac and 
Thomas 1990). Porac and colleagues (Porac and Thomas 
1990, 1994; Porac, Thomas, and Baden-Fuller 1989; Po- 
rac et al. 1995) have developed an extensive research base 
that proposes that managers define their competitors not 
individually, but rather by assigning themselves to a com- 
petitive category (see also Hodgkinson and Johnson 
1994). All other members of the category then are per- 
ceived as competitors. As Porac and Thomas (1994, p. 55) 
put it, 

Defining a business essentially entails matching a [focal] 

firm’s characteristics to a category feature list and then using 

this match as a reference point around which competitive 

boundaries are cognitively constructed... This inferred sim- 

ilarity would then be the basis for subjective competition. 


Evidence in cognitive and social psychology reveals that 
most categories are characterized by what is called “graded 
structure” (Barsalou 1992; Fiske and Taylor 1991). Graded 
structure occurs when some examples in the category are 
more representative of that category than others. Porac and 
Thomas (1990) argue that graded structure is likely to apply 
to competitor categorization, suggesting that some target 
firms will be more competitive with the focal firm than oth- 
ers. This intuitively matches our sense that companies face 
more and less important competitors. Czepiel (1992, p. 
333), for example, discusses “direct” and “less direct" com- 
petitors. Day (1997) and others have discussed potential 
competitors, those that may represent a threat to the firm in 
the future, depending on the attractiveness of the firm's 
market and entry barriers. These are, in some sense, even 
less direct competitors. In measurement terms, we can think 
of a graded structure as representing continuous data (de- 
gree of competitiveness from more to less competitive). 
However, practically speaking, we know that managers 
identify specific firms as “competitors” or “not competitors" 
(i.e., nominal data). 

The nominal classification a manager expresses should 
be based on the underlying continuous process. Managers 
will array competing firms along a continuum on the basis 
of relevant attributes. The nominal judgment “competitor” 
will be based on a cutoff point; above some continuous 
threshold, a manager will name a target firm a competitor, 
whereas below it, the manager will not. Following Porac 
and Thomas’s (1990) suggestion that the border between 
competitor and noncompetitor will be indefinite, we expect 
that the continuous threshold will vary by manager and by 
the situation in which the manager is analyzing competitors. 
For example, in long-range strategic planning, managers 
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may be expansive in their definition of competitors and set 
a low threshold that includes a broad range of target firms as 
competitors that represent long-term threats. In more tacti- 
cal situations, managers may focus on a smaller group of 
target firms that are likely to respond to a particular gambit. 

Using a general model of the categorization process 
from cognitive psychology and consumer behavior (e.g., 
Barsalou 1992; Cohen and Basu 1987), we suggest the fol- 
lowing sequence would occur in categorizing other firms as 
competitors (see Figure 1). First, a manager forms a mental 
representation of a given target firm, using some set of at- 
tributes. Second, the manager retrieves the competitor cat- 
egory representation. Third, the manager evaluates the 
similarity of the target firm to the category representation 
on a continuous basis. Fourth, the manager draws infer- 
ences about the target firm on a nominal basis ("it 15/15 not 
a competitor’). Fifth, the manager commits these infer- 
ences to memory, which guides further action and informa- 
tion processing. 

We might wish to know the answers to several questions 
suggested by this sequence. First, what are the attributes 


FIGURE 1 
Schematic Model of Managerial Competitor 
Identification 


Form representation of target firm* 


Retrieve "competitor" category 
representation from memory 


Evaluate similarity of target firm to 
category representation 


Classify target firm 


Store target firm classification in memory 





“The target firm is the firm that a manager is evaluating to decide 
whether it is а competitor. 





managers use in representing target firms? Second, what is 
the content of the category representation with which the 
target representation is compared? Third, how is the com- 
parison carried out? Fourth, what are the consequences of 
classification in terms of organizational memory and com- 
petitive action? Our research focuses on the first two ques- 
tions, examining the attributes used to define target and 
category representations, as well as the content of the com- 
petitor category in terms of size and structure. 


Size of the Competitor Category 


There are several reasons to believe that managers will 
name relatively few competitors. Economically, there may 
be few competitors that matter in terms of a firm’s out- 
comes. Scherer (1980) uses 1972 Census of Manufactures 
four-firm concentration ratio data to conclude that approxi- 
mately 43% of industries at the four-digit standard industri- 
al classification (SIC) code level can be characterized as 
oligopolies; 1992 data reveal a similar pattern. The number 
of firms that matter economically in a marketplace imposes 
a ceiling on the number of competitors managers are likely 
to name, though we note that the number and identity of 
firms that matter will fluctuate over time. Prudent managers 
will track both current competitors and potential ones that 
may matter in the future. 

Cognitively, psychological research suggests people are 
unable to process information in units larger than approxi- 
mately seven at a time (the “magic number seven,” plus or 
minus two; Miller 1956). Lynch and Srull (1982, p. 21), 
summarizing research in this area, conclude that “people ei- 
ther fail to recall any instances of a category or recall six or 
seven instances from each category that is accessed” and 
that this phenomenon appears robust to different category 
sizes. This suggests that we would find few competitors 
named, regardless of industry concentration. 

Evidence from the consideration set literature supports 
this hypothesis. We would argue that competitor identifica- 
tion is a consideration process, in that the manager is con- 
sidering which firm he or she will analyze and plan against 
from the set of firms of which he or she is aware. Firms in 
the larger awareness set represent not only those considered 
competitors, but also those considered noncompetitors, that, 
through perceived unwillingness or inability, are regarded as 
nonthreatening. Narayana and Markin (1975) report mean 
consideration set sizes of 1.3 to 3.5 across four product cat- 
egories, whereas the mean awareness set sizes in the same 
categories were 3.5 to 10.6. Hauser and Wernerfelt (1990) 
report mean or median consideration set sizes ranging from 
2.0 to 8.1 across 23 empirical settings and 23 illustrative cat- 
egories in the Assessor database. In support of the notion of 
a psychological ceiling regardless of actual market struc- 
ture, Hauser and Wernerfelt find that the range of brands 
available across categories was much wider, between 6 and 
47 brands, than was the range in consideration set size. 

In practice, a small collection of single-industry studies 
suggests managers name relatively few competitors. Grip- 
srud and Gronhaug (1985) interviewed managers of 51 gro- 
cery stores in a “small Norwegian town” and found that 
managers listed, on average, only 3.2 stores as competitors; 
the largest number of competitors named by any respondent 


was 7. De Chernatony, Daniels, and Johnson’s (1993) study 
of pump manufacturers for the North Sea oil industry re- 
veals an average response of 5.0 competitors; the largest 
number named by any respondent was 9 out of 25 industry 
members the researchers could identify. Porac and col- 
leagues (1995) find that managers of 88 Scottish knitwear 
manufacturers checked an average of 7.0 rivals of 261 pos- 
sible firms in a list. 

Because many industries objectively have few competi- 
tors and because managers in all industries should be subject 
to the cognitive limitations previously noted, we expect the 
vast majority of managers to name a small number of com- 
petitors. Because the best psychological evidence suggests a 
ceiling of seven, plus or minus two, we test the following 
hypothesis: 


H,: Managers of the focal firm will name a small absolute 
number of competitors (< 9). 


Attributes Used In Competitor Identification 


Supply- versus demand-based attributes. One way of 
classifying the attributes managers use to include or exclude 
firms from the competitive set is to use the supply-based (at- 
tributes of competing firms) versus demand-based (attribut- 
es of customers) distinction noted previously. 

Wisdom suggests managers should consider both supply 
and demand in competitor identification (e.g., Day 1990, 
1997). However, previous evidence from cognitive studies 
of strategic groups and some psychological theory implies 
that managers are more likely to use supplier-based charac- 
teristics. Walton (1986) finds that the most common features 
used to group financial institutions are (from most to least 
frequent) products offered, firm performance, geographic 
scope, style, management caliber, distribution, firm size, 
age, and ownership (see also Reger and Palmer 1996). Cog- 
nitive taxonomy research has discovered managerial tax- 
onomies based on products offered (e.g., retailer, food 
retailer, grocery store; Hodgkinson and Johnson 1994; Po- 
rac and Thomas 1994; Porac et al. 1995). Some of these 
studies elicit groupings in a way that probably biases re- 
spondents in favor of supplier-based attributes; nonetheless, 
the only demand-based attribute that consistently appears in 
this research is geographic scope, a relatively crude indica- 
tor of customer needs compared with the demonstrably so- 
phisticated customer insights that may be gained from 
market research. 

One psychological mechanism behind this phenomenon 
is likely to be information availability. The business world 
tends to favor product offerings (as opposed to customer 
benefits) as a way of classifying firms. From SIC codes to 
press accounts, much of the documentation of business is or- 
ganized around the technology and products firms offer 
rather than the customers they serve. In contrast, analyzing 
the attributes of the customers of competing firms may re- 
quire expensive, time-consuming market research. Research 
in social cognition suggests that the most accessible data are 
called on to make a judgment, not necessarily the most di- 
agnostic (Sherman, Judd, and Park 1989). Therefore, in di- 
rectly asking managers about their businesses, we expect 
them to identify competitors using a supply-based (what 
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firms are and what they do) rather than a demand-based 
(who customers are and what they do) perspective. 


Нз: Managers of the focal firm will identify competitors more 
on the basis of supply-based attributes than on the basis of 
demand-based attributes. 


Beyond the supply-demand distinction, we can distin- 
guish attributes further by whether they represent character- 
istics of actors in an environment or those actors' behaviors. 
Characteristics are long-term attributes that represent con- 
straints or resources (who actors are, for example, a firm's 
size or a customer's gender), whereas behaviors represent 
the expression of those characteristics in the marketplace 
(what actors say or do, for example, a firm's strategy or a 
customer's purchase pattern). Although we hypothesize 
broad use of supply-based attributes, the following are three 
specific supply-based attributes, two characteristics and one 
behavior, that we expect managers to use in arraying target 
firms as more or less competitive with the focal firm, re- 
gardless of whether supply-based attributes dominate their 
reasoning in general. 


Target firm size. Firm size has been found to be an im- 
portant characteristic in organizational research (for brief re- 
views, see Chen and Hambrick 1995; Keats and Hitt 1988) 
and has been used as a classification variable in strategic 
groups studies (e.g., Lewis and Thomas 1990; Porter 1979). 
In strategic terms, it also has been implicated as a predictor 
of important competitive processes and behaviors (Chen and 
Hambrick 1995; McKee, Varadarajan, and Vassar 1990), 
which suggests it should be a particularly relevant attribute 
in competitor identification. We expect managers will re- 
gard larger firms as competitors for two reasons. First, larg- 
er firms are likely to have more resources. They may use 
these resources in a hostile fashion by attacking other firms, 
or they may act as the benevolent “market leader" by, for ex- 
ample, establishing a pricing umbrella for other players in 
the industry or promoting the growth of the industry as a 
whole. Second, even unsuccessful large firms are likely to 
be highly salient to the manager. They will be reported on 
more by the press and investment analysts and will have a 
substantial market presence, which the manager must con- 
sider in making plans. Walton (1986) finds that managers 
predominantly named large firms in identifying competitors 
in the financial services industry. Gripsrud and Gronhaug 
(1985) find that the "most important" grocery competitor 
named was significantly larger than average. 

An alternate view of firm size is that it is not absolute 
size but similarity in size that should matter in competitor 
identification. When size is used in strategic groups re- 
search, for example, firms of similar size typically are 
grouped together (Porter 1979). Arguably, firms should 
choose to compete with similar or smaller sized competitors 
on a resource basis, but in terms of identifying environmen- 
tal threats or potential allies, large firms are clearly relevant 
because their actions, whether intended or not, can have a 
profound effect on the focal firm's business. Smaller firms 
in a general market will worry about their larger rivals, and 
small firms in niche markets are vulnerable to large firms 
with the resources to break down the mobility barriers that 
make the niche defensible (e.g., Microsoft's ability to enter 
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software niches). Even larger firms might look to the market 
leader when considering competitive threats. Therefore, 


Нз: The larger a target firm is, the more likely it will be per- 
ceived as a competitor by managers of the focal firm 


Target firm success. Target firm success is another im- 
portant organizational characteristic that is likely to matter 
in competitor identification. Research has shown that previ- 
ous success has important consequences for firms' strategic 
behavior and aspirations (Greve 1998; Miller 1994), which 
suggests it should be a critical element in competitor analy- 
sis. Walton (1986) finds firm performance an important at- 
tribute in his study of competitor identification. Successful 
firms are likely to be regarded as competitors for several 
reasons. They probably have the resources to be threatening 
to the focal firm or the ability to attract such resources; suc- 
cessful firms should be able to attract capital and labor re- 
gardless of their size. Successful firms also presumably are 
competent in deploying their resources in a way that unsuc- 
cessful firms are not. Because of this competence, success- 
ful competitors are the ones against which firms are most 
likely to benchmark (Tucker, Zivan, and Camp 1987). As 
with size, it may not be rational for a firm to choose to com- 
pete with a very successful competitor, but the potential 
threat these competitors represent and the potential opportu- 
nity to learn from them make it likely that they will be ob- 
served closely. 


На: The more successful a target firm is, the more likely 1t will 
be perceived as a competitor by managers of the focal 
firm. 


The relationship between firm size and firm success is 
complicated. Although studies generally find that firm size 
1$ а relatively weak predictor of firm performance (Beard 
and Dess 1981; Capon, Farley, and Hoenig 1990; Gooding 
and Wagner 1985), current firm size is presumably the result 
of success at some point in the past. А firm's growth rate 
may capture some of this relationship over time. More gen- 
erally, at any particular point in time, there is likely to be an 
assortment of firms of different size and success levels, with 
the correlation between size and success varying by indus- 
try and measure used; industries subject to scale economies, 
for example, are more likely to exhibit a strong size-perfor- 
mance relationship. Still, many industry histories provide 
evidence of situations in which large firms are unsuccessful 
(e.g., the major U.S. airlines in the early 1990s) and small 
firms successful (e.g., Southwest Airlines in the early 
1990s). Furthermore, small, successful firms may be the 
ones most able in terms of skill and innovation to transform 
an industry (Soni, Lilien, and Wilson 1993), whereas large 
firms are saddled with inflexible resources that make it dif- 
ficult for them to respond (e.g., MCT's original foray against 
AT&T). For these reasons, it is important to examine the 
two constructs separately. 


Threatening behavior by target firm. Finally, the degree 
of threat arising from the target firm's behavior seems like- 
ly to affect competitor identification. А large and growing 
literature attests to the importance of the threat represented 
by competitor actions or signals as an influence on a firm's 
perceptions and behaviors (Chen and Miller 1994; Heil and 


Robertson 1991; Heil and Walters 1993; Robertson, Eliash- 
berg, and Rymon 1995). The same relationship should apply 
here. Specifically, target firm actions against a focal firm 
should influence the likelihood that the focal firm identifies 
that target firm as a competitor. 


Hs: The more threatening behavior the managers of the focal 
firm perceive by the target firm, the more likely the man- 
agers of the focal firm will perceive the target firm as a 
competitor. 


Study 1 
Method and Data 


Study 1 was a qualitative study in which we asked respon- 
dents about their competitors and how they identify them. 
Subjects consisted of 37 second-year MBA students and 20 
executives. The former were students in an elective in mar- 
keting strategy, and the latter were contacted through the 
Marketing Science Institute and executive education pro- 
grams at a major business school. 

Subjects were given a two-page, open-ended survey 
whose purpose was described as learning about how they 
thought about competitors. Subjects first identified a busi- 
ness unit (1) for which they worked or had worked and (2) 
for which they were familiar with the competitive situation 
as a frame of reference for responding to the survey. 

The first question asked respondents to “list all other 
firms that competed with this business unit” at the time they 
worked there. This was designed to encourage an expansive 
definition of competition and should work against support- 
ing H,. Subjects then were asked to go back and mark each 
competitor on the list that they would describe as a “major 
competitor." To avoid biasing subject response in a particu- 
lar direction, “major competitor" was not defined. Follow- 
ing this exercise, subjects were asked to choose one of the 
major competitors they had identified and "describe why" it 
was a major competitor of the business unit. They then per- 
formed the same task for a “minor competitor" and а “po- 
tential competitor" of the business unit. 


Незићз 


One reviewer noted that experience is likely to be ап impor- 
tant determinant of the complexity of categorization 
schemes, which is supported by the extensive literature on 
expertise in consumer behavior (e.g., Alba and Hutchinson 
1987), and that experience in a competitor identification 
task can be thought of in terms of both the respondent’s job 
responsibility and length of time in the job. We examined 
both aspects of experience in these subjects. 

Subjects’ self-reported job titles were classified as mar- 
keting-related or not (marketing/customer service/general 
Management or not), on the assumption that respondents 
with a marketing or general management background would 
be more likely to be involved with analyzing competitors 
than would those with other functional titles. Sixty percent 
of the MBA sample and 75% of the executive sample held 
marketing-related posts (difference not significant). 

Subjects’ self-reported tenure in this job also was ana- 
lyzed. (Note that this generally differs from total years of 


work experience; because we are examining their catego- 
rization of a particular competitive situation, it is tenure in 
that situation that is most theoretically relevant.) Job tenure 
in the MBA sample ranged from .2 to 9.9 years, with a mean 
of 2.32; tenure in the executive sample ranged from .6 to 
15.0 years, with a mean of 4.85 (t-test of difference = 2.59, 
p < .01). We controlled for both these experience factors in 
all analyses of Study 1 and, following Greenberg's (1987) 
advice, used sample (MBA versus executive) as a blocking 
factor. 

H, suggests that managers will identify fewer than 9 
competitors. The mean total number of competitors named 
across all respondents was 6.46 (standard deviation [std. 
dev.] = 2.46), and the mean number of major competitors 
named was 3.07 (std. dev. = 1.90). The former total is sig- 
nificantly less than 9, as predicted by Н, (t = 7.70, p < .001). 
An ANOVA with number of competitors as the dependent 
variable and sample, job title, and tenure as independent 
variables revealed no significant effects for overall competi- 
tors named, major competitors named, or minor competitors 
named, which suggests H, is robust across these factors. 

Beyond this, we conducted a content analysis of the rea- 
sons subjects gave for naming particular firms as major, mi- 
nor, or potential competitors. Each subject's responses were 
coded as to which attributes they used to define competitors. 
A comprehensive list of attributes that managers might use 
was compiled using previous research and marketing strate- 
gy textbooks as a basis. The 38 categories, divided by 
whether they are supply- or demand-based attributes, are 
listed with a brief definition of each in the Appendix. Two 
independent coders, blind to the hypotheses, were trained on 
a coding scheme using these categories. They jointly identi- 
fied 501 responses across all subjects, for a mean of 8.79 per 
subject. Percentage agreement between the coders on as- 
signing these responses to the 38 categories was 7296; a Per- 
rault and Leigh (1989) reliability index, which accounts for 
the difficulty of coding responses on a 38-category scheme, 
was .84, which indicates good reliability. Disagreements 
were resolved by discussion between the coders. 

In addition to calculating the mean total number of re- 
sponses per subject, we wanted to test for any differences 
within the population across competitor type (major, minor, 
potential) and experience. Experienced respondents may 
have more complex category knowledge than inexperienced 
ones. We study number of responses as a measure of cate- 
gory richness in this data (cf. Sujan, Sujan, and Bettman 
1988). 

We conducted a mixed-design ANOVA with number of 
responses as the dependent variable; sample, job title, and 
tenure as between-subjects factors; and competitor type 
(major, minor, potential) as a within-subjects factor. Four 
subjects who were unable to name a potential competitor 
were excluded from the analysis. Between subjects, we 
found a significant main effect for tenure (p = .0418), such 
that respondents with longer job tenure gave fewer respons- 
es. There was also a marginal main effect for sample (p — 
.0726), which was qualified further by a marginal two-way 
interaction between sample and job title (p = .0534): MBA 
subjects in marketing-related jobs tended to gave more rea- 
sons than nonmarketers, whereas executives in marketing- 
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related jobs gave fewer reasons. Small cell sizes suggest 
caution in interpreting this interaction. Within subjects, the 
only significant main effect was that for competitor type (p 
= .0026). Mean number of responses decreased as competi- 
tion became less direct (major = 3.53, minor = 3.09, poten- 
tial = 2.34), though contrasts suggest only the latter 
difference is significant (p = .0089). We return to this effect 
in the discussion of this study. 

H» suggests that subjects would be more likely to use 
supply-based attributes in identifying competitors than de- 
mand-based attributes. In testing this hypothesis, it is im- 
portant to note that the supply-demand distinction is 
alternatively obvious and subtle. Although we can distin- 
guish the attributes of firms (e.g., their size, strategies, and 
skills) from the attributes of customers (e.g., their demo- 
graphics, needs, and purchasing patterns), confusion some- 
times arises when discussing the perceptions of firms as 
opposed to the perceptions of customers regarding the mar- 
ketplace. Evidence suggests these views often differ (de 
Chernatony, Daniels, and Johnson 1994; Deshpandé, Farley, 
and Webster 1993). For example, a firm may declare a par- 
ticular positioning as its goal (e.g., "high quality producer"), 
while customers may not perceive the firm as occupying 
that position. Our perspective is to define supply- and de- 
mand-based perceptions in terms of the perceiver. If the per- 
ceiver is a firm, as in a firm's intended market position, we 
define this as a supply-based attribute. If the perceiver is a 
customer, as in a customer's perception of the firm's market 
position, we define this as a demand-based attribute. 

Across all 501 responses, 72% fell into one of the sup- 
ply-based categories listed in the Appendix. We used a log- 
it model with type of response (supply or demand attribute) 
as the dependent variable and sample, job title, tenure, and 
competitor type, as previously described, as the independent 
variables. No term in the model was significant except for a 
positive intercept term (chi-square = 40.57, degrees of free- 
dom [df] = 1, p < .0001), which indicates that the overall 
proportion of 72% differs significantly from 50% and that 
this result is robust across sample, job title, job tenure, and 
competitor type. H, thus is supported.! 

Ha 5 suggest that larger competitors, more successful 
competitors, and competitors that behave in a more threat- 
ening way, respectively, will be more likely to be regarded 
as competitors. Although we test these hypotheses statisti- 
cally in Study 2, a practical question is whether managers 
use these attributes in talking about competitors. 

In Table 1, we present the top ten attributes of competi- 
tors by percentage of respondents mentioning the attributes. 
Size and competitive behavior both appear in the top ten, 
and success is tied for eleventh with 2196 of respondents 
mentioning it. Note, however, that none of these attributes 
makes the top five. Rather, the dominant attributes men- 
tioned are products offered, intended positioning of prod- 


! Because there are more supplier-based (22) than demand-based 
(16) codes in the coding scheme, we also tested a more conserva- 
tive null hypothesis that supplier and demand reasons would be 
distributed according to the proportion of the codes (5796 supply, 
43% demand). A chi-square test confirms that the finding of 7296 
supply is significantly greater than 57% (chi-square = 42.45, df =1, 
p < .001). 
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TABLE 1 
Top Ten Attributes Mentioned т Identifying 
Competitors by Percentage of Respondents 
Mentioning Attribute 


Percentage of 

Attribute Respondents 
1. Products offered 6096 
2. Intended product positioning 5196 
3. Geographic scope of markets 46% 
4. Resources used 39% 
4. Customer percepti 39% 
6. Price 33% 
7. Competitor size (relative and absolute) 28% 
8. Distribution 25% 
8. Financial strength 25% 
10. Competitor behavior 23% 


Notes: Underlined attributes are demand-based; all others are sup- 


ply-based. 


ucts, geographic scope of markets, resources used, and cus- 
tomer perception of firms (typically in terms of brand im- 
age). This suggests modest preliminary support for H3_5; the 
attributes are mentioned frequently, but they do not domi- 
nate the list. 


Study 1 Discussion 


In Study 1, managers named relatively few competitors, but 
though the mean was significantly less than nine, as hypoth- 
esized, the range of competitors named was between two 
and thirteen and 21% of respondents named nine or more 
competitors. We suspect this partly reflects an industry con- 
centration effect; unfortunately, we do not have a concentra- 
tion variable with which to test this. 

Leaving aside theoretical considerations, methodologi- 
cally, the number of competitors found may be sensitive to 
the task required. We can classify procedures as either re- 
call, in which managers name their competitors in response 
to an open-ended prompt (de Chernatony, Daniels, and 
Johnson 1993; Gripsrud and Gronhaug 1985), or recogni- 
tion, in which managers are given a list of firms to consider 
(Porac et al. 1995). Our list procedure is a recall task. A re- 
call task naturally produces a smaller list than a recognition 
task, which biases results in favor of our hypothesis, but we 
also believe that this is the theoretically correct task to ex- 
amine, because it produces a list of the competitors most ac- 
cessible in memory. This is likely to be the list that a 
manager actually considers on an everyday basis. Although 
we have no conclusive evidence on this subject, we note that 
respondents appeared to list competitors in order of impor- 
tance, which suggests that any competitors left off the list 
were likely to be inconsequential. For the 51 subjects who 
wrote out competitors in an identifiable list order, more of 
the major competitors checked appeared in the first half of 
the list than the second (difference = .73 competitors, p < 
.005); furthermore, 75% of subjects named the first com- 
petitor they wrote down as a major competitor, whereas on- 
ly 20% named the competitor listed last as a major 
competitor. Regardless, the finding that relatively few com- 


petitors were named holds across the wide variety of indus- 
tries surveyed in Study 1. 

That subjects articulated fewer responses for potential 
competitors than for minor competitors and fewer for minor 
than major is intriguing. It suggests the possibility that man- 
agers have the most developed category structures for major 
competitors and the least for potential competitors. This 
finding must be called suggestive, however, for two reasons. 
First, we did not counterbalance the order of questioning 
(main-minor-potential) in the surveys. Second, coders were 
instructed to code responses that referred to current capabil- 
ities only, not capabilities that a target might or should de- 
velop in the future. This appears to have lowered the number 
of responses coded for potential competitors. However, that 
four subjects were unable even to name a potential competi- 
tor is consistent with the hypothesis that subjects’ knowl- 
edge structures are less developed for potential competitors. 

A second intriguing finding is the role of job tenure in 
the number of responses articulated. More experienced 
managers offered fewer responses to why they identified the 
competitors they did, which is counter to the category rich- 
ness explanation that we previously suggested. А possibility 
is that more experienced respondents have a more parsimo- 
nious model of how to identify competitors. This may arise 
from a superior understanding of the situation (e.g., discard- 
ing factors previously proven irrelevant) or, more troubling, 
from a lack of accessibility of the data that underlie deci- 
sions of long standing, a point to which we return in the 
“General Discussion” section. 

As we hypothesized, supply-based attributes were used 
more often than demand-based attributes across all competi- 
tor types and both samples. Regarding H4 and Hy, a limita- 
tion of Study 1 is that the codes for success and relative size 
did not display discriminant validity. There was substantial 
disagreement (64%) between coders about when a reason 
related to market leadership or market share should be cod- 
ed as one or the other. Therefore, exact counts and ranks for 
success and size should be taken as suggestive only. 


Study 2 


Method and Sample 


Study 2 was a quantitative study using the Markstrat2 simu- 
lation game as an empirical setting (Larreche and Gatignon 
1990). Markstrat2 places teams of subjects in the position of 
Managing the marketing and research and development 
strategy of one of five firms in a hypothetical consumer 
durable goods industry. Firms compete in two product mar- 
kets (“Sonites” and “Vodites”), each containing live market 
segments (for details on the game structure, see Gatignon 
1987; Larreche and Gatignon 1990). Markstrat has a long, 
successful history as a research setting for studies of man- 
agerial decision making (e.g., Clark and Montgomery 1996, 
1998; Curren, Folkes, and Steckel 1992; Glazer, Steckel, 
and Winer 1989, 1992; Hogarth and Makridakis 1981; Lant 
and Montgomery 1987). In our case, it gives us access to all 
firms in a competitor interaction over time, which enables us 
to examine both asymmetry and time-based effects of a va- 
riety of marketing actions using the wealth of quantitative 
data the game provides on marketing activities. 


Subjects in the study came from two samples. The first 
consisted of a sample of MBA students taking an elective 
course in marketing strategy. Sixty-one students were as- 
signed randomly to 15 firms across three Markstrat indus- 
tries and played an eight-period game over the course of a 
month. The second sample consisted of 100 executives of 
a European multinational, grouped by the company into 20 
firms across four Markstrat industries, who played a sev- 
en-period game as part of a six-day executive education 
program. 


Dependent Variable 


Data on competitor identification came from a competitor 
analysis form that subjects handed in with company deci- 
sions in Periods 3, 6, and 8 (MBA sample) or Periods 4 and 
7 (executive sample).? It was filled out by each team mem- 
ber and asked subjects to "allocate 100 points between the 
other firms in your industry to indicate how competitive 
they are with your firm." This constitutes the dependent 
variable in our analysis. 


Independent Variables 


АП independent variables in the analysis were based оп 
quantitative outputs from the simulation. The dependent 
variable for a given time period was regressed on indepen- 
dent variables from the previous period, in keeping with 
psychological evidence that recently used information is the 
most likely to be retrieved in making judgments (Wyer and 
Srull 1989). 


Size variables. H4 suggests that the larger the target firm, 
the more managers of the focal firm will perceive it as a 
competitor. The relationship between size and success is 
complicated in Markstrat. Measures of size such as assets or 
number of employees are unavailable, whereas measures 
such as unit sales are highly correlated with profit (г = .83 
here). We therefore used the size of the firm's marketing ef- 
fort as a measure of size that is relatively uncorrelated with 
success. Although firm budgets are not directly observable 
by players on other teams, Markstrat research reports pro- 
vide information on the number of new products and prod- 
uct modifications (hereafter, "new products") offered, 
advertising spending, and number of salespeople, which we 
use as the basis for size variables. These measures are all 
correlated at r « .5 with our success measure. 


Success variable. Нд states that the more successful the 
target firm, the more managers of the focal firm will per- 
ceive it as a competitor. Markstrat firms in these samples 
were ranked publicly by two success variables, rank in net 
marketing contribution (a profit measure) and Sonite unit 
market share. These two variables were standardized and 
summed (the rank measure was reverse-scaled for this pur- 
pose) to construct a two-item success scale in the subse- 


2We started surveying subjects in Period 3 because doing so ear- 
lier in the game likely would produce unreliable results because, in 
Period 1 and 2, they are learning game mechanics. Moore (1992) 
began to find significant signaling effects 1n as few as three rounds 
of competitive interactions, which suggests that Period 3 represents 
an adequate starting point. Unfortunately, we were unable to match 
periods exactly (3, 6, and 8 versus 4 and 7) because of the tight 
scheduling of the executive sample. 
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quent analysis. The two items are correlated at .77, which 
suggests the scale has good reliability. 


Competitive behavior variables. Hs claims that the more 
threatening a target firm’s behavior, the more managers of 
the focal firm will perceive it as a competitor. The multi- 
market nature of Markstrat suggested that we could distin- 
guish threatening from nonthreatening competitive action 
by testing whether the target firm’s action occurred in the fo- 
cal firm’s customer segments. Action in the focal firm’s seg- 
ments should be regarded as more threatening, whereas 
action in other segments should be regarded as less threat- 
ening. We examined this hypothesis by calculating the seg- 
ments in which each firm competed. For each firm, we 
examined the Euclidean distance between customer percep- 
tions of each Sonite brand and customer preferences in each 
of the five market segments for the two most important at- 
tributes, price and power, and then assigned the brand to the 
nearest segment. Because customer preferences in the 
Vodite market are undifferentiated, any firm with a Vodite 
product was considered to compete in a general Vodite seg- 
ment. We examine target firm advertising and new product 
introduction in the focal firm’s segments as measures of 
threat behavior subsequently. 


Target team dummy variables. Following Greene’s 
(1990) advice for analyzing pooled cross-sectional and time 
series data, we examined a variety of industry, team, and 
time period dummy variables to account for heterogeneity in 
the sample. Only the target team variables proved signifi- 
cant. We included four dummy variables to account for tar- 
get firm in all regressions. 


Analysis and Results 


We use hierarchical regression models to test our hypothe- 
ses. The order of inclusion of variables is determined by the 
order of importance indicated by the results from Study 1. 
Note that some of our observations are likely to be correlat- 
ed with one another, in that each subject rates multiple oth- 
er teams over multiple time periods. Sharma (1996) cites 
research that suggests the actual alpha level in an empirical 
setting with correlated observations could be as much as ten 
times the nominal level and that the effect increases with 
sample size. Therefore, we follow his advice to use a more 
stringent alpha level than 1s usual in our analysis. All tests 
conducted claim significance at a level of .005 rather than 
.05 and marginal significance at .01 rather than .10. 

We begin with a model that accounts for gross size of the 
firm. This model is reported as Model 1 in Table 2. It in- 
cludes the four target firm dummy variables previously not- 
ed, plus variables for total target firm advertising, total 
target firm sales force, and total number of new products in- 
troduced by the target firm in the previous period. As we 
show in Table 2, the overall model is significant, and all 
three of the size variables are positive and significant, as 
was expected. 

We next examine relative versus absolute size by adding 
three variables that correspond to the focal firm's advertis- 
ing, sales force, and number of new products offered. If ab- 
solute size of the target is all that matters, the focal firm's 
efforts in marketing should be irrelevant to the competitive 
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judgment. If, however, size of the target firm relative to the 
focal firm is what matters, we would expect significant neg- 
ative signs on the focal firm size variables, indicating that as 
focal firm size increases, it is less likely to regard the target 
firm as a significant competitor. 

Model 2 in Table 2 presents this regression. Model 2 im- 
proves fit significantly over Model 1 (Е; 1316 = 8.36, p < 
.0005). Using our .005 significance standard, two of the 
three relative size coefficients, for advertising and sales 
force, are significant and negative, which indicates that 
firms take into account their own size, to some extent, in 
judging the competitiveness of others. 

According to Hs, threatening activities by a target firm 
should make a focal firm's manager more likely to perceive 
that target as a competitor. We now examine threat by study- 
ing the target firm's activities in the segments it shares with 
the focal firm, not simply in general. 

In Models 1 and 2, the coefficients on target firm adver- 
tising and target firm new products treat all efforts as alike. 
By specifying a single coefficient for each, we define a lin- 
ear constraint, such that it is presumed that there is no dif- 
ference between efforts in segments the target firm shares 
with the focal firm and efforts in other segments. In equa- 
tion form, the advertising constraint may be represented as 
follows: 


B, (тога! target advertising) = 

B, (target advertising in shared segments + other target 
advertising) = 

Bp (target advertising in shared segments) + B3(other target 
advertising), if В, = Вз. 


The same type of constraint applies to new product in- 
troductions. We test the threat hypothesis by relaxing these 
constraints. 3 If the overall fit of the model improves signif- 
icantly, we may reject the hypothesis that all efforts are alike 
in the focal firm managers’ eyes. Hs suggests that the coef- 
ficients of target firm efforts in the focal firm's segments 
should be positive, whereas the coefficients of other target 
efforts should be neutral or negative. This analysis essential- 
ly examines whether overall target firm size or only size in 
the focal firm's segments affects competitor identification. 

This analysis is presented as Model 3 in Table 2. In place 
of the target advertising and target new product coefficients, 
we now have two coefficients each, representing target ad- 
vertising in shared segments versus other advertising and 
target new products in shared segments versus other new 
products. Model 3 dramatically improves fit over Model 2 
(Е. 1314 = 55.82, p < .0005). Furthermore, the coefficients of 
target advertising and new product introductions in shared 
segments are both positive and significant, as we hypothe- 
sized. Note, however, that though the other target advertis- 
ing coefficient is not significant, as expected, the other 
target new products coefficient is marginally positive, con- 
trary to our hypothesis. Perhaps new products in other seg- 
ments are perceived as long-term threats to the focal firm, 


3We do not use sales force in this analysis because, in virtually 
all observations, both target and focal firms have salespeople in all 
three distribution channels. 





TABLE 2 


Hierarchical Regressions: Perceived Competitiveness 


(n = 1327) 
Independent 
Variables Model 1 Model 2 Model 3 Model 4 Model 5 
Total target .00073*** .00085*** 
advertising (.00010) " (.00012) 
Total target .02374** .04574** .03880** .03799** .01108 
sales force (.00814) (.01214) (.01177) (.01162) (.01113) 
Total target 1.56987** 1.59561** 
new products (.48528) (.48380) 
Total focal —.00030** —.00054*** 
advertising (.0001 1) (.0001 1) 
Total focal —.03088** —.03744"* —.04041** —.02562* 
sales force (.01165) (.01121) (.01109) (.01069) 
Total focal —.53058 —.59650 
new products (.46687) (.45274) 

Target advertising .00129*** .00104*** .00056*** 
in shared segments (.00012) (.00013) ' (.00013) 
Other target —.00023 —.00005 —.00053** 
advertising (.00017) (.00017) (.00017) 

Target new '1.96302"" ` 1.13342 .56838 
products in (.63341) (.63987) (.58764) 
shared segments 

Other target 1.79672** 1.85669** .99734 
new products (68825) (67906) (.62616) 

Focal advertising —.00019 —.00014 
in shared segments (.00013) (.00013) 

Other focal —.00108*** —.00108*** 
advertising (.00016) (.00016) 

Focal new .24039 .52229 
products in (.62324) (.57102) 
shared segments 

Other focal new —1.07930 —.79019 
products (.66765) (.61277) 

Target success 4.14787*** 

(.28863) 
Роса! success 1.65762"** 
(.26611) 

Number of 
independent variables 7 10 12 14 16 

R2 -1022 -1190 .1871 .2104 .3392 


л. 


*p < .01, one-talled. 
**р < .005, one-tailed. 
***p < .0001, one-tailed. 


Notes: Target team dummy variables аге not reported; for total number of variables in the model, see "Number of independent variables" En- 
tries in the table report the regression coefficient with standard error in parentheses. 
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both in terms of potential repositioning and as а signal of 
general research and development capability. 

Because threat seems to matter, in the absolute sense 
that amount of target effort in shared segments affects focal 
firm managers’ perceptions, we logically can determine if 
relative threat matters by examining the focal firm’s efforts 
in shared segments. In Model 4, we relax the implicit linear 
constraints on focal firm advertising and new product intro- 
ductions, just as we relaxed constraints on target firm activ- 
ities in Model 3. If relative threat matters, we expect the 
signs of focal firm advertising and new product develop- 
ment in the shared segments to be negative—the greater the 
focal firm’s efforts, the less it considers target efforts in the 
segment threatening—whereas focal firm activities in other 
segments should not matter. 

Model 4 significantly improves fit over Model 3 (F2 1312 
= 19.42, p < .0005). However, the coefficients do not sup- 
port a relative threat hypothesis. Rather, the only significant 
new coefficient is focal firm advertising in other segments 
(unshared with the target firm). The coefficient is negative, 
so that the more the focal firm advertises in unshared seg- 
ments, the less it considers the target firm a competitor. № 
can think of this as an indicator of the focal firm’s stakes in 
the shared segments; the more it advertises in other seg- 
ments, the less important are the shared segments, making 
the target firm that shares those segments a less important 
competitor. 

Next, we add two variables to account for success (H4) 
in the previous period. The first measures the target firm's 
success, using the two-item success scale described previ- 
ously. In keeping with our previous analyses, we also add a 
focal firm success measure; if relative success is what drives 
attributions of competitiveness, we would expect a positive 
sign for target firm success but a negative sign for focal firm 
success. 


Model 5 presents the regression, including the success 
variables. The model again significantly improves fit over 
the previous model (Ез 1310 = 128.80, р < .0005). The target 
firm success coefficient is positive and significant, as ex- 
pected in H4. The focal firm success coefficient, however, is 
also positive, though significantly smaller than the target 
success coefficient. In this analysis, the more successful the 
focal firm, the more it regards other firms as competitive. 
This contradicts the idea that successful firms may be blind 
to their environment (e.g., Miller 1994). 

Finally, because experience was a relevant factor in 
Study 1, we tested for experience effects prior to accepting 
a final model. We do this by dividing our observations 1п- 
to early and late, using Period 5 as the breakpoint (5996 of 
observations are late using this classification). We then ex- 
amine whether any effects differ from early to late periods 
by looking at multiplicative interaction terms between a 
late period dummy variable and the substantive variables of 
interest. 

Our final model is presented in Table 3.4 When we ac- 
count for time, only the advertising-related and the success 
variables remain significant as predictors of competitor 
identification. Summarizing the results from this model, we 
find that Нз, regarding size, is not supported, but Hs, com- 
petitive threat, is supported for advertising expenditures. 
Target firm advertising in the focal firm's segments has a 





4In light of the possible relationship between firm size and suc- 
cess and on the advice of a reviewer, we also examined a system of 
equations using seemingly unrelated regressions in which focal 
and target firm activities were predicted by previous period suc- 
cess. The results from these regressions were substantively identi- 
cal to the results reported in Tables 3 and 4. 


TABLE 3 
Percelved Competitiveness Regression (Final Model) 
n = 1327 
ECCE ЕЕ Е 
Parameter Standard Standardized 

Varlable Estimate Error t value Prob > Itl Estimate 
Intercept 27.21804 1.52936 17.797 .0001 .000 
Target team 2 4.38762 1.44173 —3.043 .0024 —.100 
Target team 3 –2.28070 1.25069 —1.824 .0684 —.051 
Target team 4 —4.26837 1.33722 —3.192 .0014 —.097 
Target team 5 —4.04260 1.40572 —2.876 .0041 —.091 
Target advertising 

in shared segments .00185 .00024 7.676 .0001 .512 
Cther target advertising —.00020 .00016 —1.246 .2130 —.038 
Focal advertising 

in shared segments .00004 .00013 334 .7386 .012 
Other focal advertising —.00105 .00015 —7.107 .0001 —.209 
Target success 2.37301 .44256 5.362 .0001 .253 
Focal success 1.13843 .25634 4.441 .0001 .121 
Late period dummy .60569 1.49319 .406 .6851 .017 
Late period target success 2.20337 .49528 4.449 .0001 .187 
Late period target advertising 

in shared segments —.00130 .00024 —5.396 .0001 —.401 


Notes. R2 = .3636; F = 57.695, р < .0001. 
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positive effect on the degree of competitiveness the focal 
firm perceives, whereas target firm advertising in other seg- 
ments has a negative effect on perceived competitiveness. 
Rather than size overall, it is the size of target firm efforts in 
the focal firm’s segments that matters in terms of perceived 
competitiveness. A significant negative time interaction 
term on target firm advertising in the focal firm’s segments 
indicates that the effect of advertising late in the game on re- 
spondents' identification is substantially reduced but still 
statistically significant. 

На, success, also is supported. The more successful the 
target firm, the more it is perceived as a competitor of the 
focal firm; furthermore, a significant positive interaction 
term suggests that the importance of target firm success in- 
creases as the game progresses. Finally, the positive sign for 
focal firm success suggests that the target firm effect is ab- 
solute, not relative. 


An Analysis of Competitive Asymmetry 


Another way to look at our hypotheses regarding firm size 
(Нз) and success (На) is to consider asymmetry in competi- 
tor identification, where Firm 1 identifies Firm 2 as a com- 
petitor but Firm 2 does not identify Firm 1 as a competitor. 
If size and success matter in identification, this strongly im- 
plies that we should find asymmetry and that it should be 
driven by differences in size and success. Large or success- 
ful firms will be regarded as competitors by small or un- 
successful firms, but not vice versa. The Markstrat 
environment enables us to examine asymmetry in competi- 
tor identification, which we do here by comparing the focal 
firm's rating of a target firm on the 100-point competitor 
item with the target firm's rating of the focal firm on the 
same item. 

Because asymmetry between groups is not an individ- 
ual-level psychological phenomenon, we take the mean of 
the constant sum scale for perceived competitiveness across 
individuals for each focal firm in rating each target to equal- 
ize for differing numbers of respondents on different teams. 


We use the difference between one firm's rating of a second 
firm and the second firm's rating of the first as an indicator 
of asymmetry.? The mean difference (in absolute value) be- 
tween focal and target firms' ratings of each other is 12.48 
points on a 100-point scale (std. dev. = 9.96). 

Given that we observe some asymmetry, is it driven by 
firm size and firm success? We test this using a hierarchical 
regression approach, as in our previous analysis, but this 
time regress the difference between mean focal firm rating 
of target firm and mean target firm rating of focal firm on 
differences in size, threat, and success. The best model is 
presented in Table 4 and includes significant positive effects 
for differences in advertising, new product introductions, 
and success. The greater the target firm's efforts in advertis- 
ing and new product introductions relative to the focal firm, 
the greater is the positive difference between the focal firm's 
rating of the target firm and the target firm's rating of the fo- 
cal firm, in support of H4. Note, however, that there is a sig- 
nificant negative time interaction term for new product 
introductions, which eliminates the role of new products in 
judgment late in the game. Difference in target and focal 
firm success also positively predicts asymmetry, in support 
of H4; the greater the target firm's success relative to the fo- 
cal firm, the more it is perceived as a competitor of the focal 
firm and the less it perceives the focal firm as a competitor. 
Note that the positive interaction term on success suggests 
that this occurs more late in the game than early. Н; was not 
supported in the asymmetry analysis; size in the focal firm's 
segments was not significant relative to overall size. 


5Although difference scores have attracted controversy because 
they are inherently less reliable than the individual scores of which 
they are composed (Peter, Churchill, and Brown 1993), if we as- 
sume that the individual responses to this question across a team 
can be used to assess the reliability of the composite (team mean) 
used in this analysis, we are able to calculate an approximate reli- 
ability for the difference score, which is .83 for the MBA sample 
and .84 for the executive sample and which suggests good 
reliability. 


TABLE 4 
Asymmetry of Competition Regresslon Results 
Dependent Variable = Focal Firm Rating of Target Firm – Target Firm Rating of Focal Firm 





(n = 143) 
Parameter Standard Standardized 

Variable Estimate Error t value Prob > Ш Estimate 
Intercept —1.30260 1.60938 —.809 .4197 .000 
Target success — 

focal success 1.27506 .68876 1.851 .0663 .238 
Target advertising — 

focal advertising .00062 .00025 2.511 .0132 .209 
Target new products — 

focal new products 3.71001 1.48895 2.492 .0139 .338 
Late period dummy .41398 2.07120 .200 .8419 .013 
Late period target 

success — focal success 1.94923 -74064 2.632 .0095 .290 
Late period target 

new products — 

focal new products —2.96942 1.68026 —1.767 .0794 —.238 


Notes: А2 = .4784; F = 20.790; p < .0001. 
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Study 2 Discussion 


Study 2 was supportive regarding the success hypothesis, but 
evidence regarding firm size and threatening behavior was 
mixed. The individual-level analysis supported the threat hy- 
pothesis but not size, whereas the asymmetry analysis sup- 
ported size and not threatening behavior. Note again that we 
measured size in a particular way in this study and that it is 
more specific than the measure of size used in Study 1. 

The role of experience again proved significant in Study 
2. Regarding individual identification of competitors, adver- 
tising had a more substantial effect early in the game than 
late, whereas success had more of an effect late in the game 
than early. Similarly, according to the asymmetry analysis, 
new product introductions had a significant effect only ear- 
ly in the game, whereas the importance of success increased 
late in the game. Substantively, these results bear a tantaliz- 
ing resemblance to the number of responses results for 
tenure in Study 1, for which more experienced subjects gave 
fewer responses as to why they classified competitors. In 
Study 2, subjects appear to rely on a broader set of attribut- 
es early in the game and focus more on success, to the ex- 
clusion of other attributes, later. 

A limitation of Study 2 is the use of a single-item scale 
as the dependent variable. Although we were able to discuss 
the reliability of this scale in the asymmetry analysis, this 1s 
more difficult in the individual analysis. We collected a bi- 
nary variable (“At this point in the game, who are your main 
competitors?") at the same time as the continuous variable. 
A logistic regression using the binary variable as the depen- 
dent variable substantially confirms the continuous analysis. 


General Discussion 


Summary of Findings 


Research hypotheses. Regarding our hypotheses, Study 
1 found that managers named relatively few competitors, in 
support of Н. This confirms and expands on the single- 
industry studies that have characterized this area. Further- 
more, Study 1 revealed that respondents tended to rely on 
supply-based more than demand-based attributes in catego- 
rizing target firms as competitors or noncompetitors, in sup- 
port of Hp. 

Size (H3), success (H4), and threatening behavior (Hs) 
were perceived across the two studies as significant but not 
dominant attributes in the competitor identification process. 
In Study 1, though these three attributes all were mentioned 
frequently—in the top 11 for attributes out of 38—they were 
not among the most frequently used (top 5) attributes. In 
Study 2, success was supported at varying strengths over the 
course of the game, whereas size and threatening behavior 
received partial support. 


The role of experience. Although not hypothesized in our 
original research, it is worth summarizing the role that ex- 
perience played in these studies. In Study 1, experience, 
measured by length of tenure in job, influenced the number 
of responses given for why subjects considered certain firms 
competitors. Respondents with longer tenure gave fewer re- 
sponses. In Study 2, both individual and asymmetry analy- 
ses suggested that, as the Markstrat game progressed, 
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subjects paid more attention to target firm success and less 
to other attributes. 


Managerial Implications 


Several managerial implications arise from this study, as 
follows: 


Managers may name too few competitors. Study 1 sug- 
gests that managers have a restricted mental set regarding 
competitors in terms of number of competitors. One danger 
in this is that managers may name too few competitors. In 
many circumstances, however, this will not matter signifi- 
cantly to the firm; the number of current competitors that 
have an impact on the firm is objectively limited in many in- 
dustries. Naming too few competitors is likely to matter 
most in fragmented and turbulent industries in which emerg- 
ing competitors go unnoticed until it is too late (cf. 
Hodgkinson 1997). Regardless of industry, the critical task 
is to name as many competitors as necessary based on the 
situation. As previously noted, strategic planning probably 
should draw on a broad range of competitors, whereas a 
smaller number of competitors may suffice in analyzing 
likely reactions to a short-term tactic. Unit of analysis (e.g., 
business unit versus the corporate level) also will likely af- 
fect both the number and representation of competitors. 


Managers should focus more on competitors as defined 
by customers. Competitors in our data tend to be defined in 
terms of supply-based attributes. Furthermore, even when 
managers discuss demand-based attributes, it tends to be at a 
broad level—the top two demand-based reasons given were 
geographic scope of markets and overall customer perception 
of the firm (brand image, reputation). The third most popular 
demand-based reason was an unspecified customer similari- 
ty, and none of the remaining demand-based reasons was 
mentioned by more than 11% of respondents. In broad terms, 
the joint results of the two studies suggest that managers iden- 
tify a relatively small number of successful firms that are siz- 
able or engage in threatening behavior. Study 1 also suggests 
that product offerings, intended positionings, and geographic 
scope of markets play a role in competitor identification. 

How little attention customers seem to receive in the at- 
tributes managers use is worrisome. Lack of classification 
based on customer needs may mean that marketing myopia 
remains alive and well (Levitt 1960). This does not mean 
managers fail to collect market research data on customer 
needs and behaviors or to refer to it, but rather that these 
customer needs and behaviors are not particularly “top of 
mind” relative to competitor characteristics. Top-of-mind 
competitor characteristics may lead to biased purchase or 
use of market research, for example, by only commissioning 
research on a particular competitive set of products. 


Managers should be aware of asymmetry in competitive 
perception. Our findings on asymmetry suggest that small or 
unsuccessful firms look up to large or successful firms in 
their industry. To some extent, this reflects the economic re- 
ality of relative resources. Note, however, that though we 
demonstrated that asymmetry objectively exists, we did not 
demonstrate that managers were aware of the asymmetry. 
Lack of awareness could lead to substantial mistakes in 
making and interpreting competitive moves and signals. In 


signaling terms, large, successful firms may have “loud” 
voices, in that many others consider them important com- 
petitors, whereas small, less successful firms have “quiet” 
voices. Loud firms probably must be careful of what they 
say for fear that the message will go to unintended listeners. 
Quiet firms, in contrast, must work to ensure that their in- 
tended listeners hear the signals they are sending. 


Managers periodically should revisit how they identify 
competitors. In both our studies, more experienced respon- 
dents appeared to rely on fewer attributes to identify com- 
petitors than did less experienced respondents. It is possible 
that, over time, managers have learned a small set of vari- 
ables that accurately identify competitors. However, chang- 
ing business conditions make it important to check the 
validity of this parsimonious model on a periodic basis. 


Managers should identify potential competitors for 
tracking purposes. On a related point, respondents to Study 
1 appeared least knowledgeable about potential competitors 
in their environment, using relatively few attributes to iden- 
tify them and in four cases identifying none at all. Although 
they should not receive the same regular attention and 
analysis as more immediate competitive threats, tracking 
potential competitors is strategically important. The tales of 
managers who “knew” their business and then were sur- 
prised completely by a new competitor operating in a dif- 
ferent way are legion (e.g., Slywotzky 1996). 


Research Implications 


Several of these managerial implications suggest further ar- 
eas for research, as follows: 


Factors affecting the number of competitors named. Al- 
though we hypothesized that managers would name fewer 
than nine competitors, we found that 21% of our sample 
named nine or more competitors. The cognitive process we 
proposed suggests that managers first array competitors on 
a continuous basis and then name them, using some thresh- 
old above which the firm would be a competitor. Allowing 
for concentration effects, some of our respondents may have 
been using more expansive thresholds than others. Research 
regarding what affects this threshold would be helpful. Even 
in an oligopoly, managers might not name all competitors in 
the industry, depending on such factors as task, unit of 
analysis, or individual differences among firms or managers 
(cf. Clark and Montgomery 1996). 


Factors affecting the attributes used to identify competi- 
tors. That managers rely more on supply-based attributes to 
define and describe compehtors begs further research. Per- 
haps this is rational. Supply-based data may be more reliable 
than demand-based data; supply-based information such as 
company size may be more accurate than, for example, mea- 
sures of customer attitudes. Furthermore, if supply- and de- 
mand-based attributes are highly correlated, the latter may 
add little information to the former. From a strategic groups 
perspective, we might determine whether supply-based 
groups better predict performance than demand-based 
groups. 

Another perspective, however, might regard the domi- 
nance of supply-based attributes as a kind of fundamental 
attribution error (Ross 1977), in which individuals attribute 


another's behavior more to personal than to situational 
characteristics. In evaluating a competitor, the competitor's 
attributes (1.е., supply-based) may seem more important 
than attributes of the situation (i.e., demand-based). Infor- 
mation availability or salience of the competitor and infor- 
mation regarding it may influence this phenomenon. Wyer 
and Srull (1989) propose that people recall only enough in- 
formation to make a social categorization judgment, not all 
information. Their and other's work (Higgins and Stangor 
1988; Sherman, Judd, and Park 1989) suggest that this sub- 
set of information is likely to be the most accessible in 
memory rather than the most diagnostic. Salience can have 
similar effects; Hutchinson and Alba (1991) note that 
salience of category attributes can overwhelm diagnostici- 
ty of those attributes, depending on the situation (for a dis- 
cussion of the salience of the actor relative to the 
environment, see Fiske and Taylor 1991, p. 67). This is an 
area rich with research possibilities. Note as well that the 
suggestive finding that managers in Study 1 gave fewer re- 
sponses in describing potential competitors should be repli- 
cated in a study that does not include the limitations we 
noted in the Study 1 discussion. 


The role of experience. Biased recall is particularly prob- 
lematic if more experienced managers have more entrenched 
viewpoints. Higgins and Stangor (1988) argue it is easier to 
recall a judgment (e.g., "Firm А is a competitor") than the 
context surrounding that judgment and that the more distant 
in time the perceiver is from the original judgment, the hard- 
er it will be to recall context. This is consistent with our sug- 
gestive finding that more experienced respondents seemed to 
focus on fewer attributes to describe competitors. If en- 
trenched viewpoints are common among experienced man- 
agers—an interesting topic itself—it will be important to 
control for experience in studies of strategic decision making. 


Comparing managerial and customer views of competi- 
tion. A potential asymmetry we could not explore in this re- 
search is the possible divergence between managerial views 
of competition and customer views of competition (cf. de 
Chernatony, Daniels, and Johnson 1994). Comparing man- 
agerial and customer attitudes in this fashion is an impor- 
tant research area and one in which marketing modelers 
and researchers interested in managerial cognition can meet 
fruitfully. 


Process and consequences of identification. We note two 
further questions that should be addressed to understand 
managerial identification of competitors more fully. First, 
what is the process by which managers compare the target 
with the category? Second, what are the consequences of 
classification for organizational memory and competitive 
action? Regarding the latter question, competitor identifica- 
tion is likely to influence market research purchase and use 
through framing of industry boundaries. It is likely to affect 
competitor interaction by its implicit shaping of the collec- 
tion of players in the arena. It is also likely to affect further 
categorization decisions, because the history of category 
learning affects later choices. That which a firm regards as a 
competitor may be influenced by that which the firm already 
has perceived. 
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Competitors that are not threats. We and literature in 
general in this area have discussed competitor identification 
as if competitors were always threats. These “threat com- 
petitors” endanger a focal firm’s livelihood in varying de- 
grees. However, there are other types of competitors that 
focal firms face. One we call an “aspiration competitor,” to 
which the focal firm looks as a model in terms of bench- 
marking and best industry practice. Following and imitating 
an aspiration competitor may be a way of improving perfor- 
mance. In addition, many firms, especially in high-technol- 
ogy industries, now face what we call a “partner 
competitor,” against which the focal firm competes in some 
markets but with which it cooperates in other markets. Re- 
search in this area would be much enriched if we regarded 
competitor identification as more than just a unidimension- 
al “threatening versus nonthreatening” construct. 


Conclusion 


Competitor identification is a critical process, both as a pre- 
cursor to competitor analysis and as an implicit definition 
of product market boundaries. This research brings togeth- 
er diffuse literature on managerial identification of com- 
petitors under an organizing psychological framework of 
the categorization process managers might use. In two em- 
pirical studies, we demonstrate a focus on supply-based at- 
tributes in managerial identification. Demand-based 
characteristics were cited less often and, when cited, often 
were broad rather than deep. These findings, combined 
with evidence on asymmetry in competitor perception, sug- 
gest that managers have restricted mental sets regarding 
competitors, which has consequences for both competitor 
analysis and competitor interaction. Given the importance 
of the topic, much further research is recommended to un- 
derstand better the steps in competitor identification de- 
tailed in our framework. 


Appendix 
Competitor Identification Code 
Summary 


Supplier Factors 


Goals, Objectives 

Refers to the competitor’s goals or objectives. 

Absolute Size 

Refers to the competitor’s absolute size in terms of dollar or 
unit sales, number of customers, number of employees, pro- 
duction capacity, or number of locations. 

Relative Size 

Refers to the competitor’s size relative to the respondent’s 
firm. 

Competitor Growth 

Refers to the growth of the competitor’s business. 
Financial Strength 

Refers to the financial wherewithal of the competitor rela- 
tive to the respondent’s firm. 

Age 

Refers to the competitor’s age relative to the respondent’s 
firm. 
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Success 

Refers to the competitor’s level of performance in terms of 
profitability, market share, or performance relative to stated 
goals. 


Resources Used 

Refers to the competitor’s use of particular resources, such 
as raw materials, suppliers, allies, facilities, employee skills, 
or process. 


Technology Used 
Refers to the competitor’s use of technology, either in prod- 
uct development or in process. 


Basic Strategy 
Refers to the fundamental strategy of the competitor in very 
general terms. 


Products or Services Offered 

Refers to the specific product or service offerings of com- 
petitors, typically by industry-defined or functional cate- 
gories (as opposed to customer benefits). 


Product Positioning, Value Proposition 

Refers to the product positioning or value proposition of- 
fered by the company. Rather than the functional or industry 
categories under “products offered,” this code reflects ex- 
plicit statements about the value or benefits the company in- 
tends to provide to the customer. 

Pricing 

Refers specifically to the pricing practice of the competitor. 
Advertising and Promotion 

Refers specifically to the communication practices of the 
competitor, whether through advertising, publicity, or per- 
sonal communication via a sales force. 

Distribution 

Refers specifically to the distribution of the competitor’s 
product. 


Corporate Culture 

Refers to the general company values underlying competitor 
activities. 

Competitive Behavior 

Refers to the respondent’s perception of the way the com- 
petitor behaves in competing, which may or may not 
match customer perceptions (coded “threatening” and 
"nonthreatening"). 


Traditional Rival 
Refers to the respondent's long-time relationship, if any, 
with the competitor. 


Vertical Integration 
Refers to the vertical integration of a competitor. 


Business Environment 

Refers to the evolution of the business environment in 
which the competitor operates, which might include politi- 
cal and legal, technological, physical or economic factors. 


Unspecified Supplier Similarity 


Refers to a similarity or dissimilarity with the competitor 
that is unspecified. 


Other Supplier Factor (specify) 
Supplier reasons that represent specific reasons not account- 
ed for by the supplier codes. 


Demand Factors 


Geographic Scope of Markets 
Refers to geographic characteristics of customers. 


Demographic Scope of Markets 

Refers to demographic characteristics of customers such as 
age, income, gender, marital status, family size, urban/sub- 
urban/rural, industry, SIC code (industrial customer), educa- 
tion, occupation, or social class. 

Psychographic Scope of Markets 

Refers to the attitudes, opinions, interests, beliefs or 
lifestyles of customers. 


Size of Markets 

Refers to the size of the competitor’s target market—not 
the competitor’s portion of that market—in terms of 
number of customers, number of units sold, or dollar 
sales. 


Growth of Markets 

Refers to the growth of a competitor’s market, in terms of 
number of customers, number of units sold, or dollar 
sales. 

Size of Customer (Industrial) 

Refers to the size of customer company that an industrial 
competitor serves. 


Customer Price Segments 

Refers to customer segments separated by willingness to pay. 
Profitability of Markets 

Refers to the profitability of a competitor’s markets in 
general. 


Customer Needs/Wants 
Refers to the specific benefits customers say they want in а 
product or service. 


Consideration Set 

Refers to customers who do or do not consider the competi- 
tor’s products along with the respondent’s products when 
purchasing in the product category. 

Elasticity 

Refers specifically to the relationship between the respon- 
dent’s sales and the competitor’s actions, or the competitor’s 
sales and the respondent’s actions. 


Purchase Patterns 

Refers specifically to the purchase patterns of customers re- 
garding respondent and competitor’s products (e.g., substi- 
tute or complement products). 


Customer Perception of Firms 

Refers to general customer perceptions of firms and their 
products—code both product comments and comments on 
general company reputation with customers here, including 
brand image. 


Customer Behavior 

Refers to customer behavior patterns aside from purchase. 
This might include customer purchasing process or cus- 
tomer behavior characteristics relevant to the products. 


Unspecified Customer Similarity 
Refers to a similarity or dissimilarity between respondent's 
and competitor’s customers that is unspecified. 


Other Demand Factor (specify) 
Demand reasons that represent specific reasons not account- 
ed for by the demand codes. 


Da 
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Marketer Acculturation: 
The Changer and the Changed 


Adapting to consumers from another culture is a quintessential task for marketers in the global marketplace. This 
research investigates marketers’ processes of multicultural learning and adaptation using ethnographic methods in 
a longitudinal study of an ethnic marketplace in the United States. The authors derive an empirical model of indi- 
vidual marketer acculturation that consists of learning and translation processes, adaptation strategies, and their 
outcomes. The findings indicate that marketers serve as bicultural mediators, both accommodating their consumers 
and working to alter their consumption patterns to bring them into line with their own ethnic and larger U.S. nation- 
al market customs. Marketers’ adaptation to the cultural characteristics and needs of their clientele results in 
changes to themselves, their firms, consumers, and, ultimately, the marketplace. The authors contribute to a theo- 
retical understanding of the complex dialectical relationships between marketers and consumers, which together 


constitute culture in the contemporary marketplace. 


The rising economic and communications interdepen- 
dence of the world means that nations, however unified 
internally, must nonetheless operate in an increasingly 
multicultural global environment. Ironically, a world that 
is coming together pop culturally and commercially is a 
world whose discrete subnational ethnic and religious 
and racial parts are also far more in evidence (Barber 
1996, p. 11). 


jor forces for cultural change: global market integration 

as the result of corporate expansion and ethnic differenti- 
ation as the result of persistent racial, religious, and/or na- 
tional interests. Examples of ethnic conflict include the Los 
Angeles riots of the early 1990s (Hunt 1996; Min 1996), the 
ongoing armed struggles in Algeria and Bosnia, and the im- 
migrant versus resident clashes currently taking place in 
Western Europe (Drozdiak 1997) and North America. Al- 
though it is a source of tension, ethnicity provides a power- 
ful basis for the identity and community of its members. 

Barber (1996), similar to a growing number of market- 
ing scholars (cf. Costa and Bamossey 1995), is interested in 
the ways cultural and market forces unite and divide people. 
The market separates people by distinguishing them on the 
basis of their sociodemographic characteristics and other 
consumption patterns. It unifies them by assembling people 
with similar characteristics, ideas, and behaviors; providing 
products, services, media, and social spaces that reinforce 
cultural identities; and promoting the consumption of cul- 
tural market artifacts. Interactions between cultures and 
markets are accelerated in the global economy. 

This research is positioned at the nexus of ethnicity and 
the market as distinct forces spurring contemporary inter- 
cultural contact and change. The distinguishing characteris- 
tic of the contemporary global market is marketers and 


| п the preceding quote, Barber (1996) recognizes two ma- 
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consumers positioned within and traversing multiple cultur- 
al spheres. In this research, we strive to understand the mar- 
keting implications of these multicultural market 
juxtapositions by investigating marketers’ processes of 
learning and adapting to consumers of other cultures. 

The illustration in Figure 1 cleverly shows some trou- 
blesome assumptions underlying conceptualizations of mar- 
ketplace diversity in the dress of the characters and the titles 
of the respective books. First, cultural differences often are 
conceptualized as a matter of marketers of one culture learn- 
ing to target consumers of another culture. Although con- 
sumers have been noted to acculturate (Pefialoza 1994), 
marketers have not. This simplification expedites the con- 
duct of research, yet remains a reduction of the contempo- 
rary marketplace, in which marketers and consumers of 
multiple cultures adapt to each other simultaneously. Sec- 
ond, organizations typically are structured such that those in 
marketing managerial roles charged with developing multi- 
cultural strategies are removed from day-to-day interactions 
with consumers, yet these are primary sites for cultural 
learning. As a related point, market researchers typically in- 
vestigate culture indirectly, through marketer and consumer 
respondents. As a result, the literature retains an idiosyn- 
cratic quality, composed of references to disparate cultural 
groups and market practices, with less attention to general- 
ized adaptation processes and their contexts. 

We empirically examine marketer acculturation, de- 
fined as the general processes of movement and adaptation 
by marketers of one cultural market system to consumers of 
another cultural market system.! This is part of an eight-year 





‘Acculturation is a general term that encompasses intercultural 
interaction and adaptation and includes assimilation of a new cul- 
ture, maintenance of the old culture, and resistance to both new and 
old cultures. Adaptation is broader than acculturation, in that it 
refers to responses to outside stimuli, both cultural and noncultur- 
al. Consumer acculturation is used to refer to intercultural contact 
and the resulting change for consumers in contact with a new cul- 
ture; marketer acculturation is used to refer to intercultural contact 
and the resulting change for marketers in contact with a new cul- 
ture of consumers. 
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Illustration reproduced with permission of artist, Milan Kecman. 





ethnographic project investigating intercultural market 
adaptation in a Mexican immigrant neighborhood in south- 
ern California. Previous work has examined the adaptation 
processes of Mexican immigrant consumers (Pefialoza 
1994). This study examines retailers of multiple cultures— 
Latino, Asian, Middle Eastern, and Anglo2—and focuses оп 
how they culturized the marketing concept in adapting to 
these same Mexican immigrant consumers. Important were 
such issues as how marketers influenced consumers and 
were influenced by them, hence, the double entendre of the 
subtitle, the “changers” and the “сћапред."3 As such, this 





2Regarding ethnic nomenclature, we use the term “Latino” 
throughout this article to refer to consumers at this particular mar- 
ketplace site who were predominantly Mexican immigrants, but al- 
so included Mexican-Americans and Central and South 
Americans. When used to describe the marketplace site or the cul- 
ture of these people, we use the adjective "Latino/a" to designate 
both genders more explicitly, though the term "Latino" technically 
is inclusive of both genders in Spanish. We use the term "Anglo" 
throughout the article to refer to the majority segment of the U.S. 
population of non-Spanish, European ancestry. The term “white” is 
used synonymously when contrasting this group with minority 
racial and ethnic subgroups (i.e., Latinos/as, blacks, and Asians) 
and 1n some of the verbatims. 

3The inspiration for this phrase comes from the title of a record 
by Chris Williamson, The Changer and the Changed (Olivia 
Records, Oakland, CA, 1975). 


work falls within a growing tradition of Joint studies of mar- 
keters and consumers (Arnould and Price 1993; Hernandez 
and Kaufman 1991; Kaufman and Hernandez 1991; Price, 
Arnould, and Tierney 1995). 

We begin by reviewing the literature on ethnicity, accul- 
turation, and market learning and then discuss the ethno- 
graphic methods used to collect data for critical interpretive 
analysis. The ethnographic account provides a descriptive 
overview of the field site and participants, from which we 
develop an empirical model. The model that emerged from 
the data describes the acculturation process implemented by 
the individual marketer as he or she learned and translated 
language and cultural customs and developed adaptation 
strategies to work effectively with consumers and other ac- 
culturation agents. Marketers enculturated themselves into 
their consumers' culture, reproduced elements of multiple 
cultures, developed the соттипиу, socially validated Mex- 
ican consumers in the United States, and forged a dialectical 
relationship with consumers. 

Our research contributes to marketing theory and prac- 
tice by furthering substantive understandings of intercultural 
market dynamics. Culture is a fundamental aspect of mar- 
keting phenomena, with increasing relevance in the global 
era. We examine the intersections of many aspects of culture 
in the marketplace: consumers' ethnic culture, marketers' 
ethnic and organizational culture, and national culture. At the 
heart of this work is an examination of marketers attempting 
to capitalize on ethnic consumers' buying power, with atten- 
tion to how it was exercised and, 1n turn, reacted to and mo- 
bilized with and against by marketers. Finally, we discuss the 
implications of marketers’ cultural activities in markets in- 
creasingly composed of transnational migratory movements 
of consumers, products and services, and companies. By in- 
vestigating microprocesses of intercultural learning and 
adaptation, this work helps marketing theoreticians and man- 
agers alike understand the intricacies of the global market. 


Multidisciplinary Theoretical 


Foundations 


Cultural pluralism is the Western experience of the real 
postmodernization of the world, the ethnicization and 
cultural pluralization of a dehegemonizing, dehomoge- 
nizing world incapable of a formerly enforced politics of 
assimilation or cultural hierarchy (Friedman 1994, p. 
100). 


In building our theoretical framework, we drew from work 
on ethnicity, acculturation, and market orientation in anthro- 
pology, economics, and marketing. Whereas work on eth- 
nicity and acculturation emphasizes cultural contact and 
change, work on market orientation emphasizes the organi- 
zational context of marketer acculturation. Intercultural con- 
tact and adaptation is the defining feature of the global 
marketplace. Once largely the purview of war, conquest, and 
colonization (Padilla 1980), acculturation increasingly is 
brought about by the market forces of immigration (Cor- 
nelius, Martin, and Hollifield 1997), international trade 
(Costa and Bamossey 1995), and tourism (Belk 1993). Both 
domestically and internationally, cultural adaptation occurs 
as the result of interactions along diverse social demograph- 
ics (e.g., race/ethnicity, social class, gender) and geograph- 
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ics (e.g., nation, region) among consumers, marketers, prod- 
ucts and services, and companies aligned with various na- 
tions and subcultures. 

In anthropology, culture is operationalized as a construct 
at once pervasive, compelling, and elusive, from which a 
person’s sense of reality, identity, and being emerge (Clif- 
ford and Marcus 1986; Rabinow and Sullivan 1987). As a 
social phenomenon, culture is characterized by the confla- 
tion of individual processes, including personal expressions 
of self-identity and affiliation with a larger group (Roosens 
1995), with disavowals from other groups in the form of 
group relations and boundary activities (Barth 1969; Jenkins 
1997). Despite its foundational qualities, however, culture is 
not deterministic, because people maintain an agency and 
integrity apart from, but related to, their culture. Balancing 
individual and collective aspects of culture is relevant to this 
research because marketers were part of several cultures, yet 
acted as relatively autonomous agents in adapting to the dis- 
tinctive cultural influences of consumers. 


Culture and Ethnicity in the Marketplace 


Culture and ethnicity have been dealt with extensively in the 
consumer behavior literature, raising important issues for 
the study of marketer acculturation. Culture is recognized as 
a general influence on consumption; it is constituted and ex- 
pressed in the consumption of countless products and ser- 
vices (Lee 1993; McCracken 1988), as well as homes (Joy 
et al. 1995), offices (Belk and Watson 1998), and stores and 
marketplace sites (Sherry 1995), with differences noted 
across various subcultures and nations (e.g., Bristor and Fis- 
cher 1993 on women; Campanelli 1991 on African-Ameri- 
cans; O’Guinn and Meyer 1984 on Latinos/as; Schmitt, Pan, 
and Tavassoli 1994 on international consumers). 

Acculturation has been studied previously in a con- 
sumption context, with findings usefully extrapolated to 
marketers, who necessarily adapt culturally as well. Grgn- 
haug, Gilly, and Pefialoza (1992) discuss barriers and incen- 
tives to immigrant consumers’ acculturation, whereas 
Pefialoza (1994) emphasizes the acquisition of cultural mar- 
ket skills, such as the translation of currency, social symbols, 
and meanings, with attention to the social relations between 
the host and immigrant cultures. Because marketing in- 
volves a conscious decision to do business and an outlay of 
assets, marketers were expected to be more receptive to con- 
sumers’ cultural differences than consumers were to mar- 
keters. Other distinct factors included (1) individual 
differences in marketers’ characteristics and motivations; (2) 
firm characteristics, such as size and type of business; (3) the 
opportunity presented by consumers in terms of size, growth 
rate, accessibility, and profitability of the market; and (4) the 
cultural distance between marketers and consumers, in terms 
of cultural characteristics and larger sociocultural relations. 

In the field of marketing, treatments of culture are para- 
doxical. There is consensus that culture is a fundamental in- 
fluence on market practice, yet this important construct 
tends to be concentrated in the subfields of consumer be- 
havior, cross-cultural, and international marketing rather 
than included in the full range of studies. All too often, cul- 
ture appears only in those studies whose main purpose is to 
study it. 
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This paradox stems partly from the way culture oper- 
ates; it seldom is recognized except in terms of differences 
between two or more groups. The paradox also stems from 
a unidirectional view of the interrelationships between cul- 
ture and market phenomena such that culture is partitioned 
and held static, almost as if marketers had no culture at all 
or their activities had no cultural effect on consumers. Bod- 
dewyn (1981) criticizes marketing studies in which cultural 
factors are compared across countries with little sense of the 
impact of marketing activities. Observes Bouchet (1995, p. 
69, emphasis added), “many marketers tend to adopt an at- 
titude toward ethnicity and cultural identity in which they 
consider the market from the outside, without really realiz- 
ing that their understanding of it and the actions they take to- 
ward it in fact contribute to further manifestations of 
cultural identity and ethnicity.” 

Nevertheless, there is growing evidence to suggest that 
cultural differences affect marketers’ behavior in ways par- 
allel to their effects on consumers. Deshpandé, Farley, and 
Webster (1993) examine organizational culture in Japanese 
firms; Tse and colleagues (1988) compare executive deci- 
sion making in China, Hong Kong, and Canada; and Camp- 
bell and colleagues (1988) note national differences in 
negotiation processes in France, Germany, the United King- 
dom, and the United States. However, these studies have fo- 
cused on marketers’ culture in relation to other marketers. 
Our work studies marketers’ culture in relation to con- 
sumers, posing basic theoretical questions such as the fol- 
lowing: Do marketers have a culture related to marketing 
activities in the same way we refer to consumer culture? If 
so, what is the nature of its characteristics and adaptation 
processes? And how would marketer acculturation process- 
es vary in concert with consumers of different cultures? 


Market Learning 


Market orientation, with its emphasis on “the development of 
knowledge or insights that have the potential to influence be- 
havior” (Slater and Narver 1995, p. 63), helped provide a 
foundation for studies of marketer acculturation. Jaworski 
and Kohli (1993) and Shapiro (1988) note the importance of 
a customer focus in achieving a market onentation, and Day 
(1994) emphasizes direct contact with customers. However, 
such work has considered only firms that are part of the same 
culture as their customers. The literature’s focus on large 
firms may be responsible for its omission of cross-cultural 
learning as a result of its emphasis on human resource issues 
and industry competition. In contrast, we focus on retailer in- 
teraction with multicultural customers. Retail marketing is a 
good site for investigating marketer acculturation because di- 
rect contact with consumers is an important factor in cultural 
learning, as is the specific cultural context of the interactions 
at the level of the neighborhood and larger cultural relations. 
Regarding organizational learning processes, Garvin 
(1993) emphasizes systematic problem solving and transfer- 
ting knowledge quickly and efficiently throughout the firm. 
Slater and Narver (1997) distinguish among learning from 
others, from experience, and by experiment. Marketer ac- 
culturation likely shares these general organizational learn- 
ing modes but differs as the result of the type of learning 
involved in adapting to consumers of another culture. 


Intercultural Market Adaptation 


Knowledge and experience of other cultures is acquired in 
reference to and in terms of a person’s own culture, within a 
context of larger social relations (Rabinow and Sullivan 
1987). Thus, we investigate marketers’ cultural adaptation 
within the context of cultural relations in the area. Because 
the majority of consumers and marketers at this site were 
Mexicans living in the United States, we focus on 
U.S.—Mexican relations in discussing this point, though is- 
sues related to the presence of Korean, Cuban, Lebanese, 
and Israeli immigrant marketers also are acknowledged.4 

U.S.-Mexican relations have been strained for 200 
years. Early disputes centered on land and resource owner- 
ship, and conflict continues over appropriate development 
and treatment of each other’s people (Асийа 1988, 1996; 
Pefialoza 1995). For years, U.S. firms have been charged 
with extracting natural resources, emphasizing export crops 
over local sustenance, labor injustice, and pollution in Mex- 
ico, even as they have been credited with providing jobs, 
creating wealth, and elevating the standard of living for 
Mexicans in the United States and Mexico. 

Most recently, the increasing proportion of minority 
consumers in the United States and, subsequently, the visi- 
bility of minority markets (e.g., Fisher 1991) have strained 
cultural relations in the United States.5 Recent English-only, 
anti-immigration, anti-affirmative action, and antibilingual 
education initiatives may be viewed as reactions to these 
trends. To this day, networks of Latinos/as and Anglos ex- 
tend beyond both sides of the U.S.-Mexican border. Inter- 
cultural contact is stimulated by international labor and 
capital migration, tourism, and trade, all further accelerated 
by the North American Free Trade Agreement. 

For our purposes, the key focuses were whether and how 
the match between the ethnicity of merchants and con- 
sumers affected market activities. The marketplace has be- 
come a primary avenue for cultural expression, with an 
unprecedented array of cultural possibilities (Firat and 
Venkatesh 1995). On the one hand, cultural insiders have an 
advantage in their ethnic markets due to intimate knowledge 
of consumers' customs and product and service preferences 
(Kaufman and Hernandez 1991). Furthermore, having a 
strong entrepreneurial base in an ethnic community has been 
considered instrumental in community development (Portes 
and Bach 1985). 

On the other hand, cultural conflict has been concomi- 
tant with the presence of multiple cultures in the market- 
place. Economic discrimination and segregation based on 
cultural characteristics form the basis of ethnic economies 
and partially explain cultural differences in self- 


4For further discussion of relations between U.S. residents and 
Korean immigrant businesses, see Min (1996), for Israeli mer- 
chants, see Cohn (1996); for Lebanese immigrants, see Kayal and 
Kayal (1975); and for Cuban immigrant business relations, see 
Portes and Bach (1985). 

5Anti-minority and anti-immigration sentiments historically 
have followed economic downturns (Lamphere 1992). To date, 
globalization has had a disjointed effect on the U.S. economy in the 
form of unparalleled growth in stock value occurring simultane- 
ously with persistent urban unemployment, job losses, and benefit 
and wage deterioration. 


employment. The U.S. Bureau of the Census (19925) re- 
ports the following figures for self-employment as a per- 
centage of total employment: Mexican 6.8%, Anglo 11.296, 
Korean 27.9%, Israeli 28.6%, and African-American 4.4%. 
Self-employment has driven the social mobility of immi- 
grants, whose self-employment is greater than native resi- 
dents for most ethnic groups (Borjas 1986). Less advantaged 
U.S. minority groups, blacks and Mexicans demonstrate the 
lowest levels of self-employment (Fairlie and Meyer 1996; 
U.S. Bureau of the Census 1992b). 

Furthermore, as previously mentioned, there is evidence 
that cultural differences between marketers and consumers 
are not conducive to business success or community devel- 
opment. Such businesses appear particularly vulnerable to 
cultural misunderstandings and even violence, especially 
when aggravated by a larger climate of persistent economic 
differences and disparities in police and government treat- 
ment. In a study of more than 200 riots that occurred in ma- 
jor U.S. cities іп 1966—67, Light (1972) notes blacks’ 
troubles with white retailers “ripping them off.” The 1990 
riots in Los Angeles between black and Latino consumers 
and white and Korean merchants began in protest of the ac- 
quittal of white police officers charged in beating African- 
American Rodney King, with economic disparities listed 
among the causes (Hunt 1996). 

Nevertheless, there are precedents for community sup- 
port from cultural outsiders, though they are somewhat con- 
troversial. Mainstream advertising in the Spanish language 
has been recognized in support of Latino culture (O’Guinn 
and Meyer 1984), and major U.S. corporations such as 
Anheuser-Busch and Atlantic Richfield regularly contribute 
to Hispanic and black community organizations. In addition, 
tourism has provided an economic basis for renewing and 
strengthening minority cultural traditions (Friedman 1994). 
Even so, community organizations grapple with their de- 
pendence on outside contributions. 

Our field site exhibited a localized struggle for main- 
taining an ethnic presence relative to a dominant group, and 
marketing activities were an influential agent. Mexican tm- 
migrant consumers predominated, with mainstream con- 
sumers joining in celebrating Mexican holidays. Thus, the 
site was similar to Olvera Street in Los Angeles, though on 
a smaller scale. Olvera Street, once inhabited predominant- 
ly by Mexicans and Mexican-Americans, has become a 
year-round tourist attraction where white consumers are pre- 
dominant (Асийа 1996). 

In summary, this research focuses on marketers' cultural 
learning and adaptation processes as they are situated with- 
in the context of organizational imperatives and cultural re- 
lations. The logic of the market appears to operate through 
marketers' routine business activities and interactions with 
consumers as a localized cultural variant of larger sociocul- 
tural relations. In markets increasingly characterized by the 





6Economic discrimination may be based on physical features 
such as skin color, bodily features, dress, or behavior, as well as on 
nonphysical traits such as religion, creed, or ideology. Economic 
exclusion may be physical, as in segregation, or symbolic, as т 
subordinate status, group identity, and other symbols. Such exclu- 
sion may be imposed on members of one group by another or be 
self-imposed (Pefialoza 1995) 
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juxtaposition of heterogeneous cultures, documenting the 
specific processes of marketer acculturation is a valuable 
contribution to the literature. 


Critical Ethnographic Research 
Methodology 


Culture—the shared meanings, practices, and symbols that 
constitute the human world—does not present itself neu- 
trally or with one voice. It is always multivocal and 
overdetermined, and both the observer and the observed 
are always enmeshed in it; that is our situation (Rabinow 
and Sullivan 1987, p. 7). 


Ethnographic methods were selected for their long-standing 
tradition in studying cultural phenomena (Clifford 1988). 
We employed participant observation, depth interviews, and 
photography as data collection techniques, with field notes, 
journal entries, photographs, and artifacts (i.e., business fly- 
ers, cards, and local newspapers) serving as data for inter- 
pretive analysis. Critical ethnography is distinguished by the 
influences of critical theorists (Ozanne and Murray 1991), 
anthropologists (Miller 1997), and, most recently, postcolo- 
nial scholars (Appadurai 1996; Bhabha 1994) interested in 
modernity and globalization. Of interest in this work were 
the power relations between marketers and consumers, with 
emphasis on including participants’ issues and exploring 
global economic dimensions of the phenomena of interest. 


Field Site 


The marketplace site was a business center that consisted of 
a four-block area of retail stores in a Mexican community in 
southern California. Cultural spheres of ethnicity over- 
lapped and transcended national borders. Shopkeepers were 
predominantly Latino/a and Asian, though a few were Anglo 
and Middle Eastern, and many were immigrants. Consumers 
were predominantly from Mexico, but also included native 
Mexican-Americans and other Latinos/as, as well as Central 
and South American immigrants. There was a minority of 
non-Latino customers and employees of city and county of- 
fices. Sixty percent of the surrounding city was Latino/a, ac- 
cording to the 1990 U.S. Census (U.S. Bureau of the Census 
1992a), and observations indicated Spanish was the pre- 
dominant language used to conduct business. 


Emergent Design 


We began with a question regarding the nature of marketers’ 
influences on Mexican immigrant consumers’ acculturation. 
Data collected from January 1989 through May 1991 on 
consumer acculturation (Pefialoza 1994) were reanalyzed. 
During the summer of 1991, additional fieldwork was con- 
ducted, including interviews with 15 marketers. Questions 
pertained to business history; the experience of the respec- 
tive employee, manager, or owner with this and other cul- 
tural clienteles; customer characteristics and behaviors; and 
comprehensive marketing strategies. The last question, 
open-ended, queried marketers about their issues of concern 
in the area. 

Retail participants were selected with the goal of achiev- 
ing variation in the size and type of business, number of 
years in business, and individual ethnicity, nationality, and 
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gender (see Table 1). Participants interviewed came from 
various retail establishments. Ten were men and five were 
women; eight were owners of the respective businesses, four 
were managers, and three were sales employees. Regarding 
nationality, twelve were immigrants, and three had been 
born in the United States. Regarding ethnicity, nine were 
Latino/a (three Mexican-American, six Mexican, and one 
Cuban), three were Korean, and two were from the Middle 
East.” Length of time in business ranged from 1 to 21 years; 
average longevity in the business equaled 5.7 years. Average 
number of employees was 15.5, ranging from a high of 130 
to a low of 1. This is somewhat higher than the national av- 
erage of 12.7 employees (U.S. Bureau of the Census 1996). 

Field activities and objectives were more focused over 
time, because the 1991 data indicated that marketers' influ- 
ences on consumers were but a small part of the larger phe- 
nomena of their own acculturation. Follow-up interviews 
were performed in 1994 and 1996, in which the results of 
previous interviews were discussed with the retailers. In 
1994, follow-up questions emphasized marketers’ dynamics 
of cultural learning and use of cultural information; 1996 
follow-up questions centered on clarifying marketers’ adap- 
tation processes and roles as cultural agents. In both follow- 
up interviews, marketers were asked about the effects of 
ongoing statewide political activities. 


Interpretive Analysis 


The complete data set consisted of transcribed interviews 
with 15 retailers and 16 Mexican immigrant consumers, 450 
photographs, 431 pages of field notes compiled from 343 
hours of fieldwork, and a 507-page journal. Analytic tech- 
niques consisted of summary description, pattern coding, 
category formation and reformation, derivation and inter- 
pretation of themes, and negative case studies. Analysis of 
these data across the various units of participant characteris- 
tics, marketing strategies, learning/adaptation processes, 
cultural events, and interactions with external publics point- 
ed to ways in which marketers adapted culturally, both 
teaching their clientele and learning from it. This two-way 
process of market learning was integral to marketers’ efforts 
in serving their consumers, but it also involved transforma- 
tions of the marketers, firms, consumers, and marketplace. 
In the account that follows, we first provide a descrip- 
tion of the marketplace as it appeared in 1991 and historical 
information on the city in which the site was located, fol- 
lowed by marketers’ characteristics, activities, learning 
processes, and outcomes. Changes that had occurred 
through 1996 appear throughout the text. Names of the city, 
marketplace, stores, and persons have been changed to 
maintain the anonymity of both marketers and consumers. 
Spanish interview excerpts were translated by the lead au- 
thor and appear verbatim, followed by their English equiva- 
lent in brackets. The ethnographic account that follows is 
written in first-person, singular tense because fieldwork was 
performed by the first author. The remainder of the article 





7Attempts were made to broaden the set of participants to in- 
clude the two Anglo-owned businesses in the area. Unfortunately, 
one had gone out of business, and the owner of the other refused to 
be interviewed. 
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reflects collaborative work; therefore, we use plural pro- 
nouns elsewhere in the article.8 


The Marketer Acculturation 
Process 


The Field Site 


The site is a major urban shopping street in the city of San 
Pueblo in southern California. It consists of a four-block 
area containing 11 jewelry stores, 11 clothing stores (6 
men’s, 4 women’s, and 1 children’s), 6 bridal shops, 5 shoe 
stores, 3 discount department stores, 3 photography studios, 
3 restaurants, 3 grocery stores, 2 beauty shops and a beauty 
supply store, 2 electronics stores, a bank, a travel agency, a 
video rental shop, a pawn shop, a check-cashing operation, 
a sporting goods store, a gift shop, a church, a theater, and 
the office of the Mexican Consul. Many of the stores are in 
close proximity to their direct competitors; this is particu- 
larly true for the jewelry, clothing, and shoe stores. The 
bank, one of the shoe stores, and one of the jewelry stores 
are local branches of Mexican companies. Of 60 store 
names recorded, 35 were in Spanish and 25 were in English. 
Both Spanish and English names relate to the type of busi- 
nesses and their owners, as well as the clientele, using terms 
such as El Mexicano, Latino, Maya, and Indio. 

The site is bounded by low-rent apartments,’ a catholic 
church, City Hall, and two high-rise apartment complexes 
for the elderly. Buildings are two and three stories tall, with 
store fronts on the first level and offices on the upper floors. 
Many of the buildings date to the late 1800s and form a 
hodgepodge of architectural design as the result of renova- 
tions during the years. All stores feature prominent window 
displays of merchandise, and some use tables or racks set on 
the sidewalk (Photo 1). Billboards grace the tops of a few 
buildings, advertising HBO, the Transit Authority, Cigna 


8The shifts in pronouns are awkward, yet any other arrangement 
would have been inaccurate. 

?Low by California standards was $700 per month for a two- 
bedroom flat. 


PHOTO 1 





Window displays and tables of merchandise. 
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Health Care, El Nuevo [The New] Ford Escort, and Colgate 
Toothpaste. 

According to the county historical society's brochures, 
Anglo John Smith is credited with founding the city in 
1869, despite earlier settlements of Native American, Span- 
ish, and Mexican people in the area (Heritage County 
1986).10 'The city experienced waves of economic booms 
and busts, which were the result of the gold rush in the mid- 
1800$, the discovery of oil in the 1920s, and military con- 
tracts through the 1940s and 1950s. The area declined in 
the 1960s as people moved to suburbs linked conveniently 
by highway to job sites and more glamorous shopping cen- 
ters. Shopkeepers renovated buildings, attempting to lure 
Anglo customers back downtown, but with little success. 
Economic activity in the area was so depressed then that 
buildings sold for as little as $25,000, noted Davíd 
Morales, husband of jeweler Lily Fuentes. In 1980, $25 
million in federal funds boosted the renovations of those 
buildings with historic status (Heritage County 1986). Yet 
even this did not succeed in bringing Anglo shoppers back, 
as evidenced by residential patterns (U.S. Bureau of the 
Census 1992a) and my observations. 

By the time I began fieldwork in 1989, the area was in 
the midst of another economic rejuvenation. The area was 
pulsing with life—vehicles and pedestrians constantly com- 
ing and going. The steady rhythm of shuffling feet could be 
heard, interspersed with bits of Spanish conversation, laugh- 
ter, Latin music, and the sing-songy voices of street venders 
hawking their wares. Most of the stores and stands were 
thriving, some with people standing in lines to buy. Decora- 
tions featured colorful murals, pifiatas, banners, and Mexi- 
can flags (Photo 2). Signs in combinations of Spanish and 
English languages promoted the products and services of 
U.S. and Mexican firms as shopkeepers actively catered to 
the predominantly Latino/a clientele (Photo 3). 

I logged various combinations of pedestrians moving 
along wide sidewalks on both sides of the street. They were 
predominantly Latino/a and included nuclear and extended 
families; young and older couples, many with young chil- 
dren; groups of young and older men and women; and sev- 
eral single men and an occasional pair of police officers on 
their beat. Roughly one-quarter were dressed in suits and 
dresses; the remainder wore casual clothes, except on Sun- 
days. Activities included strolling up and down the street 
seeing others and being seen, window shopping, buying and 


10Historical omissions such as this are erroneous and have lim- 
ited the ability to grasp the theoretical significance of the contin- 
ued presence of Mexican people and culture in the area to this day. 
According to Anglo accounts, Mexican territory was won over to 
democracy; Mexican and Mexican-American accounts describe 
conquest and colonization. For a well-documented account of the 
gradual displacement of land ownership in the U.S. southwest from 
Mexican to U.S. people, see Acufia (1988). The Treaty of 
Guadalupe Hidalgo, which ended the Mexican-American War, 
granted full citizenship rights to Mexican people who opted to stay. 
This treaty remains the basis for recurring antidiscrimination ini- 
tiatives by Mexicans and Mexican-Americans in the southwest 
United States. 


РНОТО 2 





Colorful pifiatas grace the entry of thls small grocery Used оп birth- 
days and other events, they are stuffed with candy and hung from a 
tree In a contest to see which of the blindfolded children can break 
them and get the goodies. 





PHOTO 3 





Note the mtx of Spanish and English languages on signs. Also note 
the mix of signs for passport and amnesty photos, notary public, tn- 
come tax, and clothing for weddings, first communions, and quinci- 
afieras (а "coming out" party for young women celebrated on thelr 
15th birthday) at this business 





selling, tending to children, conversing, and eating available 
snacks. 

Exchanges were not limited to stores, however. Stands 
and pushcarts offered music cassette tapes, newspapers and 
magazines, gifts, and snacks (Photo 4). In addition, vendors 
sold jewelry, imitation brand-name perfume, or dubbed cas- 
sette tapes from attaché cases. Twice I was approached by a 
man hawking watches he wore lined up both his lower arms. 
On Fridays and Saturdays—paydays—the crowds were 
largest. At times, small groups of men gathered in semicir- 
cles passing $10 and $20 bills hand to hand, betting under 
which of three baby food jar lids a bean had been hidden. As 
if on signal, they disappeared as fast as they had come. 


PHOTO 4 





Street vendor offenng for sale cut-up pleces of melon, coconut, or- 
ange, and cucumber garnished with те juice, chili pepper, and salt 


The Marketers 


Of the retailers interviewed, 12 were immigrants, with a 
range of ethnic and occupational backgrounds, including 
Latinos, non-Latinos, Asians, Middle Easterners, profes- 
sionals, sales personnel, and business owners (see Table 1). 
Owners’ reasons for selecting the area included the large 
number and type of people who frequented the area, its cen- 
tral location, and the reasonable cost of retail space. They in- 
dicated their appreciation for their Latino/a customers and 
their volume of business. All 15 retailers reported that their 
customers were predominantly Mexican and spoke Spanish. 
Others were more specific in describing their clientele as 
from rural areas in Mexico and of the lower classes, for the 
most part. Noted store manager Raúl Martinez, in a matter- 
of-fact tone, “The upper classes speak English and don't 
need the services provided here." 

That consumers were predominantly working-class Mex- 
icans was consistent with my observations over the years. 
Exceptions were an occasional Anglo city employee or senior 
citizen ın the Worthmore department store; an occasional An- 
glo frequenting the pawn shop, the check-cashing store, or 
one of the bridal shops; a few well-dressed Latinos/as sur- 
veying the jewelry and video stores; and the groups of Ang- 
los attending the Mexican holiday celebrations. 

Merchants promoted merchandise with large signs and 
sidewalk displays. Discounts and sales were everywhere. 
Signs blared, for example: "VENTA! [SALE!] 50% OFF! 
BUY ONE, GET ONE FREE! CREDITO FACIL! [EASY 
CREDIT!] NO ENGANCHE! [NO DOWN PAYMENT!]." 
Looking at them, a customer might think the stores were 
giving items away! I recalled Marfa Inez, a consumer inter- 
viewed previously (Pefialoza 1994), telling me of the beau- 
tiful merchandise she had seen on her first shopping trip in 
the United States. Taken for granted by native residents, 
merchandise available in the United States made a big im- 
pression on many Mexican consumers, especially because it 
was targeted to them. The “easy payment, no money down” 
signs were noteworthy because credit remained inaccessible 
for most people in Mexico. Rendering these offerings even 
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more appealing were the prices, which were significantly 
lower than in Mexico, even as most Mexican immigrants’ 
earnings in the United States were much higher.!! 

Consumption needs were related to resettling and main- 
taining contact with family members back home. Those who 
had come with nothing sought clothing and home furnish- 
ings, as well as staple foods and amenities. In addition, im- 
migrants bought for relatives in Mexico, sent monetary 
remittances totaling $3.7 billion in 1996 (Cornelius, Orozco, 
and Baraona 1997), and traveled regularly between the two 
countries. Mexican immigrants improved their lives and 
those of their families dramatically in a relatively short peri- 
od of time upon coming to the United States, and these im- 
provements contextualized their interactions with marketers. 

Merchants typically positioned themselves strategically 
at the front of the stores to greet the steady flow of people 
passing by, welcoming them into the store (Photo 5) and 
handing out promotional flyers. The most distinct promo- 
tional form observed was a young boy standing in front of 
an electronics store, microphone in hand, singing his greet- 
ings to people walking by and beckoning them into the 
store. This personalized approach contrasts with the increas- 
ingly technologically mediated mainstream market interac- 
tions using the Internet and telephone. !2 


Individual and Company Characteristics 


In Figure 2, we present the empirical model of individual 
marketer acculturation. Marketer acculturation is initiated 


' Victor, one of the consumers, noted that whereas in Mexico it 
took him a month to earn $100, in the United States he could earn 
that amount in three days (Pefialoza 1994). Since then, as the result 
of the peso devaluations of the 1990s, making a living in Mexico 
has become even more difficult. 

12Треге is increasing minority activity on the Web (Larsen and 
Wilhelm 1994); however, persistent economic differences between 
Latinos and Americans as a whole portend a technological gap in 
the future. [In 1996, Latino household income totaled $24,906, 
whereas that of all U.S. residents was $35,492 (Zaldivar 1997). Be- 
cause Latinos are double counted in this measure, comparisons 
such as this underestimate income differentials 


PHOTO 5 





Greeting passersby. 
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whenever a marketer approaches a culturally distinct group 
of consumers and consists of the learning and adaptation 
processes employed in the formulation of appropriate mar- 
keting strategies. These adaptation processes should be 
viewed as part of a larger web of ongoing, multidirectional 
cultural interactions. 


Individual marketer characteristics. The cultural dis- 
tance between marketers and consumers was important. 
Marketers' acculturation processes differed along the indi- 
vidual sociodemographic characteristics of ethnicity/nation- 
ality, as previously mentioned. In addition, language ability, 
sex, age, and occupation were factors. Not surprisingly, na- 
tionality and ethnicity marked the greatest difference in cul- 
tural adaptation. National similarity with consumers was 
greatest for those from Mexico, yet even Mexican retailers 
Lily Fuentes, Miguel Cervantes, José Pérez, and Jaime Ar- 
royo spoke of having to adapt to a working-class clientele. 
Cuban Oscar Hijáelos and Mexican-Americans Raúl Mar- 
tinez, David López, and Marfa Hernández benefited from 
their initial socialization into Latino culture, yet adapted to 
differences of nationality and region. Learning was greatest 
for Middle Eastern and Korean merchants because they had 
to learn the language and most market customs. Despite 
many differences, however, Asian and Middle Eastern mer- 
chants reported some similarities with their Mexican con- 
sumers, because all three cultures bargained and stressed 
personal interactions. 

Language ability overlapped somewhat with nationali- 
ty/ethnicity. Speaking Spanish was a big advantage, particu- 
larly when acquired as the first language. Recalling her 
recent experience selling a videocassette recorder, during 
which the customer came.back twice to learn to use it, Lily 
Fuentes stated, "They know if they go where they [the 
salespersons] speak English'that they can't explain to them." 
Speaking the language also was critical in building cultural 
rapport, as Lian Ming noted: 


At the beginning I couldn't speak Spanish ... but as I 
started to learn [ started to communicate with my cus- 
tomers. Before it was impossible because I needed a trans- 
lator, and now we can directly communicate and they talk 
about their families and their jobs. They talk about the 
clothes and we have gotten more closer and I think that is 
important. 


In Table 1, we show participants' languages in the order 
of their acquisition. The six Mexicans and one Cuban had 
acquired Spanish in their respective countries of origin, as 
had Davíd López, a Mexican-American born and raised in 
the United States. Non-Latino merchants, all of whom were 
immigrants, already had learned English and were learning 
Spanish, which they reported was less difficult. Although 
both Mexican-Americans María Hernández and Raúl Mar- 
tinez and Korean Lian Ming learned Spanish later in life, the 
Mexican-Americans demonstrated a cultural advantage in 
pronunciation. 

For those who could not speak Spanish, disadvantages 
were partially overcome by hiring Spanish-speaking em- 
ployees. These employees provided valuable cultural 
knowledge and skills, yet in some cases hindered mer- 
chants’ learning. In 1991, Lian Ming, Arthur Zimmerman, 
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and Yang Su Kim could not speak Spanish and had hired 
Spanish-speaking employees. By 1996, Ming distinguished 
herself from the others in her active involvement in serving 
customers, whereas Zimmerman and Kim continued to rely 
on their employees. 

Sex differences were manifest in the manner of address 
and the nature of customer contact. Women demonstrated 
and reported more leeway in addressing consumers than did 
the men, who repeatedly related the impropriety of address- 
ing a woman in a man and woman pair or group. These gen- 
der roles partially explain the greater inclination of the 
women to be more attentive and personable with consumers. 

Age differences in language acquisition replicated those 
previously noted in consumer acculturation (Peñaloza 
1994), with extent of customer contact a contributing factor. 
Lian Ming and Ben Bendayan, in their early 30s and late 
20s, respectively, demonstrated their improved ability to 
speak Spanish five years after our first meeting, whereas the 
elderly Yang Su Kim, his wife, and Sangkil Chen had not 
made much progress during this same time. 

Job/position affected informants’ cultural adaptation as a 
function of the amount of contact with consumers, which 
was itself a function of the size of the firm. Sales positions 
required direct contact with consumers, but owners and 
managers of small firms experienced direct customer con- 
tact оп a regular basis as well. Those in larger firms—Raül 
Martinez, Oscar Hijtielos, and David Lépez—all had offices 


off the sales floor yet maintained close contact with their 
sales employees by walking the floor and working with 
them on particular problems. It was more likely to find them 
on the floor than in their offices, and our interviews were in- 
terrupted repeatedly by employees with pending customer 
or supplier issues. 


Company characteristics. Company characteristics in- 
cluded type and size of business, years in operation, and cul- 
tural rapport. Regarding type of business, those selling 
nondurable products experienced more frequent contacts 
with consumers, as expected, yet even durable products 
businesses had frequent contact with customers in the form 
of weekly credit payments and service support. 

Regarding size of business, smaller businesses necessar- 
ily relied on the learning experiences of fewer employees. 
This put them at a disadvantage, particularly the Asian and 
Middle Eastern marketers who relied primarily on family 
members and friends. Larger firms had the advantage of a 
greater number of employees whose range of cultural skills 
extended the organization’s cultural competence and sped 
up its learning processes. 

Number of years in business displayed a learning curve 
over time, as a function of cumulative cultural experiences 
and more efficient learning. As the cultural abilities and 
skills of personnel become more enhanced, they and others 
in the firm became attuned to the culture and how it worked. 
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For example, electronics store owner Arthur Zimmerman, in 
business only one year, relied heavily on a dictionary and 
Spanish-speaking employees; whereas Ben Bendayan, in 
business five years, had gained a greater sense of con- 
sumers’ cultural behaviors as the result of his improved abil- 
ity to speak Spanish and increased interactions with 
employees and customers. 

Cultural rapport refers to the quality of firms’ interac- 
tions with consumers. It is a function of collective knowl- 
edge and experience with this and other cultural clienteles 
and is reflected in the extent of firms’ patronage. Many of 
the retailers had sold to Mexican people before, and their 
knowledge and experience were directly applicable. Ex- 
hibiting less direct transferability but generating cultural in- 
sight nonetheless were merchants’ experiences with other 
Latin Americans, blacks, and Middle Easterners. 


Influential Agents 


Similar to more general market learning processes, marketer 
acculturation entailed listening to, observing, and interact- 
ing with others. Agents included consumers, family, em- 
ployees, channel members, competitors, other retailers, the 
marketplace, and business associations, with distinctions re- 
lated to language and customs. Learning appropriate prod- 
ucts and services was expedited when marketers could 
understand customers’ requests. Oscar Hijtielos, the Cuban 
grocery store owner, explained how he learned to serve 
Mexican customers by listening to them ask for the items 
they preferred: 


Aquí, la población más grande que hay es Latino ... y ellos 
son los que consumen más comida. Yo no soy de México, 
y nunca he estado en México, pero, sí sé que ellos se sien- 
ten muy bien aquf. Ellos se sienten como si estuvieron en 
una tienda en México porque ellos me Io han dicho los 
Mexicanos. Sabe, se sienten como $1 estuvieron en un sitio 
en México porque encuentran todos los artículos de ellos, 
que ellos consumen, que algunas tiendas no tienen, pero 
nosotros los tenemos. Sf, los traemos porque hay clientes 
que nos los piden. 


[Here, the population that is largest is Latino ... and these 
are the ones who consume more food. I'm not from Mex- 
ico, and have never been to Mexico, but, yes I know that 
people feel very good here. They feel like they were in a 
store 1n Mexico because they have told me so, those from 
Mexico. You know, they feel like they were in a store in 
Mexico because they can find all their products, the ones 
they consume, that other stores do not have, but we have 
them. Yes, we have them because our clients ask for them.] 


Family members and employees served as key sources 
of information about consumers, particularly in small, 
family-run retail firms. In the larger businesses, particularly 
those with managers culturally distanced from consumers, 
employees were a key source of cultural market knowledge. 
Cuban grocer Oscar Hijtielos employed six Mexican butch- 
ers, benefiting from their knowledge of consumers' prefer- 
ence for fresh meat, thinly sliced, with the visible fat 
removed. 

Channel members from multiple cultures were instru- 
mental to marketers in helping them formulate appropriate 
assortments. Lian Ming noted that Asian and Latino suppli- 
ers kept her informed about successful new products, and 
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from their suggestions, she would try a few items to deter- 
mine customers' responses. Over time, she felt more secure 
in her ability to anticipate what her customers were looking 
for in colors and styles of clothes, yet they would surprise 
her at times. Raúl Martinez added that he learned what was 
selling in Mexico in conversations with channel members 
and then strove to sell in quantity what was selling in Mex- 
ico. Keeping up with trends was particularly important for 
fashionable clothing, shoes, and music. 

Merchants also learned about the culture of their con- 
sumers by observing and emulating competitors and other 
retailers, both in this marketplace and others. The influence 
of other retailers took place individually and collectively, in 
the form of the marketplace as a whole. Examples were the 
sidewalk displays and marketing techniques, such as bar- 
gaining, that had spread rapidly from retailer to retailer. 
They recalled similar merchandising techniques at markets 
in Mexico, and I noted that competitors were in close prox- 
imity in both countries. 

Marketers learned by comparing their business with oth- 
ers in the consumers' home countries, as well as in other ar- 
eas with high concentrations of subcultural members. Davíd 
López, manager of the largest supermarket at the site, re- 
called that company personnel had been sent to Mexico to 
become familiar with the ways in which food was displayed 
and sold in Mexico so to bring the techniques to their stores 
in the United States. At this store, I observed fresh produce 
and dry beans and rice sold in large bins resembling the dis- 
plays of a Mexican mercado, or market (Photo 6). Even the 
small grocery stores featured relatively wide selections of 
fresh produce and large bins of dried beans and rice. In con- 
trast, in large mainstream U.S. grocery stores, produce tends 
to be sold in a smaller area, likely due to the relatively larg- 
er quantity sold in cans or frozen, with beans and rice sold 
in plastic bags or cans set away from the produce зесНоп.13 


BIronically, specialty grocery stores have brought back the 
freshly cut meat and fresh produce of traditional markets, garner- 
ing premium prices from upscale, mainstream U.S. customers. 


PHOTO 6 





Produce department in a large grocery store designed to be similar 
to the open air mercados [markets] in Mexico. 


Business associations provided а forum for sharing infor- 
mation and working through cultural conflicts. The Down- 
town San Pueblo Business Association (DSBA) was formed 
by a group of merchants, including Lily Fuentes and David 
Morales, to promote the area and air their concerns. By 1994, 
the Korean Merchants Association had been formed to repre- 
sent the 35 Korean merchants on the street, some of whom 
did not speak English well. The group worked with the DS- 
BA, noted Lian Ming, one of the organizers, and as a result, 
their support of its promotional strategies improved the over- 
all cultural standing of the marketplace. 


Cultural Market Learning and Translation 
Processes 


Distinctions in cultural consumption behaviors. Cultur- 
al differences in consumers’ behavior initially appeared to 
be nothing more than stereotypes. Yet over time, it became 
apparent that fundamental components of cultural knowl- 
edge were characterizations of Mexican and other cultural 
consumers. All informants recognized distinctions in the 
consumption patterns and demeanor of members of various 
ethnic groups, specifically, Mexican, Asian, Anglo, and 
black consumers, with distinctions between immigrants and 
natives. As examples, Roberto Juarez had worked with 
black consumers before coming to the store where he 
worked with David Lépez and distinguished black con- 
sumers from Mexicans in terms of what they ate. On the ba- 
sis of his sales experience, Jaime Arroyo distinguished 
Mexican from Anglo consumers by their emphasis on per- 
sonal service versus product quality: 


Creo que el Anglo по va a una tienda—va a una tienda a 
comprar un buen producto, sin interesarle que tan 
amable sea el empleado, siempre que sea cortés. El His- 
pano va a comprar un producto, no busca tanto la cali- 
dad, busca más el servicio. Esa es una de las diferencias 
más grandes, que creo yo, que pueden existir entre un 
cliente hispano y un cliente Anglo. Si un Americano y un 
Mexicano van a comprar un carro, el Americano de ante- 
mano sabe por más cultural, por más educación, quizás, 
cual es el mejor coche. Y el Mexicano va a buscar, y el 
vendedor con que le diga, le dice que sí está bonito, que 
el es muy inteligente, y con palabras amables puede 
venderle el carro que a lo mejor a la salida del dealer se 
va 8 quebrar. Eso no quiere decir que el Mexicano sea 
tonto, pero que se busca más el servicio personal que la 
calidad. 


[I think an Anglo doesn't go to the store, (he or she] 
goes to the store to buy a good product, without being 
concerned with how friendly the employee is, as long as 
he is courteous. The Hispanic goes to the store to buy a 
product, doesn't look so much at the quality, looks 
more for the service. This is one of the greatest differ- 
ences I think there are between the Hispanic customer 
and the Anglo customer. If an American and a Mexican 
go to buy a car, the American beforehand knows 
because of being more cultured, more educated, per- 
haps, which 15 the better car. And the Mexican goes 
looking, and the salesperson with whom he speaks says 
the car is pretty, that he is very intelligent, and with 
nice words is able to sell the car that at best will break 
down after leaving the dealer. This 1s not to say that the 
Mexican is stupid, but that he looks more for service 
than quality.] 


Formation of cultural market heuristics. Developing 
guidelines for appropriate marketer behavior based on 
cultural distinctions among consumers was a second step 
in the marketer acculturation process. Knowing how their 
consumers preferred to be treated were critically impor- 
tant and pervasive skills, yet so subtle to merchants as to 
appear inconsequential. For example, Miguel Cervantes 
noted that experience was the most important teacher but 
was less clear in explaining what it taught him. Because 
cultural knowledge often is taken for granted (Hall 
1973), my task was to make explicit the implicit, elicit- 
ing various cues used by marketers in evaluating con- 
sumers and developing culturally appropriate marketing 
behaviors. 

Merchants' cultural heuristics were developed on the 
basis of personal ethnic/racial experiences. Marketers had 
become particularly attuned to differences between life in 
the United States and Mexico in earnings, product avail- 
ability, and credit, and related these to consumers' cultural 
customs (e.g., who decides, who buys, and the methods of 
purchase) and their own appropriate behaviors, such as 
manner of address, language, and how to build trust and 
make the sale. 

Heuristics were demonstrated in the distinctions used 
by marketers in code switching between U.S. and Mexi- 
can market customs. Bilingual marketing informants not- 
ed their need to be able to distinguish when it was 
appropriate to use Spanish or English, because they fre- 
quently moved between English and Spanish in the course 
of their daily work. Marketers relied on several cues in 
choosing which language was appropriate. María Hernán- 
dez used complexion and dress. Bridal store employee 
Carla Buenmayor argued these were not dependable and 
instead used the language spoken by the potential cus- 
tomers. This strategy, though effective in avoiding offend- 
ing customers by using a language they could not speak, 
did not avail merchants of the opportunity to offer the first 
words of greeting, which was an important part of show- 
ing respect. 

Another example is the previously mentioned gender 
roles. Traditional gender roles, in which the woman de- 
cides and the man negotiates and pays, were described by 
non-Latinos and Latinos/as alike, including Miguel Cer- 
vantes, Yang Su Kim, Ben Bendayan, Sangkil Chen, 
Arthur Zimmerman, Raúl Martinez, and María Hernán- 
dez. These cultural! customs held across product types. 
Whether it was bridal gowns, fancy dresses, jeans for 
men, or jewelry, these merchants noted that they sold to 
the woman in a man and woman pair after acknowledging 
the man first. 


Other and self-awareness and knowledge. For mar- 
keters, cultural knowledge was gained referentially, in the 
form of comparisons and contrasts between the culture of 
the other and the culture of themselves. As examples, Carla 
González, María Hernández's sister and business partner, 
characterized Anglo customers as formal and distant in 
comparison with the informality and friendliness of their 
Mexican customers. Lian Ming observed that Korean 
women did not bring their men shopping and wanted her 
help, whereas Mexican women typically consulted their 
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husbands or boyfriends when buying clothing and did not 
want assistance. 

The benchmark was marketers’ expectations of the be- 
haviors of consumers from their own culture. Over time, 
these expectations were reformulated on the basis of their 
knowledge of and experience with consumers of other cul- 
tures. Through a series of cultural translations, marketers’ 
expectations of their own cultures were transferred from the 
category of general market characteristics to those specific 
to their culture. Thus, in displacing the generality of their 
own culture, marketers made space for other consumers’ 
cultural market customs. 


Empathy. Marketers’ acculturation was more than an in- 
tellectual exercise in comparing cultures, however. Mar- 
keters related an emotive understanding of their 
consumers—that they were away from home, had come here 
to work and get ahead, had a hard time “outside,” and ap- 
preciated kindness and respect. Marketers' empathy with 
their consumers, gained as the result of their interest and 
identification with them, added a level of rapport beyond 
mere etiquette. Thus, marketer acculturation involved learn- 
ing the symbols and customs of other consumer cultures, in- 
corporating them into their own market behaviors, and 
projecting elements of their own culture back onto that of 
consumers. In my last interview with Jaime Arroyo, he ac- 
knowledged that he had gained a greater sense of his con- 
sumers over time, even though he was an immigrant from 
Mexico himself, stating, "I think they have changed me in 
the fact that I am more open to them. I am more—it is not 
like I didn't listen before, but I understand their frustration. 
I just sit down and listen to them and now I can understand 
why they are here." 


Knowledge of sociocultural relations. Gaining aware- 
ness of the larger sociocultural issues affecting their con- 
sumers was an important part of marketer acculturation. 
This was a turbulent time in California; the economy was in 
а recession, and anti-ethnic and anti-immigrant sentiments 
were proliferating. An English-only law passed in 1986, and 
the anti-immugration Proposition 187 passed in 1994.14 

Yet, when asked whether “official English" had any ef- 
fect on their businesses, all merchants, with one exception, 
responded no. The question triggered a reactionary response 
by Lily Fuentes: "Why [do] we have to learn [English] and 
the Americans don't [have to learn Spanish]? They also have 
to communicate. If they want us to learn, the people here 
should also. The whites aren't even from here. All Califor- 
nia belonged to Mexico—actually it's our land.” She then 
launched into a story about an Anglo merchant who owned 
the store next door but went out of business. He “wouldn’t 
sell to Mexicans” she explained, adding, “It shouldn't mat- 
ter whether they [the customers] are black or white." 
Fuentes' vignette relays her understanding of market rela- 


МА federal court ruled in December 1995 that states could not 
deny social services to illegal immigrants, striking down parts of 
Proposition 187. By spring 1996, plans were underway for Propo- 
sition 209, which outlawed affirmative action programs. It passed 
in November 1996 and went into effect in August 1997 after un- 
successful challenges to its constitutionality. Most recent initiatives 
have sought to outlaw bilingual education. 
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tions between Anglos and Mexicans in the southwest Unit- 
ed States. For those Mexicans and Mexican-Americans who 
identified strongly as such and were aware that their ances- 
tors had occupied this site and others like it roughly 150 
years earlier, it was ironic that merchants went out of busi- 
ness rather than sell to Mexican consumers. 

By 1996, retailers reported they had been affected by 
Proposition 187. Ratil Martinez noted his customers stayed 
away at first, and he and other businesses responded by 
placing signs informing people that they did not support the 
proposition. He explained, “We want to make sure they 
[consumers] know that if they come here, they are going to 
be OK—with immigration—with anybody.” He added that 
after several days, at least some of the customers returned, 
with business back to normal after about a week. Carla 
González's experience was similar; her jewelry business 
with sister María Hernández had pegged slower sales but 
had picked up again shortly thereafter. 

None of the six marketers I interviewed on my last visit 
to the site had ever been raided at the site by the U.S. Im- 
migration and Naturalization Service (INS), despite general 
knowledge of the predominant presence here of Mexican 
immigrants. Raúl Martinez noted that the INS had raided his 
competitor, the largest supermarket in the area and one of 
the few businesses not participating in the DSBA.!5 

From 1994 to 1996, several businesses regrouped or di- 
versified. Lily Fuentes had opened a bridal fashion boutique 
and, with husband Davíd Morales, had added appliances to 
their jewelry store. Yang Su Kim's discount department 
store had moved to a new location that was one-third the 
size of the former store. Other businesses in the area were 
less fortunate. Worthmore, a discount department store that 
had never served Mexican consumers enthusiastically, had 
gone out of business, similar to the Anglo merchant Fuentes 
described, and been replaced by another discount depart- 
ment store, Precios Bajos. D' Amo Jewelry and Viajes Тгау- 
el had creatively joined forces with the new store and were 
located within it. In other changes of ownership, Martinez 
Fotos had replaced Franco's Fotos, Latino Jewelers replaced 
El Rey Jewelry, and Las Palmas women's fashion clothing 
was a bridal and photography shop. 

Reflecting on the data, I came to seriously question the 
old adage that the dollar was colorblind. Ethnicity and na- 
tionality gave some retailers advantages over others. How- 
ever, both Latino and non-Latino businesses failed and 
succeeded, which suggests that cultural background is inad- 
equate in itself as a marker of success. Cultural orientation 
can be acquired, and knowledge of social relations is rele- 
vant in achieving rapport with consumers. Ultimately, going 
out of business is the cost of failing to adapt to the changing 
marketplace. 


I*This may partially explain why the parking lot of this larger 
grocery store was only one-third full when I revisited it in 1996, 
compared with its overflowing status in the preceding years. In ad- 
dition, I observed that the store had changed its name from Merca- 
do to Discount Foods and abandoned its open display of produce 
and other Mexican items, replacing them with the floor-to-ceiling 
boxes of a warehouse format. Manager Roberto Juarez declined to 
comment regarding the INS raid. 


Strategies of Adaptation 


Accommodation refers to the ways in which marketers 
catered to the specialized needs and wants of their Mexican 
clientele. Businesses accommodated consumers through (1) 
product and service assortments, (2) displays, (3) sales sup- 
port services, (4) holiday celebrations, and (5) community 
support. First, a fairly wide range of consumer products and 
services associated with Mexican culture were offered. The 
fashionable clothing, stylish jewelry, English films dubbed 
in Spanish, travel services, money orders sent to Mexico, 
and available foods were starkly reminiscent of Mexico. 

Second, promotional displays featuring Mexican cultur- 
al signs, such as the Virgin of Guadalupe and the Mexican 
flag, welcomed consumers. Mexican and U.S. products 
were displayed apart in some stores and together in others, 
and at times, both types of displays were used in the same 
store. Examples of separated products included Mexican 
music displayed apart from U.S. popular music, Mexican 
foods stocked apart from other foods, and religious items 
cordoned off in the jewelry and bridal stores. Displays with 
the products together included the popular Mexican brand of 
cookies, Gamesa, beside its U.S. counterparts, Keebler and 
Nabisco, 1n the grocery stores, and Mexican guayabera 
shirts displayed with men’s dress shirts. At times, U.S. and 
Mexican products were combined in ways more suggestive 
of spatial efficacy than the logic of country of origin or 
product type. An example was votive candles stocked be- 
tween the motor oil and light bulbs. 

Combinations of merchandise and services had evolved 
along categorically inconsistent lines. Examples included 
banking with travel services, bridal photography and notary 
public with income tax services (Photo 3), and jewelry with 
electronic appliances. Although this may reflect culturally 
distinct categories of products and services, marketers emu- 
lating their neighbors was also a factor. Marketers noted that 
they added goods and services as they observed what was 
selling well in the area. Travel services were especially lu- 
crative and had been added to the check-cashing operation, 
the bank, and a children’s clothing store by 1996. 

Third, support services were used to cultivate a cultural 
decor and generate business. Serving customers well re- 
quired Spanish-language skills, as discussed previously. 
Next to language, all retailers cited respect as the most im- 
portant cultural market custom. Yang Su Kim described per- 
sonal relationships as more important than money. Каш 
Martinez noted that customers appreciated respect because 
they experienced discrimination in other places: 


They [Mexican consumers] want to be treated with 
respect. You know, um, when I say respect I mean, that 
you know, they are human beings, and even though they 
don’t speak English, they are the ones who are going to 
pay. I think they are afraid of going to the malls ... because 
nobody speaks their language. And by them not speaking 
English, they are afraid or they feel inferior talking to 
other people that people are going to talk down to them or 
talk to them different. They just want respect. That’s all. 


Treating people with respect and honoring them is com- 
municated inherently in Spanish verb and pronoun tenses. 
According to convention, the formal second-person pro- 
noun, Usted, is used to connote formality and respect, in lieu 


of the informal tú. I observed marketers using Usted rou- 
tinely when addressing customers. 

Marketers differed in the financial services they used to 
accommodate Mexican customers, with a range that includ- 
ed money exchange from pesos to dollars, check cashing, 
and loans with fees up to 20%. Cashing payroll checks 
weighed against the risks of doing so but offered merchants 
greater opportunities to do business. Those accepting the 
checks were Oscar Hijáelos, María Hernández, David 
López, Jóse Pérez, Jaime Arroyo, Raúl Martinez, and Lily 
Fuentes. Most of the jewelry, furniture, clothing, and shoe 
stores offered weekly payment plans to facilitate sales, and 
a few of the jewelry stores offered loan services in the form 
of pawned merchandise in a two-way system of exchange 
seldom found in mainstream U.S. jewelry retailing. 

Fourth, marketers celebrated Mexican national and reli- 
gious holidays such as Cinco de Mayo, Dieciseis de Sep- 
tiembre,!6 and Easter. The daily festive atmosphere at the 
marketplace was topped only on these occasions, when the 
DSBA merchants united, closed the street, and provided mu- 
sic, food, and games. Approximately two-thirds of the par- 
ticipants were Latino/a, and one-third were Anglo. Local 
companies and multinationals, such as the local supermar- 
ket, AT&T, Sprint, American Express, and Coca-Cola, spon- 
sored booths. Retailers did not do much business during 
these times because there was so much going on, but instead 
viewed it as public relations. 

Fifth, marketers contributed to Latino community orga- 
nizations, fundraisers, and other events on an individual ba- 
sis and through the two business associations, the DSBA and 
the Korean Merchants Association. María Hernández de- 
scribed her contributions as follows: 


I am very, very active [in the community]. I am constantly 
giving donations for any large organization when they 
have their dances or charities and benefits. I will always 
give a clock or something they can raffle off. For example, 
the Hispanic Chamber of Commerce, for their business 
mixers, LULAC [League of United Latin American Citi- 
zens], whenever they call on me, I am always there . . the 
Latino Bar Association, every Hispanic organization that 
approaches me, from MANA [Mexican American 
Women’s National Association] to the Latino Bar Associ- 
ation. As long as they are Hispanic. .. Okay, I also con- 
tribute to the Police Department. 


In return for their efforts accommodating Mexican cus- 
tomers, marketers garner a premium reward. In the follow- 
ing quote, Raúl Martinez explains this “cultural return" for 
selling people back their culture: 


In this area, 1f we compare prices of the same items, um, 
the prices are higher here Much higher. Twenty percent, 
30%, but the big difference is that if they go to the mall or 
to the department store, uh, there 1$ not a lot of Spanish- 
speaking employees in those areas. Chances are that you 
might not get to speak to someone that speaks Spanish. So 
you cannot ask all the questions. You may have many 
questions about the items that you want to purchase. For 


16Сіпсо de Mayo (Мау 5) commemorates the victory of a small 
band of Mexicans over a larger, better trained branch of the French 
army in 1862. Dieciseis de Septiembre (December 16) marks the 
celebration of Mexicans of their independence from Spain in 1810. 
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example, a TV, that nobody can answer, so therefore they 
are going to come here. They are going to pay a little more, 
but they are going to get the service that they want. 


Accommodation of immigrant consumers has potential- 
ly negative effects in addition to the market premium. Jaime 
Arroyo suggested that, by offering services in Spanish, his 
business helped Mexican people stay as they were: “Well, 
we help them live here, but we don’t help them assimilate to 
the new culture that they are supposed to assimilate. But as 
long as we keep it behind, they are going to stay behind, and 
it is going to be harder for them to jump to the middle-class 
stage. That is what everyone dreams to do.” 


Assimilation. Arroyo’s statements notwithstanding, 
much evidence was found of marketers actively assimilating 
their customers. Assimilation refers to marketers’ efforts to 
alter their customers’ behaviors to bring them more into line 
with the U.S. market system. These efforts included making 
U.S. offerings accessible to their Mexican customers and 
educating them about U.S. market practices. Mexican cul- 
tural offerings were not sufficient in satisfying this clien- 
tele’s market desires, for these they could find in Mexico 
and often at lower prices. A substantial part of the appeal of 
this marketplace was its provision, for a premium price, of 
aspects of U.S. culture. By providing U.S. products and in- 
formation on U.S. market customs, marketers helped Mexi- 
can consumers adapt to the U.S. capitalistic system. 

Marketers taught their Mexican immigrant customers, 
domesticating them into the disciplinary demands of the 
U.S. economic system. In addition to providing advice and 
information on products and services related to U.S. culture, 
marketers taught them about credit terms, methods of pay- 
ment, finance charges, and due dates. Marketers even re- 
ported giving instructions regarding how to sign their name, 
because some were accustomed to using an “X,” whereas 
U.S. banks required their full name. 

Furthermore, merchants María Hernández and Lily 
Fuentes, who accepted payroll checks, talked of educating 
their bankers to do so as part of “business as usual" in this 
consumer subculture. Marketers who cashed the second- 
party checks correctly perceived their business as a cash 
business, and they were backed by research. Previous work 
at this site indicated low rates of bank service usage among 
Mexican immigrant consumers (Pefialoza 1994). Nationally, 
one-third of Hispanics have credit cards, compared with 
more than two-thirds of non-Hispanic U.S. residents. In ad- 
dition, 30% of Hispanics and 61% of non-Hispanics have 
checking accounts (Edmonson 1997). 


Negotiate consumers' resistance. Marketers were not al- 
ways successful in acculturating their Mexican consumers, 
however, and frequently confronted their resistance. Con- 
sumers' cultural resistance was expressed in the form of re- 
fusals to buy, pay stated prices, pay sales taxes, or accept 
credit terms. Consumers persisted in trying to pay with pay- 
roll checks, pay less than the stated price, or forgo sales tax- 
es. They attempted to negotiate prices and preferred to pay 
cash rather than owe money. Ben Bendayan's testimony was 
indicative: “Ninety percent don’t like to pay taxes—espe- 
cially the Mexican people. With them we [retailers] have to 
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pay the tax. Why? I don't know, but they are not used to pay- 
ing sales taxes." 

Prolonged, repeated resistance of Mexican consumers 
to U.S. business practices created exasperation for mar- 
keters, and many responded reluctantly. Over time, most 
marketers had changed their offerings and ways of doing 
business, altered their displays, and incorporated Mexican 
customs. When it came to cashing payroll checks, paying 
sales taxes, and negotiating prices, some marketers did so 
when they would have rather not and others refused out- 
right. Refusing to cash payroll checks were Arthur Zim- 
merman, Miguel Cervantes, Beatriz Para, Ben Bendayan, 
Carla Buenmayor, Sangkil Chen, Lian Ming, and Yang Su 
Kim. Five years later, clothing retailer Ming had changed 
her policy and accepted the checks, whereas Oscar Hijüe- 
los had cut his fee and offered free payroll check cashing 
with a grocery purchase. 

АП marketers described consumers who refused to pay 
the sales tax. This refusal typically would be followed by the 
retailers' attempts to collect it. At this point, the stage was 
set for either negotiation or refusal. Refusals had negative 
repercussions in the form of lost sales and repeat business. 
Ultimately, many of the merchants gave in and absorbed the 
sales tax, adjusting their prices to include the tax and avoid 
the confrontation. 

Negotiating prices, while similar to refusing to pay sales 
taxes, was perceived by retailers as a more serious affront to 
their business. Initially, only a few merchants reported ne- 
gotiating prices, yet five years later, most did so, albeit re- 
luctantly and on an individual basis. Lian Ming began to 
negotiate after a trip to Mexico, during which she realized 
that negotiating prices was a part of Mexican culture. Doing 
so was significant both culturally and economically. Cultur- 
ally, the merchants communicated their understanding of 
Mexican market customs and their willingness to compro- 
mise to secure the sale. Economically, customers perceived 
they had gotten the better deal after negotiating. Given the 
premium prices charged, negotiations were an important 
way to keep the business of those who had learned to rec- 
ognize that the prices were higher, while maintaining the 
market premium for those who had not. 


Acculturation Outcomes 


Business enculturation refers to the ways marketers brought 
their firms into the culture of their consumers. Enculturation 
outcomes were the result of accommodation and negotiation 
of consumers' resistance. Marketers displayed ambivalence 
in adapting to demands put on them by their Mexican clien- 
tele to do business on its terms. Taking the risk of cashing 
payroll checks, knowing at times employers exploited these 
workers and paid them with bad checks, negotiating prices, 
and learning another language were all cultural work and 
eroded their margins. These arduous learning and adaptation 
activities contrasted with popular views that doing business 
with another culture was easy, as Raúl Martinez noted: 


Many people think you don't have to cater to the Latinos 
You just put your products outside and they will come here 
and buy them. That's not true. You have to cater to them. 
You have to give service. You have to make sure they are 


happy, because if they аге not happy, they are not going to 
come back, you know? And they are willing to pay more, 
but they expect respect, and they want good service. It’s a 
challenge. Many people think it is easy, but I think it's а 
challenge 


In addition, conflicts with other retailers arose regarding 
one another’s enculturation efforts. Collectively, as individ- 
ual marketers enculturated their businesses, competition 
among them reinforced pressures to adapt culturally. One of 
the Middle Easterners was highly critical of what he regard- 
ed as Latinos exploiting other Latinos, taking advantage of 
the cultural knowledge they possessed, whereas several 
Latinos were concerned about the increasing number of 
Korean-owned businesses. Such statements fueled misun- 
derstandings and emphasized cultural differences over eco- 
nomic conflicts of interest. 


Multicultural reproduction. Overwhelmingly, the appeal 
of the site was marketers’ provision of Latino/a culture. 
Marketers honored their Mexican customers, anticipating 
their market desires and supplying them in ways that felt 
like home. The many Latino/a consumers browsing through 
the merchandise, the stands and street vendors, the colorful 
signs, and the Latin music all contributed to the atmosphere 
of a Mexican plaza. Through their sidewalk greetings and 
displays, marketers directly engaged consumers, in contrast 
to the more passive mainstream market custom of awaiting 
consumers’ entry into the store. 

At the same time, marketers supplied Mexican con- 
sumers with the “good life” associated with U.S. culture, the 
American dream of el norte [the north]. It was no wonder 
Mexican immigrant consumers came to this site; its materi- 
al abundance was tailored to them, and buying these items 
was cast as living their dreams. They had come a long way, 
and consuming jewelry, fashionable clothing, trendy athlet- 
ic shoes, furniture, and electronic appliances, often with no 
money down, was an important marker of their success. 


Civic development. Marketers mobilized the support of 
the local city council in more effectively serving their Mex- 
ican clientele. Lily Fuentes described the early work of the 
DSBA in promoting the area through holiday celebrations: 


When we [she and David Morales] came here, nobody knew 
the city councilman, it was going dead here. Then we started 
а 16 of September [Mexican Independence Day] parade, 
years ago ... There was some conflict. The city had been 
doing the Silver City Days [a western pioneer festival]. 
After seeing the 16th celebration, I guess they [city officials] 
were ashamed. Last year, the city estimated 400,000 people 
came for the 16th of September festival. People came from 
all over... Cinco de Mayo is another big one. 


The initial celebration featured a parade led by Fuentes's 
husband Davíd Morales and Каш Velasco, celebrity host of 
the popular Mexican variety show, Siempre en Domingo 
[Always on Sunday]. To this day, a photograph of the parade 
cut from the local paper graces their jewelry store. In it, 
thousands of Latinos line the street of this marketplace, 
sending a strong signal of future economic promise to city 
officials. 

Both individually and through business associations, 
marketers engaged ín city politics to resolve cultural con- 


flicts surrounding sidewalk displays and street vendors. 
Regular meetings between the DSBA and city officials pro- 
vided a welcome forum to work through the fire depart- 
ment's prohibition of display tables and racks of 
merchandise on the sidewalks. Lily Fuentes recalled how, 
after a few telephone calls, the racks and tables were back 
outside, where I continued to observe them as recently as 
spring 1996. 

The issue of the vendors was not resolved as easily, de- 
spite recognition by marketers and city officials alike of the 
value of Mexican consumers’ business and the role of the 
vendors in building it. Even supporters Raúl Martinez, Car- 
la Buenmayor, Yang Su Kim, Lily Fuentes, Sangkil Chen, 
and Lian Ming were concerned with cleanliness. Those 
against the street vendors, Jaime Arroyo, Miguel Cervantes, 
and Ben Bendayan, also were concerned that the vendors 
took business away from the stores. As of spring 1996, the 
vendors remained. Noted Lily Fuentes, "The city doesn't 
want the vendors, but they make it happy here, selling fruit, 
ice cream. It feels like home for them [Mexican cus- 
tomers]—if they want to feel at home, they come here. It's 
all here—menudo, enchiladas, homemade tortillas, people 
speaking Spanish." 

Through their organizing and civic activity, merchants 
developed this marketplace, etching out a place for Mexican 
consumers. Results were good for the marketers in develop- 
ing their businesses and good for the city in rejuvenating the 
area. Largely due to the financial success of the merchants 
and the continued efforts of the business association, the city 
funded a multimillion dollar expansion of the area, doubling 
its size. Businesses in the new area expanded on existing of- 
ferings, though there were novel entries as well, including 
three clothing stores, three bridal shops, two jewelry stores, 
a restaurant, a theater, an electronics store, a music store, a 
shoe store, amusement rides for children, and even a curio 
shop. By 1996, a group of the marketers had begun to nego- 
tiate a similar development plan with officials of a neigh- 
boring city. 


Social legitimation. Yn accommodating their customers' 
market needs and wants, marketers validated Mexican peo- 
ple and their culture in the United States. Evidence of this 
legitimation included the store names (e.g., Mexicana, In- 
dio, Latino, Maya), the available products and services, 
and the alterations to U.S. market customs, including bank- 
ing practices, negotiated prices, and methods of sales tax 
assessment. 

Market legitimation was particularly significant in the 
United States as a capitalistic society. The site functioned as 
a buying refuge, a place where Mexican immigrant and oth- 
er Latino/a consumers could come to buy or pass time safe- 
ly. Even so, purchases provided them with an early lesson in 
the contradictions of the social system: being valued as a 
consumer even as the larger group of which they were a part 
was being defranchised in state legislation. In doing busi- 
ness, marketers' activities were consistent with U.S. values; 
yet by actively serving Mexican immigrants, some of whom 
were in the United States illegally, marketers went against 
the U.S. mainstream's sense of itself and statewide political 
initiatives. 
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The marketer/consumer dialectic. The final outcome of 
marketer acculturation was the forging of a dialectical rela- 
tionship between marketers and consumers, such that mar- 
keters’ and consumers’ cultures interpenetrated through the 
mediating institution of the marketplace (see Figure 3). The 
three concentric circles reflect the distinct cultural domains 
of aggregate marketers, aggregate consumers, and the ag- 
gregate stores of the marketplace, each domain the result of 
its own internal, developmental mechanisms, as well as 
those in relation to the other two. 

Cultural learning and adaptation occurred both within 
and between the orbs, such that culture was enacted in the 
marketplace collectively by marketers and consumers in the 
form of their ongoing activities and interactions with each 
other and within the marketplace itself. In the diagram, the 
marketplace is a separate domain not reducible to the cul- 
tures of aggregate marketers or consumers or their interac- 
tions, though each domain plays an important role in the 
development of the other two. Thus, this diagram brings to- 
gether the preceding discussion of individual marketer ас- 
culturation with previous work on consumer acculturation 
(Pefialoza 1994) in their relation to the marketplace and to 
each of the other domains. The distance between the mar- 
ketplace culture and the cultures of marketers and con- 
sumers signifies its relative cultural orientation. In this case, 
marketplace culture was aligned more closely with con- 
sumers' culture. 

At this marketplace site, Mexican, Mexican-American, 
Cuban, Korean, and Middle Eastern marketers negotiated 
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multicultural imperatives in their daily business activities 
and interactions with consumers, channel members, com- 
petitors, and other marketers. Aggregate marketers’ culture 
was influenced by individual sociodemographics, particu- 
larly ethnicity/nationality and social class, and organiza- 
tional culture, together with the collective influences of the 
cultures of consumers, the marketplace, and larger social 
relations. 

In turn, consumers negotiated cultural imperatives in 
their daily activities and interactions with family members, 
friends, coworkers, and marketers across Mexican and U.S. 
cultural domains. Aggregate consumers’ culture was influ- 
enced by individual sociodemographics, again particularly 
ethnicity/nationality and social class, together with the col- 
lective influences of their social networks, marketers, the 
marketplace, and larger social relations. 

Marketplace culture was influenced by consumers' be- 
havior, marketers’ behavior, market imperatives, and larger 
sociocultural relations. Merchants maintained their own eth- 
nic cultures but oriented their activities toward Mexican 
consumers because the nature of their business was to serve 
them and facilitate their market transactions. Thus, Mexican 
culture dominated in the marketplace as marketers imple- 
mented a cultural marketing concept, with U.S. culture also 
reproduced through marketers’ assimilation activities. Con- 
tinued immigration from Mexico further reinforced the 
Mexican cultural orientation of the marketplace. 

During the years, this site has exhibited transitory qual- 
ities. Historically, it has experienced three major shifts in 
consumer cultural presence, from (1) Native American, 
Spanish, and Mexican, from the late 1600s to 1865; to (2) 
Anglo, from 1865 through the mid-1970s; and back to (3) 
Mexican by the late 1970s and continuing to the present. 
Marketers from a range of ethnic groups reproduce Mexican 
and U.S. culture on a daily basis in their business transac- 
tions with Mexican immigrant customers. Festival days 
mark the symbolic triumph of Mexican culture most visibly, 
as marketers express gratitude for business consummated 
during the year. Entertainment events, booths, and banners 
heighten the reproduction of Mexican culture to the point 
that well-assimilated Latinos and Anglos join the regular 
clientele of Mexican immigrants. Thus, the provision of 
Latino culture at this site was accomplished by marketers in 
response to the presence of Latino people who, in turn, re- 
juvenated and sustained it, yielding the particular cultural 
character of this marketplace. 


Discussion and Implications 
We need markets to generate productivity, work, and 
goods, and we need culture and religion to assure solidar- 
ity, identity and social cohesion—and a sense of the 
human spirit. But most of all, we need democratic institu- 
tions capable of preserving our liberty even in parochial 
communities; and capable of maintaining our equality and 
our precious differences even in capitalist markets (Barber 
1996, p. 300). 


As markets across the globe become more multicultural, 
marketers' cultural adaptation takes on increasing immedia- 
cy and relevance. Adding culture to the marketing concept 
entails more than merely accommodating culturally distinct 


consumers. Such accommodation preserves cultural distinc- 
tiveness and autonomy, the loss of which so often is be- 
moaned by critics of globalism, such as Barber (1996). In 
acculturating, marketers cross personal and collective cul- 
tural borders, negotiating the competing pulls of multiple 
cultures as they “unlearn” (Slater and Narver 1995) and re- 
learn various cultural norms, expectations, and behaviors. 

This research emphasizes marketers’ roles as cultural 
agents, which remained an implicit referent of advertising 
and fashion in McCracken’s (1988) work on consumer cul- 
ture. Marketers have a culture, with values including initia- 
tive, consummating exchanges, competing, making money, 
financial accountability, and a willingness to serve that are 
evident in their words and deeds. Although influenced by 
consumers, marketer culture is tempered by its own ethnic 
and organizational cultures, as well as that of the larger mar- 
ketplace and market system in the nation in which marketers 
do business, in this case, the United States. As change 
agents, marketers pass their cultural values onto consumers 
through market transactions, helping them assimilate into 
the U.S. market. 

While marketers impose their culture on consumers, 
they are also malleable to them. Cultural transmission is 
thus two-way. In accommodating Mexican consumers, re- 
sponding to their resistance, and incorporating their cultural 
market customs, marketers were changed by them. Specific 
values acquired and reinforced as the result of doing busi- 
hess with Mexican consumers included personalized trans- 
actions, a family orientation, and a looser sense of 
transaction timing and terms. Thus, marketers and con- 
sumers simultaneously were “the changers and the 
changed.” 

The first implication for marketers relates to the me- 
chanics of cultural learning. The marketers in our study 
spoke Spanish or hired employees who did, provided ser- 
vices mainstream marketers did not, offered products to ap- 
peal to Latino/a preferences, celebrated important holidays, 
and offered community support. Our results extend previous 
work emphasizing the importance of speaking the language 
of consumers and providing culturally tailored services (cf. 
Kaufman and Hernandez 1990, 1991; Kizilbash and Gar- 
man 1975—76), by documenting the specific processes, 
strategies, and outcomes of marketer acculturation. 

For marketers, direct contact with consumers is a vital 
part of their acculturation. However, given the use of cultur- 
al stereotypes in demeaning people and fueling prejudice 
against them, distinguishing among cultures should be done 
with caution. Although an important part of cultural learn- 
ing, cultural distinctions and heuristics should be limited to 
those aspects directly related to market behaviors and in- 
clude a range of relevant behaviors, because seldom are cul- 
tural phenomena discrete. А recent example is the joint use 
of English and Spanish languages in advertising, which ac- 
commodates Latinos/as' cultural pride while asserting their 
rightful place in the United States. 

The second implication of marketer acculturation relates 
to the level of the firm. Marketers interviewed over several 
years attributed the success of their firms to their abilities to 
meet the specific cultural needs of their Mexican clientele. 
However, cultural costs accrued to them until they had 


scaled the learning curve of adapting to the Mexican market. 
On doing so, marketers earned a premium. Furthermore, by 
adapting to the multicultural marketplace, marketers posi- 
tioned their firms for the future, transcending existing cul- 
tural barriers to entry and success that have restrained less 
culturally savvy firms. This future posturing, together with 
immediate financial gains, were the rewards for their efforts. 

There are even greater cultural economies of scale to be 
realized by firms when they have learned to adapt to Lati- 
no/a consumers as the result of shared cultural market cus- 
toms across the Latino diaspora (Corchado and Trejo 1997). 
Nationally, Latinos/as are one of the fastest growing market 
segments in the United States, currently numbering 30 mil- 
lion people with buying power of $273 billion (Strategy Re- 
search 1998). Although impressive, these figures are 
dwarfed in comparison with the larger Latin American mar- 
ket, which numbers more than a half billion consumers with 
more than $1.2 trillion in spending power (United Nations 
1990). 

The third implication relates to the level of the market- 
place. Marketers adapted culturally to one another in this 
study, even as they adapted to consumers. Marketers coop- 
erated with one another and increased the success of the 
marketplace as a whole, in contrast to previous work em- 
phasizing competitor hostility (Slater and Narver 1994). 
Marketers experienced some conflict, yet it must be viewed 
within a larger field of cooperative interactions, in which 
marketers organized themselves in business associations to 
attain mutual goals. Together, marketers produced the cul- 
tural appeal of the marketplace, promoted their businesses, 
and worked to address city officials’ concerns of economic 
growth and social policy. In concert and in conflict with one 
another and with local government, marketers assumed an 
important role in the community, developing the market- 
place and contributing to the production of its culture. 

Yet we must go further in understanding the impact of 
this marketplace. Frenzen and Davis (1990) write of embed- 
ded markets. We extend this important concept beyond the 
marketing instrumentalities of buyer—seller exchanges. This 
research emphasizes the cultural role of the marketplace as 
both marketing entity and social space. As a marketing enti- 
ty, the marketplace exerts its influence on the economic vol- 
ume of market transactions; as a social space, it serves as the 
site for the negotiation of intercultural relationships. Thus, 
the marketplace is more than the sum of the individual 
agents, stores, products, and services operating there, and it 
accomplishes more than the maintenance of Latino culture 
(Kaufman and Hernandez 1991; Kizilbash and Garman 
1975—76). This research demonstrates how the marketplace 
operates as an effective cultural change agent as well, its in- 
fluence going beyond those of individual marketers and 
market transactions in simultaneously affecting relations 
among the various cultural groups of which marketers and 
consumers are a part. 

Finally, this research has directed attention to the com- 
plex ways in which marketers and consumers together enact 
culture in the marketplace. The marketplace is a cultural 
clearinghouse, the result of a complex juxtaposition of mar- 
keters and consumers traversing multiple levels of cultural 
spheres. Here, Latino/a consumers were brought together in 
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important, personally gratifying, and socially Тед та пе 
ways by marketers of four distinct ethnic cultures: Latino/a, 
Asian, Middle Eastern, and Anglo. In demonstrating how 
marketers and consumers together constitute the cultural 
marketplace through their respective mediations of it, this 
work provides a theoretical articulation of multiple levels of 
cultural influences on marketer behavior. Replacing con- 
ventions of culturally discontinuous consumers, marketers, 
and marketplace sites is an empirically based conceptualiza- 
tion of a sociohistorically situated and geographically locat- 
ed marketplace site that is the result of the cultural market 
interactions of marketers and consumers. 

Mainstream versus margin cultural dynamics are impor- 
tant factors that affect the form a marketplace eventually 
will take as the nexus of economic and cultural interests. 
This marketplace, composed of members of a minority cul- 
ture—Mexican immigrant consumers and the multicultural 
marketers serving them—was situated within the larger U.S. 
mainstream Anglo culture, even as it extended beyond it 
through international sociocultural networks. Cultural mar- 
ket artifacts—the marketplace, its stores, product and ser- 
vice offerings, and promotions—were mediated imperfectly 
by marketers using heuristics suggestive of a grid of cultur- 
al principles in operation. 

Fluid, multiple cultural meanings and associations were 
invoked strategically by both marketers and consumers who 
continuously recreated them in tandem and independently 
within the domain of larger sociocultural relations. Yet, our 
data demonstrate that market artifacts did not display infi- 
nitely possible semantic associations determined by compa- 
nies as they desired, as previously has been suggested 
(Baudrillard 1988; Debord 1977). Instead, though market 
meanings and values were somewhat pliable, the cultural as- 
sociations of stores, products, and services were fairly well 
grounded in the customs and traditions of the particular con- 
suming communities inhabiting the site, as influenced by 
their relations with other cultural groups. 

Although derived from the specific site under study, Fig- 
ure 3, which depicts the dialectical relation between mar- 
keters and consumers, may be used to conceptualize other 
cultural interactions as well. Cultural configurations of oth- 
er combinations of social class, ethnicity, nationality, race, 
and gender or sexuality may be exhibited by consumers, 
marketers, and marketplaces. 

The composition of marketer and consumer cultures and 
the relations between them are crucial. Multicultural mar- 
kets may exhibit the dominant presence of a single cultural 
group (i.e., blacks, Asians, or Anglos) or combinations of 
subcultural groups, and their cultural representation may 
differ across the three domains, as in this study. Intercultur- 
al relations can range from enthusiastic acceptance to mere 
tolerance to overt hostility, with the cultural orientation of 
the marketplace evident in its respective distance from mar- 
keter and consumer cultures. 

In this research, consumers' culture dominated the mar- 
ketplace, and this would seem most consistent with the mar- 
keting concept. However, the global market abounds with 
consumer-oriented market sites that reflect a cultural orien- 
tation distinct from consumers. Examples include tourism, 
theme parks, musical or theatrical performances, and even 
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restaurants and ethnic grocery stores in which consumers 
seek to consume a culture apart from their own. Thus, in cul- 
turizing the marketing concept, marketers orient themselves, 
their activities, and their stores relative to consumers' cul- 
tural desires as well as their actual cultural positioning. 

Furthermore, this conceptualization of the market may 
be extended beyond the retail site to include other aspects of 
marketing strategies, such as retail stores, distribution chan- 
nels, advertisements, and products. In each case, the mar- 
keting institution or artifact is viewed as a cultural mediator 
between marketers and consumers. Strategic decisions are 
made regarding its positioning relative to marketers’ and 
consumers' cultures, with attention to larger social relations. 

During the years of data collection, the San Pueblo mar- 
ketplace has grown, and its future looks bright with the im- 
pending construction of a federal courthouse and the 
expansion of several of the firms to a neighboring city. De- 
spite the number of challenges facing merchants in the area, 
all marketers were optimistic about their opportunities and 
growth prospects in 1991 when this work began, and by 
1996, not much had changed that optimism. During my last 
visit, the steel frame of the courthouse building, the size of 
a city block, could be viewed. When completed, it will bring 
thousands of employees who will alter the cultural face of 
this marketplace again, raising yet another series of ques- 
tions and issues for further research. 


Conclusions 


In adapting to the multicultural marketplace, marketers ac- 
commodate their consumers, assimilate them to mainstream 
market practices, and respond to their resistance. Accultura- 
tion outcomes occur on several levels: the individual mar- 
keter, the firm, the marketplace, and larger social relations. 
This research has focused mainly on the individual mar- 
keter's processes of learning to adapt to consumers of an- 
other culture. At the level of the firm, appeals to consumers 
in products and services, employment practices, pricing, and 
promotions are important avenues of cultural market adap- 
tation. At the level of the marketplace, the success of the 
marketers lies in their competition and cooperation with 
competitors and other marketers. 

Marketer acculturation takes place within an arena of so- 
cial relations. Historical and present relations between the 
firms and people of the United States and Mexico set the 
context for marketer acculturation. Marketers actively nur- 
ture relationships with their consumers, getting involved 
with them and aligning with the interests of their communi- 
ty, which are, at times, in conflict with those of the main- 
stream. As a result of marketers' efforts to bring together and 
serve Mexican consumers, the site has developed into an im- 
portant part of the Latino/a community. 

Many questions remain. Further work is called for on 
marketer acculturation in relation to other ethnic and nation- 
al cultural clienteles. In addition, further work is called for 
regarding processes of marketer acculturation in the distrib- 
ution channel, between advertising and marketing research 
agencies and their clienteles, and within the marketing orga- 
nization. This work is particularly timely because of the cur- 
rent trends of international mergers and alliances. 


Further work is called for as well that investigates the 
acculturation of mainstream marketers in response to grow- 
ing ethnic minority markets, such as the Latinos/as investi- 
gated in this study, as well as their black and Asian 
counterparts. Major U.S. urban marketplaces, similar to the 
one investigated here, have been strongholds of minority re- 
tailers since the suburban outmigration of Anglos in the 
1960s and 1970s and, therefore, have played a formative 
role as the site of intercultural adaptation. 

Further work also is called for that investigates the 
changing role of ethnic marketplaces within their communi- 
ties over time and for subsequent generations. The increas- 
ing number of middle-class minorities, together with 
demographic projections of the increasing size of minority 


subcultures, portend tremendous cultural adaptation in the 
U.S. marketplace for mainstream and minority communi- 
ties. Of particular interest is how consumers negotiate their 
identities and market desires across multicultural market of- 
ferings and marketplace sites. 

Finally, further research is called for in other nations and 
marketplaces that are defined by cultural dimensions other 
than ethnicity and nationality, such as social class, gender, 
and sexual orientation. Although some cultural differences 
are accommodated in the marketplace, others are not. Re- 
search investigating the reasons and factors why and how 
this is so would contribute to our understanding of the com- 
plex cultural nuances of the marketplace as an increasingly 
fundamental, pervasive, and global site of social life. 
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Gregory М. Rose 


Consumer Socialization, Parental 
Style, and Developmental Timetables 
in the United States and Japan 


In this article, the author examines consumer socialization, parental age expectations, and overall patterns of par- 
ent-child interactions in a cross-national context. Socialization is defined by a patient, maturational approach to par- 
enting in Japan and by a greater emphasis on autonomy in the United States. Japanese mothers have late 
consumer-related developmental timetables and maintain greater control over their children’s consumption than do 
American mothers, who encourage and expect the earlier development of independent consumption. 


“children, through insight, training and imitation, ac- 

quire the habits and values congruent with adaptation 
to their culture” (Baumrind 1980, p. 640). Yet previous con- 
sumer socialization research has examined “the process by 
which young people acquire skills, knowledge, and attitudes 
relevant to their functioning as consumers in the market- 
place” (Ward 1974, p. 2) almost exclusively in the United 
States. Several North American studies have established the 
importance of individual differences in parenting and early 
learning within the family (e.g., Baumrind 1971; Rickel and 
Biassatti 1982). General patterns of parent-child interac- 
tions are related to specific consumer socialization prac- 
tices, including restricting and monitoring children’s media 
use and consumption and providing children with opportu- 
nities for independent consumption (Carlson and Grossbart 
1988). Less is known about consumer socialization in other 
nations. Although Robertson and colleagues (1989) describe 
cross-national differences in television viewing and pur- 
chase requests among Japanese, American, and British chil- 
dren, they examine a relatively limited set of variables 
among relatively small samples. Thus, many of the core 
findings in consumer socialization research have not been 
extended to an international context. 

This study examines consumer socialization in the Unit- 
ed States and Japan. The United States is an individualistic, 
independent, self-oriented society, whereas Japan represents 
a collectivist, interdependent culture (Kitayama and Markus 
1992). These nations provide ideal contexts for exploring 
similarities and differences in consumer socialization. 

The specific goals of this study are threefold. First, the 
research attempts to assess the extent to which findings and 
concepts generated primarily in North America can be ex- 
tended to a collectivist, Asian nation, Japan. Second, it at- 


S ocialization is an inherently cultural process in which 
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tempts to integrate theoretically the findings from previous 
developmental, cross-cultural, and consumer socialization 
research. Third, the research aims to examine differences in 
consumer-related developmental timetables. 

Developmental timetables are expectations or beliefs 
about what is normal or typical for a child at a specific age. 
Parents often describe children as "smart," “late bloomers,” 
or "normal" for their age. In a broad sense, “опе might say 
that these ideas are aspects of ‘parents’ developmental 
scripts’ or ‘developmental scenarios’” (Goodnow, Knight, 
and Cashmore 1986, p. 293). In a narrow, more operational 
sense, developmental timetables involve age expectations or 
norms about specific competencies. Previous research has 
related developmental timetables to cultural background 
(Goodnow et al. 1984). This study examines parents’ age ex- 
pectations about the development of consumer-related skills 
and children’s ability to understand advertising practices. 
The underlying rationale behind this investigation is the 
commonplace observation that parents frequently purchase 
toys and evaluate television commercials on the basis of im- 
plicit age norms. 

Overall, this study integrates several diverse bodies of 
research. Previous research has explored parental style and 
consumer socialization in North America (Carlson and 
Grossbart 1988). This article builds on such research by (1) 
examining parental style and consumer socialization in an 
international context, (2) exploring consumer-related devel- 
opmental timetables, (3) relating developmental timetables 
to parental style, and (4) examining the relation between de- 
velopmental timetables and consumer socialization. Thus, 
this study provides a theoretical foundation for understand- 
ing societal differences in consumer socialization. Specific 
consumer socialization practices are expected to reflect 
modal societal tendencies, as well as individual differences 
in parental age expectations and overall patterns of par- 
ent-child interactions. 

From a business standpoint, this study provides an initial 
examination of Japanese parental styles and developmental 
timetables in a consumer-oriented context. Parental style 
could provide a means of segmenting parents across interna- 
tional boundaries. Developmental timetables could predict the 
likely reaction of parents to new advertisements and products. 
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Theoretical Background 


Socialization was one of the first topics in cross-cultural re- 
search (Berry et al. 1992). Early studies identified six di- 
mensions of childhood training that formed two major 
clusters (Barry, Bacon, and Child 1957). The first, “pressure 
toward compliance,” included obedience and responsibility 
training, with nurturance moderately related to this cluster. 
The second, "pressure toward assertion,” included achieve- 
ment, self-reliance, and independence training. In their re- 
view, Berry and colleagues (1992, p. 21) describe two major 
conclusions from early socialization research: 


First, "child training the world over is in certain respects 
identical.... In that 1t is found always to be concerned with 
certain universal problems of behavior" (p. 63, Whiting 
and Child, 1953). Second, "child training also differs from 
one society to another” (p. 64, Whiting and Child, 1953). 
In this pair of conclusions are the two prototypical and 
most frequent empirical results found in cross-cultural 
psychology: first, there are some common dimensions that 
serve to link humankind together; second, individuals and 
groups differ in their typical place on these dimensions. 


In short, some issues in socialization are universal. АП 
societies must nurture their children and establish some de- 
gree of compliance; however, societies, as well as individual 
parents, differ in the degree to which they restrict their chil- 
dren's behavior and encourage autonomy. The next section 
examines differences in Japanese and American parenting. 
Although nationality is ап imperfect proxy for culture, 
cross-national comparisons provide useful information 
about modal societal differences. 


Socialization in the United States and Japan 


American and Japanese parents "share many of the same 
goals for their children, notably educational achievement 
and economic security" (Bornstein 1989, p. 197). However, 
they differ dramatically from each other by the means they 
use to promote these goals and the degree to which they em- 
phasize "group identification versus individual assertive- 
ness" (Bornstein 1989, p. 197). The United States is the 
prototypical example of a nation with an independent self 
(Kitayama and Markus 1992). People are viewed as au- 
tonomous, bounded entities, characterized by individual 
rights, abilities, and motives. Japan, in contrast, is composed 
of an inherently interrelated set of group members, proto- 
typical of the interdependent self. 

People in the United States are socialized to become dis- 
tinct autonomous individuals (to "stand out"), whereas 
Japanese are socialized to become inherently integrated with 
others (to “stand in"). Doi (1962, p. 132) believes amae—a 
highly interdependent and indulgent relationship that en- 
courages dependence on others—is the key to understanding 
the modal Japanese personality: 


Amae is the noun form of amaeru, an intransitive verb that 
means to depend and presume upon another's benevolence. 
This word has the same root as amai, an adjective that 
means sweet. Thus, amaeru has a distinct feeling of sweet- 
ness and 15 generally used to describe a child's attitude or 
behavior toward his parents, particularly his mother. 


Although the word amae means dependence, it is only 
used after a child reaches one year of age, because the child 
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must be conscious of his or her wish to amaeru, to depend 
on others. Doi (1962) believes that the interdependence of 
Japanese society originates in the maternal relationship and 
is encouraged and institutionalized in the Japanese social 
structure. 

Comparative studies emphasize the strongly interdepen- 
dent nature of the Japanese mother-child relationship. 
Japanese children are protected and sheltered, allowed time 
to mature, and expected to naturally develop an internalized 
need to conform based on a strong attachment and desire to 
please their mothers. Japanese mothers emphasize feelings, 
consideration for others, social interactions, and politeness 
(Hess et al. 1980; Power, Kobayashi-Winati, and Kelley 
1992). Internalization is accomplished through frequent ap- 
peals to the mother-child bond and by stressing the affect of 
the child's actions on others, particularly the mother. 

Japanese parents are generally indulgent toward 
preschool children. They focus on maintaining and strength- 
ening the adult—child bond until the child naturally internal- 
izes adult standards (Hess et al. 1980). One of the implicit 
principles in discipline is that “one should never go against 
the child” (Vogel 1967, p. 245), for this might weaken the 
emotional bond between mother and child. Thus, Japanese 
mothers avoid conflict and direct expressions of negative 
emotions toward their children (Miyake et al. 1986). Obedi- 
ence is not a central concern, and discipline is based on per- 
suasion and placing the child’s actions in an interpersonal 
context. 

Mothers in the United States, as a group, emphasize in- 
dependence, assertiveness, and autonomy (Caudill and 
Schooler 1973). They begin independence training earlier 
and use external rewards and punishments more frequently 
than Japanese mothers do. Thus, two distinct modal profiles 
of socialization emerge. Japanese childrearing is more fo- 
cused on interpersonal context and harmony than U.S. so- 
cialization, which focuses more on actively developing and 
promoting independent reasoning and skills. 


Developmental Timetables 


Developmental timetables are parental expectations about 
what is “typical” or “normal” for a child at a specific age. As 
a whole, developmental timetables represent beliefs about 
children’s rate of development. In the broadest sense, cul- 
tures differ in their approach to childrearing. Some empha- 
size early training and believe that earlier is better; others 
take a more maturational approach and allow children 
to develop at their own rate (Goodnow et al. 1984). Thus, in 
their entirety, developmental timetables are societal beliefs 
about the emotional and cognitive development of children. 
However, developmental timetables generally are opera- 
tionalized as specific age expectations about specific 
competencies. 

Age expectations provide a benchmark against which 
children are compared. Although maturation provides a 
common developmental pattern, culture determines the spe- 
cific skills that are emphasized and the rate at which specif- 
ic competencies are established (Hess et al. 1980). This 
study examines parents’ age expectations about consumer- 
related skills and children’s ability to understand advertis- 
ing. Parental expectations about the development of 


consumer-related skills are central to the degree of freedom 
allowed a child in consumption. For example, if parents be- 
lieve seven-year-olds are capable of making their own 
lunch, they may allow their children greater input in decid- 
ing which foods to purchase. Exploring parental expecta- 
tions about when children can understand and interpret 
advertising practices is predicated on the larger notion that 
cultures vary in their normative expectations for the cogni- 
tive development of children and, consequently, in their be- 
liefs about the degree to which children must be protected 
from the media and advertising. If, for example, parents be- 
lieve six-year-olds are capable of understanding the persua- 
sive intent of advertising, they should place a greater 
emphasis on explaining advertisements to their children. 
Thus, this study examines consumer-related developmental 
timetables by assessing parental age expectations toward ad- 
vertising and consumption. 

Previous research has not examined consumer-related 
developmental timetables. However, Japanese mothers fos- 
ter dependence, focus on interpersonal obligations, and use 
a maturational approach to childrearing (Caudill and 
Schooler 1973). In contrast, American parents are preparing 
children for an individualistic society. They are more fo- 
cused on the early development of independent reasoning 
and individual skills (Hess et al. 1980). Thus, 


Н: Mothers in the United States hold earlier age expectations 
for (a) the development of consumer-related skills and (b) 
an understanding of advertising practices than do Japanese 
mothers. 


Consumer Socialization 


Consumer socialization is a complex, environmental 
process. Although previous research has examined many 
variables, parents’ consumer socialization practices can be 
described parsimoniously using the following dimensions: 
(1) communication about consumption, (2) children’s con- 
sumption autonomy, (3) children’s influence and participa- 
tion in family purchases, and (4) restriction of 
consumption and media exposure (cf. Carlson and Gross- 
bart 1988). 

Carlson and Grossbart (1988) measure parent-child 
communication about consumption as a broad, parsimo- 
nious dimension that includes both verbal communication 
and reciprocal patterns of purchase-oriented behavior. Al- 
though international research has not examined communi- 
cation about consumption explicitly, American mothers 
report higher levels of general communication from their 
children than do Japanese mothers (Robertson et al. 1989). 
Thus, 


Но: Communication about consumption will be higher in 
American than in Japanese families. 


McNeal (1992) divides children’s purchasing power in- 
to direct (money they control themselves, such as an al- 
lowance) and indirect (parental expenditures that they 
initiate or influence). Consumption autonomy examines the 
extent to which parents promote and encourage direct, inde- 
pendent consumption by their children; American mothers 
are less protective and encourage independence in their chil- 
dren (Caudill and Schooler 1973). Thus, 


H3: Consumption autonomy will be higher in American than in 
Japanese families. 


Participation in family purchases measures children's 
ability and opportunity to influence parental purchases. Pre- 
vious research in the United States has documented the in- 
fluence of children and adolescents on consumption (e.g., 
Beatty and Talapade 1994) and linked the frequency that 
parents shop with their children (coshop) to a tendency to al- 
low children greater input in parental purchases (Grossbart, 
Carlson, and Walsh 1991). Cross-national research has not 
examined the child's influence. However, Japanese mothers 
foster dependence, are preoccupied with anticipating and 
satisfying their children's needs, and exhibit high levels of 
interaction (Caudill and Schooler 1973), which should be 
associated with high levels of participation in family pur- 
chases. Thus, 


H4: Children's influence and participation in family pur- 
chases will be higher in Japanese than in American 
families. 


Restrictiveness frequently has been conceptualized as an 
overall parental trait (e.g., Becker 1964). However, restric- 
tion of consumption and mediation of the media form sepa- 
rate dimensions in previous research (Carlson and Grossbart 
1988). Although previous research has not assessed cross- 
national differences in restriction of consumption and media 
exposure, Japanese mothers promote dependence in their 
children (Doi 1962), perceive their children as more depen- 
dent, and have more consumption rules than do their U.S. 
counterparts (Robertson et al. 1989). Thus, 


Hs: Restriction of (a) consumption and (b) media exposure 
will be higher among Japanese than American families. 


Differences in developmental timetables are expected to 
be associated with differences in consumer socialization. Al- 
though causation is hard to assess, especially in a complex, 
multifaceted process such as socialization, cross-national 
differences in consumer-related developmental timetables 
should influence specific consumer socialization practices. 

Developmental timetables should have practical ramifi- 
cations. Mothers who believe children mature slowly should 
allow their children less autonomy, less influence, and few- 
er opportunities for independent consumption. Furthermore, 
parents who believe children develop cognitive skills rela- 
tively slowly will want to protect their children from outside 
influences, particularly those with a persuasive intent, such 
as advertising. Thus, parents' developmental timetables 
should influence the amount of purchase autonomy that they 
grant their children and the degree to which they control 
their children's media exposure. 

Parents with early expectations for consumer-related 
skills should believe that children are capable of under- 
standing, participating in, and benefiting from parent-child 
discussions. Parents with late developmental expectations 
should engage in fewer discussions about consumption, pro- 
vide their children with less influence, and provide fewer 
opportunities for independent consumption. Thus, 


Hg: Late expectations for consumer-related skills will be 
related negatively to (2) communication about consump- 
tion, (b) children's consumption autonomy, and (c) chil- 
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dren’s influence and participation in family purchases and 
related positively to (d) restriction of consumption. 


Age expectations for understanding advertising should 
be related to media-oriented parental practices. Previous re- 
search has established that parents can mediate their chil- 
dren’s media exposure directly, by limiting the number of 
hours and the types of programs to which children are ex- 
posed, or indirectly, through discussions (Ward, Wackman, 
and Wartella 1977). In general, family communication re- 
flects a proactive parental orientation (Carlson and Gross- 
bart 1988). Communication about consumption and 
discussions about advertising (in particular) should reflect a 
concomitant belief that children have sufficient cognitive re- 
sources to understand and discuss advertising. Late expecta- 
tions for understanding advertising, in contrast, should 
reflect a more protective, less communication-orientated 
perspective. Thus, 


Ну; Late expectations for understanding advertising practices 
should be (a) related negatively to communication about 
consumption and (b) related positively to restriction of 
media exposure. 


Parental Style 


Becker (1964) proposes three dimensions of socialization. 
Warmth describes the degree of love or nurturance in the 
parent-child relationship, restrictiveness examines the de- 
gree to which parents are controlling or strict, and anxious- 
emotional involvement (AEI) describes the degree of 
parental concern and protectiveness versus calm detachment 
or indifference (Becker 1964). 

Baumrind (1971) proposes a widely accepted typology 
of U.S. parental styles that repeatedly has been found 
among North American samples (e.g., Carlson and Gross- 
bart 1988). Authoritatives are warm and restrictive, authori- 
tarians are cold and restrictive, and permissives are warm 
and nonrestrictive. 

Less research has been done on Japanese patterns of so- 
cialization. However, Power, Kobayashi-Winati, and Kel- 
ley (1992) find two primarily Japanese (indulgent and 
strict) and three primarily American (authoritative, author- 
itarian, and permissive) parental styles among mothers of 
children between the ages of three and six years. As a 
whole, American mothers were more nurturing, but indul- 
gents were more responsive, more nurturing, and less like- 
ly to yell at their children than stricts. The next two sections 
present a brief overview of the methods used to classify 
parents into specific parental styles. Then, specific hy- 
potheses are advanced. 


Identification of specific styles. Parental style was deter- 
mined empirically through a cluster analysis. This procedure 
is consistent with previous research (Baumrind 1971; Carl- 
son and Grossbart 1988; Power, Kobayashi-Winati, and 
Kelley 1992), provides a means of simultaneously examin- 
ing both within- and between-culture variance, and avoids 
creating hypotheses about nonexistent groups. 

Eight specific scales were used as indicators of parental 
style. The specific scales used were selected for their abili- 


ty to measure warmth, restrictiveness, and AEI. Initially, а ~ 
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two-group (United States and Japan) confirmatory factor 
analysis was conducted, and reliability estimates were 
computed for all of Carlson and Grossbart’s (1988) 
parental style scales (for further information on this proce- 
dure, see Rose 1995). Several scales, specifically avoid- 
ance of communication, early maturity demands, and 
authoritarianism, exhibited poor reliability, particularly in 
Japan. Prior to dropping these scales, however, the confir- 
matory factor analysis in this study, Carlson and Gross- 
bart’s (1988, p. 81) exploratory factor analysis, and prior 
theory were reviewed to ensure that the major conceptual 
elements of warmth, restrictiveness, and AEI were cap- 
tured. Finally, a confirmatory factor analysis was conduct- 
ed to determine the dimensions of the remaining eight 
scales (72682 [second order model] = 1,196, р < .001, good- 
ness-of-fit index [GFI] = .881, adjusted goodness-of-fit in- 
dex [АСЕ] = .929), with nurturance and encouraging 
verbalization measuring warmth (the second order factor); 
strictness, values conformity, and firm enforcement mea- 
suring restrictiveness; and fostering dependence, excluding 
outside influence, and independence (negatively loaded) 
measuring AEI. Overall, these scales (which are described 
in the “Methods” section) provide reasonable indicators of 
parental style in both nations. 


Cluster analysis. A two-stage cluster analysis was 
conducted with Ward’s hierarchical clustering method to 
determine the number of clusters and obtain initial esti- 
mates of their centroids, followed by an iterative K- 
means approach. Although several measures of cluster 
homogeneity were assessed (see Rose 1995), the decision 
to employ a six-cluster solution was made primarily on 
the basis of interpretability. More specifically, moving 
from a six- to five-cluster solution combined two permis- 
sive clusters (indulgent amaes and detached) that differed 
primarily in their level of AEI, whereas moving from a 
five- to four-cluster solution combined two restrictive 
clusters (authoritatives and authoritarians) that differed 
primarily in their level of warmth. Thus, a six-cluster so- 
lution seemed reasonable. 

Table 1 contains standardized means and Tukey—Hon- 
estly-Significant-Difference paired comparisons for the six 
clusters. Clusters were labeled on the basis of my interpre- 
tation of difference in their means. Authoritatives had high 
levels of strictness and nurturance and low levels of foster- 
ing dependence. Authoritarians had high levels of strictness 
and the lowest levels of nurturance, whereas permissives 
were nurturing and had low levels of strictness, fostering de- 
pendence, and excluding outside influence. Overall, these 
three clusters closely match previous descriptions of the 
three most commonly found parental styles in the United 
States. Permissives are warm and nonrestrictive (Baumrind 
1971). They allow children to regulate their own activities, 
seldom use overt control, and encourage their children to de- 
velop an internally defined set of standards and perspec- 
tives. Authoritarians, in contrast, are cold and restrictive. 
They demand obedience, use power-assertive forms of dis- 
cipline, and demand strict adherence to externally defined 
standards. Finally, authoritatives are warm and restrictive. 
They direct rather than control, use power strategically to 


TABLE 1 
Standardized Means by Cluster 


___________________________________________________________-——_—-- === 


Indulgent Strict 
Detached Authoritative Amae Authoritarlan Permissive Amae 
(n = 96) (n = 156) (n = 79) (n = 109) (n = 110) (n = 76) 
Parental Style 
Nurturance O2 nde 53 acd m 43 abdet —1 „2 Васе! -56gca 24 
Encouraging verbalization .60ьа —.ЗЗасче! 365g —1.24 се! 485g 6254 
Restrictiveness —1 Ад сав! „ВО acdet —. 64 а! -53apce —.51 abat „БОађсе 
Strictness —.87pcat .66ace —.30 abdet 37 ace —.66pcdt 48.500 
Values conformity —1.бд све! 55 act —.53abdef „АВас 42 27 abc 
Firm enforcement — 28pcdet ТА cot —1 -29 andof -54ace = б2 аса .31 abce 
Anxious Emotional Involvement —.33bcdef —.59acdef 1.05 abdet -22apcef — B4apcat 1.43 abcde 
Fostering dependence —.26 64 — 46 cat 78 andet —.06 beet —.55 cat 1.30 abcde 
Child’s independence —.07 bee Басе —1.00abdef —2Ü0pcet .50acaf —.44 со 
Excluding outside influence —.50 cat —.ЗЗсав! 59 abet -35abef —.79pcat 1.33 abcde 
Cluster Profile 
Nationality 
Japanese (n) 60 11 65 17 24 60 
0.5. (п) 36 145 14 92 86 16 
% Japanese 62.5% 7.0% 82.3% 15.6% 21.8% 78.9% 
Demographics 
Maternal education — Здрав ЗОас —.50 авг 27 gc „ОЛас –.01; 
Child's age —ЛЗре ЗВаса —Абре —.10b9 30 аса —.4456 


Notes: Subscripts for parental styles indicate significant diffe 
isons, р < .05, where а = detached, b = authontative, с 


rences between groups, Tukey-Honestly-Significant-Difference paired compar- 
= indulgent amae, d = ашћотапап, e = permissive, and f = strict amae. 


promote socially responsible behavior, and encourage chil- 
dren to develop their own ideas and perspectives (Baumrind 
1971; Carlson and Grossbart 1988). 

Two clusters (indulgent amae and strict amae) had 
high levels of AEI. Both had positive coefficients for fos- 
tering dependence and excluding outside influence and a 
negative coefficient for child’s independence. The first, 
indulgent amae, closely matched modal descriptions of 
Japanese parenting (e.g., Caudill and Schooler 1973). 
They were anxiously emotionally involved, nonrestric- 
tive, and had a slightly negative standardized coefficient 
for warmth (overall levels of warmth, however, were 
high: at least 4.5 for all groups except authoritarians). The 
second group was warm, restrictive, and anxiously emo- 
tionally involved. Although Becker (1964) would refer to 
this cluster as overprotective, dependence and protective- 
ness are expected in Japan; thus, this cluster was labeled 
strict amae, because of its restrictiveness and high level 
of dependence. 

The final cluster, detached, was nonrestrictive, not anx- 
iously emotionally involved, and less warm than permis- 
sives. Although it is in many respects similar to Becker’s 
(1964) neglecting category, overall levels of warmth were 
high; thus, it was labeled detached. As a whole, the clusters 
in this study represent reasonable differences among mid- 
dle- to upper-middle-class parents. Specific hypotheses are 
now advanced. 


Hypotheses. Parental styles are expected to vary across 
nations. Modal differences in childrearing are well estab- 
lished (e.g., Doi 1962; Hess et al. 1980), and preliminary ev- 
idence suggests (on the basis of one study; Power, 
Kobayashi-Winati, and Kelley 1992) that Japanese and 
American mothers have different parental styles. More 
specifically, detached parents are expected to be composed 
primarily of American mothers, based on their low level of 
AEI. Authoritative, authoritarian, and permissive parental 
styles commonly are found in North America (e.g., Carlson 
and Grossbart 1988), whereas indulgent and strict amae par- 
ents exhibit high levels of AEI, which is consistent with pre- 
vious descriptions of Japanese parenting (Do: 1962). 

Hg: A larger proportion of American than Japanese mothers 
will exhibit a detached, authoritative, authontanan, or per- 
missive parental style, whereas a larger proportion of 
Japanese than American mothers will exhibit a parental 
style of indulgent amae or stnct amae. 


Developmental timetables examine parental beliefs 
about when children establish specific competencies. Al- 
though the age expectations of specific parental styles has 
not been examined in previous research, overall patterns of 
parent-child interactions reflect individual differences in 
prior experience and cultural beliefs about how, why, and 
when children develop (Goodnow, Knight, and Cashmore 
1986). Therefore, beliefs about children’s rate of develop- 
ment may influence parental style. Protective parents should 
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exhibit late age expectations. They attempt to shelter and 
shield children from outside influence (Baumrind 1971), 
which is consistent with an underlying belief that children 
mature slowly. More specifically, AEI styles (authoritarian, 
indulgent amae, strict amae) that are protective and foster 
dependence should have later developmental expectations 
than their more independence-oriented counterparts (de- 
tached, authoritative, permissive). 


Но: Authontarian, indulgent amae, and strict amae parents 
should hold later expectations for (a) consumer-related 
skills and (b) understanding advertising practices than 
detached, authoritative, and permissive parents. 


Previous research has related parental style to consumer 
socialization tendencies in North America (Carlson and 
Grossbart 1988). Although less is known about the con- 
sumer socialization practices of Japanese parents, research 
in the United States provides a basis for predicting differ- 
ences across groups. For example, warmth is related to the 
open communication of ideas and frequent and reciprocal 
patterns of interaction. Authoritatives and permissives have 
high levels of both warmth and parent-child communication 
about consumption (Carlson and Grossbart 1988). 


Hj: Authoritatives and permissives will communicate more 
about consumption than detached, indulgent amae, 
authoritarian, and strict amae parents. 


Previous research has not examined explicitly the rela- 
tion between parental style and children’s participation in 
family purchases. However, warm and/or involved parental 
styles should provide children with more influence than cold 
and/or detached parental styles. More specifically, authori- 
tatives and permissives display high levels of warmth and 
communicate frequently with their children (Carlson and 
Grossbart 1988), whereas indulgent and strict amaes display 
high levels of dependence, which should be associated with 
frequent parent-child interactions that provide an opportu- 
nity for child's influence. 


Н. Authoritative, indulgent amae, permissive, and strict 
amae parents will allow their children more influence and 
participation in family purchases than detached and 
authontarian parents. 


Consumption autonomy involves a parental desire to 
promote children’s independence actively (Carlson and 
Grossbart 1988). Authoritative and permissive parents ac- 
tively encourage independence (Baumrind 1971); they 
should be more inclined to encourage consumption autono- 
my than detached parents, who аге less involved, ог author- 
itarians, indulgent amaes, or strict amaes, who foster 
dependence in their children. 


Hız: Authontatives and permissives will grant their children 
more consumption autonomy than detached, indulgent 
amae, authoritarian, and strict атае parents. 


Finally, restriction and monitoring of consumption and 
media exposure should be highest among more restrictive 
parental styles. Specifically, 


Нз. Authoritatives, authoritarians, and strict amaes will be 
more restrictive of their children’s (a) consumption and 
(b) media exposure than detached, indulgent amae, and 
permissive parents. 
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Method 


Sample and Procedure 


A questionnaire was distributed to mothers of children be- 
tween the ages of three and eight years in the United States 
and Japan. These countries provide an ideal setting because 
they are industrialized countries with nuclear family struc- 
tures and distinct cultural characteristics. Mothers were 
sampled because of their pervasive and primary influence in 
socialization (Carlson and Grossbart 1988). Finally, mothers 
of children three to eight years of age were sampled for three 
reasons: (1) the majority of conscious consumer training oc- 
curs in early childhood, (2) parent-child communication 
patterns that are established in early childhood are continued 
into later childhood, and (3) parental power is at its peak at 
this time (Ward, Wackman, and Wartella 1977). 

In total, 320 Japanese and 980 U.S. questionnaires were 
distributed. In Japan, 243 were returned, and 6 were exclud- 
ed because of missing data, for a usable response rate of 
74.1%. In the United States, 418 were returned, and 29 were 
excluded, for a usable response rate of 39.796. Japanese re- 
spondents were obtained from three kindergartens (kinder- 
garten runs for children three to six years of age in Japan) 
and one elementary school. Three of the schools were con- 
tained in middle- to upper-middle—class suburban districts of 
a moderate-sized city in southern Japan; the remaining 
school was in an exurb approximately five miles from that 
city. The U.S. sample was obtained from two preschools and 
four elementary schools in a moderate-sized city in the Pa- 
cific Northwest. Questionnaires were administered in the fall 
of 1994 in Japan and the winter of 1995 in the United States. 
The specific schools sampled in the United States were se- 
lected to match the relative socioeconomic status of those in 
the Japanese sample. Thus, both samples consist primarily of 
married, middle- to upper-middle-class suburban mothers. 
American mothers and their children, however, were older 
than their Japanese counterparts. The largest age categories 
were 36 through 40 years for American mothers (40.496 in 
the United States and 32.8% in Japan) and 31 through 35 
years for Japanese mothers (20.6% in the United States and 
42.7% in Japan), with 9.7% and 14.296 of respondents under 
30 years of age and 29.396 and 10.396 of respondents over 40 
years of age in the United States and Japan, respectively. The 
percentages of American and Japanese children of each age 
were as follows: 1.8% and 7.9% for three years, 2.9% and 
14.596 for four years, 10.296 and 20.6% for five years, 22.9% 
and 17.596 for six years, 30.296 and 21.996 for seven years, 
and 32.096 and 17.696 for eight years of age, respectively. 

Approximately 97% of Japanese and 88% of American 
mothers were married, with approximately 6596 of Japanese 
and 56% of American mothers reporting family incomes be- 
tween $40,000 and $80,000 (4,000,000—8,000,000 yen). 
Thus, both samples represent relatively well-educated, mid- 
dle- to upper-middle-class families in moderately populated 
areas in their respective nations. 


Pretesting 


Initial pretesting focused on evaluating the clarity of the 
questionnaire and determining its applicability in Japan. In- 
terviews were conducted with five U.S. nationals, three 


Japanese nationals, and ап anthropologist who specializes in 
Japan. A focus group also was conducted among five Japan- 
ese nationals—pre-MBA students, 29 to 32 years of age, 
two men and three women, who had been in the United 
States for slightly less than three months. After incorporat- 
ing changes from these interviews, a pretest was conducted 
of the developmental timetable items among a convenience 
sample of 57 American mothers. Item-to-total correlations 
and coefficient alphas were examined for each scale. Final- 
ly, five Japanese mothers completed the revised question- 
naire and were interviewed about its content and clarity. 


Translation and Back-Translation 


The questionnaire was translated into Japanese by a Japan- 
ese national who had been living in the United States for ap- 
proximately four years. She previously had worked as a 
professional language instructor (in both English and Japan- 
ese for approximately ten years) and as a translator. The 
back-translation was conducted by a U.S. national who has 
been living in Japan for ten years and is a professor of Eng- 
lish at a Japanese University. 


Measures 


Parental style. Eight scales were used as indicators of 
parental style (see Table 1). All scales were computed as av- 
erages, and all items were measured by a five-point scale 
(strongly disagree to strongly agree), unless otherwise not- 
ed. Nurturance (Qus = .82, Оаза = .74) is а nine-item scale 
that measures the degree that parents openly express affec- 
tion and “share feelings and experiences with their children” 
(Rickel and Biassatti 1982, p. 132). Encouraging verbaliza- 
tion (Qus = .69, Oapan = -61), strictness (Qus = .72, Орап = 
.69), and fostering dependence (Qus = .70, japan = .60) are 
four-item scales. Encouraging verbalization measures the 
extent of reciprocal and open parent-child communication, 
strictness measures parental attitudes toward discipline, and 
fostering dependence examines the extent that a mother at- 
tempts to protect or shelter her child. Values conformity 
(three items; Gs = .70, Одарал = .71) and firm enforcement 
(two items; Qus = .55, Ojapan = -47) are composed of dı- 
chotomous items developed by Baumrind (1971). Typical 
items include “а child must learn to/should not have to con- 
form to all school rules" for values conformity and "other 
parents probably see me as rather firm/permissive with my 
child" for firm enforcement. Finally, excluding outside in- 
fluence (three items; Qs = .67, Одарап = .53) includes items 
such as "children should never learn things outside the 
home which make them doubt their parents," and child's in- 
dependence (Schaefer and Finkelstein 1975) measures ma- 
ternal perceptions of children's independence (six items; 
Qus = .76, OJapan = -74), using items such as “ту child tries 
to do things for him/herself" and “ту child thinks of things 
to do him/herself," on a five-point scale (very seldom to 
very often). 

Confirmatory factor analysis indicated that these scales 
formed the expected dimensions (%2682 [second order mod- 
el] = 1,196, p < .001, GFI = .881, АСИ = .929). Nurturance 
and encouraging verbalization measured warmth (the sec- 
ond order factor). Strictness, values conformity, and firm en- 
forcement measured restrictiveness; whereas fostering 


dependence, excluding outside influence, and child's inde- 
pendence (negatively loaded) measured AEI. 


Developmental timetables. Table 2 contains a factor 
analysis of the developmental timetable items.! Factor 1, 
understanding advertising practices, examined the age at 
which parents believe children become cognizant of the 
techniques that marketers employ to persuade them. Factor 
2, consumer-related skills, examined several specific con- 
sumption activities. All items were measured on an 11-point 
scale (from 2 to +12). Parents were asked “at what age a typ- 
ical child can do the following things," with the first five 
items in Table 2 measuring understanding advertising prac- 
tices (ys = .77, Оцарал = .82) and the remaining items mea- 
suring consumer-related skills (Oys = .77, OJapan = .68). 


Consumer socialization scales. A total of 15 consumer 
socialization scales were employed. Extent of family com- 
munication (three items; Gps = .71, Japan = 71) examined 
overall levels of consumer-oriented communication, for ex- 
ample, "I talk to him or her [the child] about where different 
products can be bought.” It used a five-point scale, with 
very seldom and very often as endpoints. These same end- 
points were used for the next three scales as well. Discus- 
sion about television viewing examined the frequency that 
mothers talk with their children “about the contents of tele- 
vision advertising." Concept orientation (seven items; Oys = 
-70, Ojapan = .68) measured reciprocal patterns of communi- 
cation (e.g., ^I ask my child what he or she thinks about 
things that he or she buys for him or herself"). Control tele- 
vision viewing (three items; Gs = .89, Оцараа = .85) mea- 
sured the extent of parental restrictions on the programs 
their children *can watch, when they watch television, and 
how many hours each day they can watch." 

Child's payment (three items; Qus = .74, Оцара = -74) 
examined the likelihood that children would be allowed to 
purchase candy, a game or toy, or a specific type of clothing 
if the "child agrees to use his or her money." It used a five- 
point scale, with very unlikely and likely as endpoints. 
Yielding, refusing with an explanation, and refusals use a 
similar scale. Yielding (three items; 04) = .66, Оцарап = .56) 
examined the likelihood that a mother would “buy it” if her 
child asked for one of the previously listed products. Total 
child income assessed income from allowance and other 
sources (in dollars and yen). Refusing with an explanation 
(three items; бије = .72, OJapan = -65) measured the likeli- 
hood that mothers would provide an explanation, "explain 
why," when refusing to buy their children "candy, a game or 
toy, or a specific type of clothing." 

Child's influence (four items; ots = .70, Qjapan = .74) 
measured the degree to which a "child's opinions should be 
included when: purchasing groceries, selecting a vacation 
site, buying a home, or selecting a restaurant." It used a five- 
point scale, with strongly disagree and strongly agree as 
endpoints. Coshopping (four items; Qus = .80, OJapan = .82) 


ТА developmental timetable items were developed for this 
study. Consumer-related skills initially contained a larger pool of 
items that was reduced empirically through pretesting Under- 
standing advertising practices was developed to measure frequent- 
ly voiced concerns about children's ability to understand marketing 
practices, such as separating between programs and advertisements 
and understanding advertising's persuasive intent. 
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TABLE 2 
Factor Pattern, Mean Age, and Standard Deviation for the Developmental Timetable Items 





Factor Loadings® 


Mean Understand Consumer- 
(Standard Advertising Related 
Deviation) Practices Skills Communality® 
At what age can a typical child: U.S. Japan U.S. Japan U.S. Japan U.S. Japan 
‘Understand that not all advertisements are true 7.4 9.6 85 77 .08 .04 73 74 
(2.1) (2.3) 
Tell when an advertiser is exaggerating 8.1 9.9 84 81 .09 —.01 .71 71 
(2.1) (2.2) 
Understand the difference between a television 5.4 5.1 55 48 .07 .14 .33 .31 
program and a television advertisement (1.7) (2.7) 
Understand that actors that endorse a product 8.1 10.1 .76 .73 .16 .15 .61 .61 
may not really use that product (2.2) (2.3) 
Understand that television characters are just 6.2 8.6 .73 .76 .20 .10 .57 .57 
pretending or playing а role (1.7) (2.6) 
Spend money carefully 8.4 8.4 33 .28 .45 .63 .32 .32 
(2.3) (2.4) 
Receive an allowance 6.1 8.0 .00 .16 .67 74 .45 .45 
(1.7) (2.2) 
Purchase groceries Бу him or herself 9.4 7.5 14 .01 .66 77 .46 .46 
(2.2) (2.5) 
Purchase things with his ог her own money 5.9 7.7 .08 .04 .76 .79 .58 .58 
(1.8) (2.3) 
Prepare his ог her own lunch 7.1 9.7 .14 .04 .68 .64 .48 .48 
(1.8) (2.0) 
Eigenvalues — — 3.5 3.3 1.7 2.0 = = 


вА vanmax rotation was used. Factor loadings represent standardized regression coefficients. 
5Communality estimates represent the squared multiple correlations for predicting the estimated factors. 





measured the perceived importance and frequency that par- 
ents reported taking their children along on shopping trips 
(e.g., "When I go grocery shopping, I take my child”). It 
used a five-point scale, with very seldom and very often as 
endpoints. Consumption dependence (seven items; Qys = 
„65, OJapan = -62) examined typical parent-child purchasing 
patterns (e.g., “how is your child's clothing purchased?") us- 
ing a four-point scale, where 1 = child chooses for self, 2 = 
child chooses but talks to parents first, 3 = parent chooses 
but talks to child first, and 4 = parent chooses and does not 
talk to child. 

Coviewing (three items; ots = .90, Ojapan = .80) mea- 
sured the frequency that mothers watched "television with 
their children" on weekdays, Saturdays, and Sundays (five- 
point scale, very seldom to very often). Amount of child's 
television viewing measured the average number of hours 
children watched television per day. Socio-orientation (five 
items; ys = .68, 05454, = -70) measured the degree to which 
communication is one-sided (parent to child) and to which 
parents control their children's consumption (e.g., ^I tell my 
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child what things he or she should buy"). Refusals measured 
the likelihood that mothers would refuse to buy their chil- 
dren "candy, a game or toy, or a specific type of clothing" 
without providing an explanation. See Carlson and Gross- 
bart (1988, p. 80) for the original sources of these scales. 


Data Analysis 


The analysis was conducted in three phases. First, a factor 
analysis was conducted to determine the dimensions of the 
consumer socialization practices. Second, the hypotheses 
were tested in a series of direct models. More specifically, 
the influence of nationality, developmental timetables, and 
parental style were examined sequentially in a series of 
models without any other independent variables. Third, a 
full model was analyzed, both with and without covariates 
(child's age and maternal education), to examine the effects 
of each of the independent variables (nationality, parental 
style, and the two developmental timetable scales) on the 
five consumer socialization factors, while statistically con- 
trolling for the other variables. 


Results 


Factor analysis was employed to reduce the consumer so- 
cialization scales to a manageable set of dimensions (see 
Table 3). The first factor, communication about consump- 
tion, included extent of family communication, discussions 
about television advertising, and concept orientation. Con- 
trol television viewing cross-loaded on this factor (as well as 
on television viewing, Factor 4). Consumption autonomy 
' (Factor 2) examined a child's ability to make independent 
purchases. It included (1) child's payment, (2) yielding, (3) 
child's income, and (4) refusing with an explanation (nega- 
tively loaded). Child's influence (Factor 3) examined a 
child's ability to influence parental purchases. It included 
(1) child's influence, (2) coshopping, and (3) consumption 
dependence (negatively loaded). Factor 4, television view- 
ing, included the amount of child's television viewing (mea- 
sured in hours) and coviewing. Restriction of consumption 
(Factor 5) included socio-orientation and refusals. 


Hypotheses Tests 


H_s examine cross-national differences in developmental 
timetables and consumer socialization practices. À one-way 
MANOVA with nationality as the independent variable and 
follow-up ANOVAs indicated significant differences across 
the set of dependent variables (Wilks' Ал 613 = .56, Е = 69.1, 
p < .001, 12 = .44), as well as significant univariate differ- 
ences (p « .05) for each of the dependent variables (Table 
4). Mothers in the United States held earlier developmental 
expectations for consumer-related skills (H;,) апа under- 
standing advertising practices (Н1ь) than did their Japanese 
counterparts, in support of Hj. Communication about con- 
sumption (H5) and consumption autonomy (H3) were high- 
er among American families, whereas child's influence 
(H4) was higher among Japanese families, in support of 
Н, 4. Hs, however, was supported only partially. Restric- 
tion of consumption was higher among Japanese families 
(in support of Нда), but Japanese mothers (contrary to Hsp) 


TABLE 3 
Factor Pattern for Consumer Sociallzation Practices 


Factor 1 Factor 2 
Communicatlon Child's 
About Consumption 
Varlablea Consumption Autonomy 
Extent of family 
communication 72 .08 
Discussions about 
television advertising 71 11 
Concept-orientation .63 .31 
Control of television 
viewing 57 —.09 
Child's payment .18 .66 
Yielding .09 .55 
Total child income .28 .55 
Refusing with an 
explanation .30 ~.57 
Child’s influence 14 —13 
Coshopping .33 —.10 
Consumption 
dependence .08 —.34 
Coviewing .30 —.03 
Amount of child’s 
television viewing —.18 .18 
Socio-orientation 32 —.12 
Refusals —.38 .16 
Eigenvalues 2.83 1.98 


Factor 3 Factor 4 Factor 5 
Child’s Television Restriction of 
Influence Viewing Consumption _ Соттипа уч 
—.33 .01 .01 .64 
—.02 .15 —.01 .54 
.40 —.08 .05 .66 
—.27 —.48 .05 .65 
.07 .06 .05 .48 
26 .16 —.01 41 
—.14 —.01 —.19 44 
—.06 01 —07 43 
71 —.01 —.01 54 
55 24 —.28 54 
—.63 —.01 .00 .53 
.05 .76 —.02 .66 
—.01 .75 .14 .64 
—.07 —.01 79 75 
—.05 .14 .62 .58 
1.42 1.26 0.99 — 


8A маптах rotation was used. Factor loadings represent standardized regression coefficients. 
bCommunality estimates represent the squared multiple correlations for predicting the estmated factors. 
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reported higher levels of television viewing than did their 
U.S. counterparts. 

Hg and Ну examine the relation between developmental 
timetables and consumer socialization. Late expectations for 
consumer-related skills were related negatively to commu- 
nication about consumption (Hga), consumption autonomy 
(Нер), and child's influence (Не) and related positively to 
restriction of consumption (Нед), in support of Hg. Late ex- 
pectations for understanding advertising practices, as ex- 
pected, were related negatively to communication about 
consumption (H74), but understanding advertising practices 
and television viewing were not related significantly (Ну). 
Thus, H4 was supported only partially. Parental expectations 
about children's understanding of advertising practices ap- 
pears to result in higher mediation through discussions 
rather than 1n a direct ban or limit on the types of programs 
that children are allowed to watch. Further research could 
assess developmental timetables associated with children's 
programming and parental limits on children's television 
viewing. 

The remaining six hypotheses examine differences 
across parental styles. Hg initially was examined by assess- 
ing the overall association between cluster and nationality 
through a chi-square test (y? = 243.4, р < .001, degrees of 
freedom = 5). Then a confidence interval was constructed 
around the expected sample proportion of Japanese or 
American respondents for each parental style (p < .05). Al- 
though the null hypotheses that nation had no affect on 
parental style could be rejected for all groups, the proportion 
of detached parents who were Japanese (62.596) was unex- 
pectedly larger than the proportion of U.S. parents. This 
finding, though somewhat surprising, is consistent with 
Power, Kobayashi-Winati, and Kelley's (1992) finding that 
а substantial proportion of permissive parents (nearly 4096) 
were Japanese. Whereas Power, Kobayashi-Winati, and 
Kelley (1992) employ a five-cluster solution, this study em- 
ployed a six-cluster solution, which may have isolated the 
two forms of nonrestrictive parenting (permissive and de- 
tached) better. All other proportion tests were as expected. 
Authoritative, authoritarian, and permissive parental styles 
were composed primarily of American mothers (Table 1), 
whereas indulgent and strict amaes were composed primar- 
ily of Japanese mothers. Thus, Hg was supported partially. 

Parental style also was associated with differences in de- 
velopmental timetables. However, the pattern of relations 
was more complex than that predicted in Но. As expected, 
authoritatives and permissives held earlier expectations for 
consumer-related skills than authoritarians, earlier expecta- 
tions for understanding advertising practices than detached 
parents, and earlier expectations for both scales than indul- 
gent and strict amaes, partially in support of Но. However, 
no significant differences were found (p « .05) between au- 
thoritatives and permissives and detached parents for con- 
sumer-related skills, nor between authoritatives and 
permissives and authoritarians for understanding advertising 
practices. 

Ноз examine consumer socialization and parental 
style. Authoritatives and permissives exhibited high levels 
of communication about consumption (Н1о), higher than au- 


thoritarians, indulgent атае, and strict amae for both 
groups, and higher than detached parents for authoritatives, 
partially in support of Но; however, the difference between 
permissive and detached parents was not statistically signif- 
icant (p « .05). 

Limited support was found for Н}. Permisstves and in- 
dulgent amaes allowed their children more purchase influ- 
ence than authoritarians, but no significant differences were 
found for detached parents or between authoritative and au- 
thoritarian parents. Overall, indulgent amaes grant their 
children the most influence, whereas authoritarians grant 
their children the least influence, but not all paired compar- 
isons were significant. 

Hız also was supported partially. As expected, authorita- 
tives and permissives exhibited high levels of consumption 
autonomy, higher than detached for both groups and higher 
than strict amaes for authoritatives. However, no significant 
differences were found between these groups and authori- 
tarians or indulgent amaes. Instead, all primarily Japanese 
clusters (detached, indulgent amae, and strict amae) had 
negative standardized coefficients, whereas the coefficients 
for the remaining, primarily U.S. groups, were positive. 

Finally, H;4 was supported partially. Permissives placed 
fewer restrictions on their children's consumption than any 
other group, which partially supported H134; however, tele- 
vision viewing was higher (opposite the predicted direction) 
among strict amaes than authoritatives and permissives. 
Thus, Н зь was rejected. 


Additional Analysis 


The potential of demographic variables (child's age, child's 
sex, family income, and maternal education) to explain 
cross-national differences was assessed. All were less im- 
portant than nationality, which was related significantly to 
the set of consumer socialization practice factors, even after 
controlling for demographics.? Child's age and maternal ed- 
ucation, however, were sufficiently important to be included 
as covarietes. Child's age was related positively to commu- 
nication about consumption (Е; 615 = 4.4, р < .05) and con- 
sumption autonomy (Еј 615 = 51.1, p < .001), whereas 
maternal education was related positively to communication 
about consumption (Е, 615 = 17.7, p < .001) and related neg- 
atively to consumption autonomy (F, 615 = 19.8, р < .001), 





2A MANOVA assessed the influence of demographic differences 
on the consumer socialization scales Child's age (measured in 
years and months) and maternal education (measured by the fol- 
lowing scale: 1 = grade school, 2 = some high school, 3 = high 
school graduate, 4 = trade/technical school graduate, 5 = some col- 
lege, 6 = college graduate, and 7 = advanced degree) had the great- 
est effect on the set of consumer socialization practices and were 
added to the full model (Wilks’ As 616 = .86, Е = 19.8, p < .001, n2 
14 for child's age and Wilks’ 5,616 = 77, Е = 37.3, p < .001, n? 
= .23 for maternal education). Family income (Wilks’ А 616 = .97, 
Е= 3.4, p < .01, n? = .03) and child's sex (Wilks’ As 616 = .98, Е = 
1.9, p > .05, 12 = .02), the other factors, had limited effects and 
were not used as covariates 
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child's influence (Е, 615 = 16.9, р < .001), and television 
viewing (Е) 615 = 78.2, p < .001). 


Analysis of the Full Model 


A full model was analyzed, both with and without covari- 
ates. The five consumer socialization dimensions were used 
as dependent variables, with nationality, parental style, and 
the two developmental timetable scales used as independent 
variables. Comparing the results between the full and direct 
models (e.g., "nationality alone") (Table 4) can help deter- 
mine the extent to which the direct effect of a variable on a 
consumer socialization factor can be explained by differ- 
ences in the other independent variables. Examining the di- 
rect effects of each variable (nationality, parental style, and 
the two developmental timetable scales alone) can help 
evaluate the complex, underlying processes behind con- 
sumer socialization. For example, early developmental 
timetables, specifically early expectations for consumer- 
related skills and understanding advertising practices, are 
associated with independence-oriented parental styles (per- 
missive and authoritative). Overall, expectations for chil- 
dren's development may underlie differences in parental 
style. Alternatively, differences in parental style could pro- 
duce differential expectations and experiences among par- 
ents. Assessing the causation between developmental 
timetables and parental style 1s beyond the scope of this 
study. Both are likely to be linked reciprocally and inextri- 
cably, with differences in parental beliefs (developmental 
timetables) influencing overall patterns of parent-child in- 
teractions, and perceptions of previous interactions influ- 
encing parental beliefs. 

Overall, the relations in this study are complex. Nation- 
ality is related directly to parental style, developmental 
timetables, and consumer socialization. The direct effect of 
nationality, however, can be explained fully by develop- 
mental timetables and parental style for child’s influence, 
plus the addition of the covariates for television viewing 
(the F values become nonsignificant for these variables in 
the full model with and without covariates, respectively) 
(Table 4). A comparison of the results in the full and direct 
models for television viewing, in conjunction with the pre- 
viously reported analysis of the effects of demographic vari- 
ables on the consumer socialization factors, indicates that 
maternal education 1$ the primary driver in television view- 
ing. Differences in parental style, particularly the low influ- 
ence in authoritarian families and differences in age 
expectations for consumer-related skills, underlie cross-na- 
tional differences in child’s influence. Thus, cross-national 
differences in television viewing and child’s influence can 
be explained by the other variables in this study. 

Communication about consumption, consumption au- 
tonomy, and restriction of consumption were related direct- 
ly to nationality and parental style. Developmental 
timetables for consumer-related skills were associated with 
communication about consumption and consumption auton- 
omy, whereas understanding advertising practices was relat- 
ed to communication about consumption. These relations 
remained significant in the full model, which suggests that 
parental style and the two developmental timetable scales 
could not explain all of the cross-national variance in the de- 
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pendent variables. Conversely, nationality could not explain 
all of the variance accounted for by parental style or the de- 
velopmental timetable scales. These findings have two im- 
portant implications. First, nationality has a comprehensive 
influence on parental beliefs, specific socialization prac- 
tices, and parent-child interactions. Second, differences in 
consumer socialization are the result of within- as well as 
between-nation differences. Thus, parental style and devel- 
opmental timetables affect consumer socialization, both as a 
result of and beyond modal differences across nations. 


Discussion 


This study examines the consumer socialization, parental 
style, and developmental timetables of U.S. and Japanese 
mothers of children three to eight years of age. Cross- 
national differences in consumer socialization were related 
to differences in developmental timetables and general pat- 
terns of parent-child interactions. 


Cross-national differences. Between-sample differences 
in parental style, developmental timetables, and consumer 
socialization are consistent with societal patterns of inter- 
personal relationships. Japanese mothers hold relatively late 
developmental timetables and allow few opportunities for 
independent consumption. They expect children to develop 
consumer-related skills and an understanding of advertising 
practices relatively late, restrict their children’s consump- 
tion, allow less consumption autonomy, and report high lev- 
els of child’s influence, which is consistent with a 
collectivist, interdependent society in which children are 
benevolently dependent on their parents (Doi 1962) and 
considered too immature to make their own decisions. 
American mothers, in contrast, encourage and expect the de- 
velopment of independent consumption relatively early. 
They have high levels of communication about consump- 
tion, hold early developmental timetables, and allow their 
children more consumption autonomy than do Japanese 
mothers. In short, modal U.S. consumer socialization is 
characterized by directed independence, which is consistent 
with an individualistic orientation. Cross-national compar- 
isons, however, are always complex. Thus, differences 
across samples were evaluated in the context of potential in- 
tervening processes. 


Developmental timetables. Differences in developmen- 
tal timetables were related directly to consumer socializa- 
tion practices. Early developmental expectations for 
understanding advertising were related to greater communi- 
cation about consumption, whereas early expectations for 
consumer-related skills were related to greater communica- 
tion about consumption, greater consumption autonomy, 
greater child’s influence, and fewer restrictions of consump- 
tion. Thus, this study offers preliminary evidence of the util- 
ity of developmental timetables in a marketing context. 


Parental style. Both Carlson and Grossbart (1988) and 
this study relate differences in consumer socialization to 
broad, general patterns of socialization. Authoritatives (nur- 
turing, restrictive) are the largest cluster, followed by per- 
missives (nurturing, nonrestrictive). Although both promote 
independence in their children and exhibit high levels of 


communication about consumption, authoritatives аге more 
restrictive of their children’s consumption than permissives. 
Authoritarians (nonnurturing, restrictive), in contrast, ex- 
clude outside influences, allow their children little influ- 
ence, and report low levels of communication about 
consumption. Аз a whole, these findings are consistent with 
those of Carlson and Grossbart's (1988) Midwestern U.S. 
sample and have at least some generalizability. 

This study also extends the relation between consumer 
socialization and parental style to a collectivist Asian cul- 
ture. Indulgent amaes (nonrestrictive and anxiously emo- 
tionally involved) are consistent with modal descriptions of 
Japanese parenting (e.g., Caudill and Schooler 1973; Power, 
Kobayashi-Winati, and Kelley 1992). They, along with strict 
amaes (nurturing, strict, and anxiously emotionally in- 
volved), foster dependence, hold late developmental timeta- 
bles, and report low consumption autonomy. What would be 
labeled overprotective in U.S. society (Becker 1964) may be 
the ideal preparation for Japanese society. Both strict amaes 
and authoritatives are warm and restrictive. Warmth in 
Japan, however, is related to high levels of mother-child de- 
pendence rather than to the promotion of autonomy, which 
is consistent with an interdependent or collectivist culture in 
which mutual bonds and relationships are the bases of self- 
perception (Kitayama and Markus 1992). 

The-final parental style, detached (nonrestrictive and 
moderately nurturing), may be a hybrid of permissive and 
traditional Japanese parenting. Detached parents are less 
anxiously emotionally involved, hold earlier developmen- 
tal timetables than amaes (either indulgent or strict), com- 
municate more about consumption than indulgent amaes 
but less than authoritatives, and grant their children less 
consumption autonomy than any of the three primarily U.S. 
groups. Thus, modal cross-national differences across sam- 
ples are related consistently to different patterns of par- 
ent—child interactions, which are related to differences in 
consumer socialization. 


Implications and Directions for Further Research 


The relations in this study are consistent with a complex, en- 
vironmental process such as consumer socialization. This 
study establishes the utility of applying a parental style 
framework in an international context and points to the need 
to examine nationality and developmental timetables simul- 
taneously. Although all are interrelated, additional research 
could assess the direction between parental style and devel- 
opmental timetables. This study establishes an association 
between general patterns of socialization and beliefs about 
children’s rate of development. Further research could as- 
sess the degree that developmental timetables act as self- 
fulfilling prophecies or as parental hypotheses, which are 
modified in the face of existing evidence. Longitudinal re- 
search could assess the constancy of parents’ expectations 
over time, and experimental research could assess the extent 
that parents modify their expectations and attributions on 
the basis of the situation. 

This study establishes the direct impact of developmen- 
tal timetables on consumer socialization and the potential 
value of this underresearched area in marketing. Additional 
research could connect global beliefs about children’s rate 


of development to consumer-related beliefs by assessing a 
more comprehensive set of developmental timetables, look- 
ing for interrelations between sets of beliefs, and directly re- 
lating these timetables to children’s outcomes. Alternatively, 
further research could assess developmental timetables in a 
much more specific context. Makers of computer software, 
for example, might assess parental beliefs about when chil- 
dren acquire specific computer and cognitive skills, the ex- 
tent to which parents believe these skills can be developed 
through good software, and the effect of these beliefs on 
purchases. Thus, developmental timetables provide an im- 
portant set of parental beliefs with a potentially wide range 
of applications. However, further scale development is 
needed. 

This study confirms and extends the relation between 
general parental socialization tendencies and domain- 
specific consumer socialization practices (e.g., Carlson 
and Grossbart 1988) to a cross-national context. Par- 
ent-child interactions, moreover, reflect larger societal 
patterns of interpersonal interactions. Warmth, for exam- 
ple, 1s associated with communication about consump- 
tion in both societies. The relative mix of child’s 
influence and consumption autonomy, however, varies 
across nations. American society is individualistic, and 
children are granted more opportunities for independent 
consumption. Japanese society is interdependent, and 
warmth is associated with a high degree of influence 
rather than autonomy. 

Thus, cross-national differences in consumer socializa- 
tion are related to differences in parental style, as well as 
differences in developmental timetables. Although neither 
of these variables explains all the variation across nations, 
both evaluate cross-national differences in consumer social- 
ization within a more general, theoretically integrated 
framework. More specifically, Japanese parents, as a group, 
hold later developmental expectations and exhibit socializa- 
tion patterns with a high level of AEI. These patterns are as- 
sociated with more specific consumer socialization 
practices, such as high restriction of consumption and low 
consumption autonomy. 

Developmental timetables and parental style also high- 
light differences within nations. Authoritarians, for example, 
are anxiously emotionally involved, hold late developmen- 
tal timetables, and report low levels of communication about 
consumption for a U.S. group. Thus, modal cultural tenden- 
cies are accentuated or dampened by individual differences 
in parenting. 

As a whole, this study theoretically has incorporated 
consumer socialization into an overall framework. Parental 
style and developmental timetables provide important 
means of systematically assessing both individual and be- 
tween-nation differences in consumer socialization. Con- 
sumer socialization, however, is a complex process. Thus, 
differences in parental styles and developmental timetables 
do not explain cross-national differences in consumer so- 
cialization fully. Further research could assess the influence 
of specific cross-national dimensions, such as economic de- 
velopment, on consumer socialization. This research ideally 
would be conducted on a wide variety of systematically se- 
lected, nationally representative samples. 
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Limitations 


This study samples middle- to upper-middle-class subur- 
ban mothers in the United States and Japan. Although 
this approach provides a relatively good basis for com- 
parison among a convenience sample, the samples ob- 
tained do not represent all U.S. and Japanese parents. 
Within-nation differences also may be understated. Find- 
ing differences within relatively homogeneous conve- 
nience samples provides relatively strong support for 
within-nation differences in both the United States and 
Japan. Further research should explore differences in oth- 
er nations. 

Scales developed in one culture also are used to describe 
or categorize subjects in another. This limitation is present 
in almost all cross-cultural studies, and every effort was 
made to check the applicability of these scales to Japan by a 
thorough review of the literature, a professional and thor- 
ough translation and back-translation, and interviews and 
pretests with Japanese nationals. Emic perceptions of 
parental style and consumer socialization would be a fasci- 
nating area for additional research. 


Managerial Implications 


Parental style represents a potentially important tool for 
cross-national segmentation. Managers could assess the 
overlap and specific types of parental styles across nations 
to determine the effectiveness and likely reaction of parents 
to various products and promotions. For example, nations 
with a high percentage of authoritative parents should be 
particularly receptive to educational products. Managers al- 


so could tie parental style to demographic and psychograph- 
ic variables that are readily available to marketing compa- 
nies. Authoritative parents, for example, are relatively 
educated and have high incomes. Products directed to up- 
per-middle—class children, therefore, can expect relatively 
high parental mediation of the child’s media exposure and 
product use. 

Parents’ age expectations should influence their reaction 
to specific products and marketing programs. In this study, 
early expectations were related to communication about 
consumption, consumption autonomy, and child’s influence. 
Many other possibilities exist. If, for example, a mother be- 
lieves five-year-olds are incapable of understanding the per- 
suasive intent of advertisements, she may support a ban on 
advertising to children. In short, developmental timetables 
represent an underused area in marketing. 

Finally, this study highlights the potential importance of 
cross-national differences in consumer socialization. Japan- 
ese children, for example, have a more indirect influence on 
consumption, through parental purchases, than do American 
children, who are granted more autonomy. Thus, marketing 
programs in the United States could be targeted directly at 
children, whereas those in Japan could be targeted more to 
parents. Overall, this study extends the relation between 
general and consumer socialization to a cross-national con- 
text. Japanese parents are relatively protective and hold late 
developmental timetables. General and consumer socializa- 
tion are defined, in Japan, by a more dependent approach to 
parenting and, in the United States, by a greater emphasis on 
independence and developing consumer-related skills. 
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Manfred Krafft 


An Empirical Investigation of the 
Antecedents of Sales Force 
Control Systems 


The author summarizes 11 hypotheses from agency theory, transaction cost analysis, and Ouchi's theoretical ap- 
proach about the impact of environmental, company, and salesperson characteristics on the design of sales force 
control systems (outcome- versus behavior-based) and tests them on a data set of 270 German sales organiza- 
tions. Many of the hypotheses receive empirical support. Sales force size, the only construct for which the author 
derives two opposing hypotheses, is related negatively to the use of behavior-based control in sales forces. Thus, 
the hypothesis derived from Ouchi's approach is supported, whereas the contradictory hypothesis from transaction 


cost analysis is rejected. 


portant marketing tools in the interface between the 

company and its customers. Especially for industrial 
goods firms, personal selling often is the only function that 
generates sales. Therefore, the proper design of compensa- 
tion and monitoring systems to control the sales force is of 
vital interest for many companies. This is no easy task be- 
cause sales managers must combine a vast number of dif- 
ferent control elements, such as commission rates, intensity 
of supervision, and different control bases, that might affect 
salespeople's behavior differently, depending on their com- 
bination (Bergen, Dutta, and Walker 1992, p. 12). Conse- 
quently, the combination of single control elements into 
holistic governance structures is a complex issue. This prob- 
lem becomes even more difficult against the background of 
turbulent and changing business environments (Babakus et 
al. 1996). 

Sales managers might try to solve this task by looking 
for "best practices" or industry standards. Although com- 
mercial studies reveal differences in the use of control ele- 
ments (Heide 1994), they only report averages of single 
elements, not predominant uses of governance structures as 
combinations of elements. Other shortcomings are the sub- 
stantial variance even within industries and the lack of ex- 
planation for why companies use certain control elements or 
systems. Recent theoretical approaches, such as agency the- 
ory and transaction cost analysis (TCA), might have the po- 
tential to remedy this. They identify behavior- and 
outcome-based control systems as polar managerial strate- 


Е: many companies, their sales forces аге the most im- 


Manfred Krafft is Otto Beisheim Professor of Marketing, Koblenz Graduate 
School of Management, Germany. The author acknowledges helpful com- 
ments by Sénke Albers, Erin Anderson, David W. Cravens, Karen Gedenk, 
Dominique Rouzies, Jan-Benedict Steenkamp, and the anonymous JM re- 
viewers. He also is grateful to Heiko Frenzen for research assistance. This 
article was completed while the author was Assistant Professor of Mar- 
keting, University of Kiel 


120 / Journal of Marketing, July 1999 


gies and suggest circumstances in which they are appropri- 
ate (Eisenhardt 1989). Since the first application of these ex- 
treme control approaches to the sales force control issue by 
Anderson and Oliver (1987), a few empirical tests of the 
consequences (such as job satisfaction and performance) of 
sales force control systems have been undertaken (Challa- 
galla and Shervani 1996; Cravens et al. 1993; Oliver and 
Anderson 1994, 1995). However, no attempt to investigate 
the antecedents of sales force control systems (such as envi- 
ronmental uncertainty and salespeople's effectiveness) has 
been made so far. This article aims to fill this gap through an 
empirical test of how certain constructs, identified by these 
theories, affect the design of control systems along the con- 
tinuum anchored by outcome- and behavior-based manage- 
ment strategies. 

This article is organized as follows: The first section 
serves to describe the concept of behavior- and outcome- 
based sales force control systems. In the second section, I 
derive a set of hypotheses based on arguments from agency 
theory, TCA, and Ouchi's organizational approach. I briefly 
review relevant research on sales force control systems in 
the third section. The research design, especially variable 
operationalizations, appear in the fourth section. Following 
this, I report and discuss the results of the empirical test and 
conclude with study limitations, management implications, 
and directions for further research. 


ће terms “control” and “control system,” as used in the litera- 
ture, are somewhat misleading, because what is meant by these 
terms is the design of evaluation and incentive tools that emphasize 
measuring and remunerating either behavior or outcome. There is 
always an effect of either philosophy on both inputs and outputs. I 
am grateful to one reviewer who pointed this out. However, to 
communicate to the readers that this empirical article is 1n the tra- 
dition of sales force control literature, I use the term “control” 
throughout the article. 
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The Concept of Behavior- Versus 
Outcome-Based Control Systems 


In sales force management, the motivational process usual- 
ly is described by the following circle: The motivational lev- 
el of salespeople influences their effort or behavior, which 
leads to some level of achievement on one or more dimen- 
sions of job performance (outcome). The salespeople’s per- 
formance is rewarded with one or more rewards (e.g., 
compensation, recognition). The rewards lead to motivation, 
which again influence behavior, and so forth. This motiva- 
tional process is based on Vroom’s (1964) work and also is 
known as expectancy theory. It has been investigated in a 
sales force setting by Walker, Churchill, and Ford (1977), 
Ford, Walker, and Churchill (1985), and Plank and Reid 
(1994), among others. Usually, sales managers should de- 
sign a control system in such a way that this motivational 
process is directed toward enhancing the welfare of both the 
company (e.g., profit) and the salespeople (utility). Two 
contrary sales management philosophies for achieving this 
are behavior and outcome control. An outcome-oriented 
control system is characterized by little monitoring and 
managerial direction but objective measures of outcomes. 
Behavior-based management systems represent an opposing 
philosophy, with considerable monitoring, high levels of 
managerial direction, and subjective and complex methods 
of evaluating and compensating salespeople (Anderson and 
Oliver 1987). Again, either control philosophy can have an 
effect on behavior, outcome, or both. Figure 1 displays the 
motivational process and how sales management systems 
influence the components of this framework. 


Research Framework and 
Hypotheses 


Few theoretical approaches have influenced research on 
management and control as much as agency theory and TCA. 
These frameworks have been applied to marketing issues 
such as channel coordination and control, franchising, make- 
or-buy decisions, and sales management (Bergen, Dutta, and 
Walker 1992; Rindfleisch and Heide 1997). In sales manage- 
ment, agency theory has been applied to the question of 
salary versus commission compensation (Basu et al. 1985; 


FIGURE 1 
Sales Force Control Systems and Their Impact on 
the Process of Motivation 
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Lal and Srinivasan 1993), whereas TCA has been used to ex- 
plain the use of direct sales forces versus manufacturers’ rep- 
resentatives (Anderson 1985) and the proportion of salary to 
total compensation (John and Weitz 1989). 

Agency theory is focused on the analysis and optimal 
design of contracts between a principal (e.g., the sales man- 
ager) and the agents (e.g., salespeople) to whom the princi- 
pal delegates decision-making authority. In general, agency 
theory assumes uncertain sales environments and informa- 
tion costs that make it difficult to monitor the agents’ be- 
havior perfectly. Another central premise is that principals 
and agents pursue divergent goals and have different risk at- 
titudes. Against this background, agency theory models fo- 
cus on designing compensation schemes and control 
systems that realign the incentives of both parties so that 
they aim at the same outcome (incentive compatibility). A 
principal generally can choose between two contrasting con- 
trol mechanisms, namely, contracts that are either behavior- 
or outcome-oriented. А behavior-oriented contract indicates 
substantial salary and hierarchical governance, whereas an 
outcome-oriented contract contains substantial incentive 
pay and market governance (Eisenhardt 1989). On the one 
hand, the principal can purchase information about the 
agents’ input and reward certain behavior (behavior con- 
trol). On the other hand, he or she can measure outputs and 
hold the agents responsible for them (outcome control). Al- 
though the second choice shifts risk from the principal to the 
agent, the opposite is true for the first choice. For more de- 
tails, see Eisenhardt (1985, 1989). 

Using a more general model proposed by Holmstróm 
(1979), Basu and colleagues (1985) apply agency theory to 
derive optimal compensation contracts for homogeneous 
sales forces, as described by the proportion of total compen- 
sation that should be fixed (roughly equivalent to behavior 
control) versus the proportion that should be variable 
(roughly equivalent to outcome control). Comparative stat- 
ics indicate that higher environmental uncertainty or sales 
volatility, sales managers’ willingness to take risk, and 
salespeople’s risk aversion should lead to a higher percent- 
age of fixed salary (i.e., more behavior control). This per- 
centage also should be higher when measuring inputs is less 
expensive and more accurate than measuring outputs. If the 
salespeople are more effective, agency theory predicts a 
lower proportion of salary to total compensation, whereas 
higher minimum utility requirements should be accounted 
for with a higher percentage of fixed salary (for a recent re- 
view of Basu and colleagues’ 1985 model and extensions, 
see Albers 1996; Coughlan 1993). If higher (lower) propor- 
tions of salary are treated as equivalent to behavior (out- 
come) control, the hypotheses given in Table 1 may be 
derived. 

Transaction cost analysis is based on Coase’s (1937) ar- 
ticle on the theory of the firm and has been refined and de- 
veloped further into a theoretical framework by Williamson 
(1981, 1985). It focuses on whether transactions should be 
carried out within a company or through market contracting 
outside the boundaries of a firm. This theory especially aims 
at identifying cost-efficient organizational solutions. In pre- 
vious articles, some authors have treated market contracting 
through incentives as equivalent to outcome control and ver- 
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TABLE 1 
Hypotheses Regarding the Choice of Sales Force Control Systems 





Hypotheses 
Ouchi's 
Theoretical Agency 

Factors Influencing the Control System Approach Theory TCA 
Environmental Varlables 
Uncertainty of the environment Behavior 
Company Variables 
Size of the sales force Outcome Behavior 
Management's willingness to assume risk Behavior 
Measurability of outcome Outcome Outcome Outcome 
Measurability of behavior Behavior 
Knowledge of transformation process Behavior 
Salesperson Variables 
Transaction specificity Behavior 
Risk aversion Behavior 
Effectiveness of selling effort Outcome 
Minimum utility requirement Behavior 
Interaction Effect 
Uncertainty x transaction specificity Behavior 


Notes: Behavior = sales force control system should be behavior-based; Outcome = sales force control system should be outcome-oriented. 


tical integration (or bureaucracy) as the same as behavior 
control (see Anderson and Oliver 1987; John and Weitz 
1989). Although this intuitively makes sense, incentives (or 
market control) also can be based on behavior. There are al- 
so some sales quota systems that are not tied to any variable 
component but serve as the basis for a close governance sys- 
tem. Although input-based incentives and outcome-based 
monitoring systems are an exception rather than the rule, 
TCA’s governance and market mechanisms do not согте- 
spond directly to behavior- and outcome-based management 
systems. In the following, TCA-based hypotheses about the 
design of sales force management systems are derived. 
Market contracting (roughly equivalent to outcome con- 
trol) generally is considered more cost-efficient than inte- 
grating transactions (roughly equivalent to behavior 
control). Only in the case of high uncertainty, idiosyncratic 
(i.e., transaction-specific) assets, or frequent transactions 
does the market become inefficient. In those cases, integrat- 
ing transactions is more appropriate. Contrary to agency the- 
ory, TCA predicts that environmental uncertainty or sales 
volatility per se does not have an impact on the use of either 
outcome or behavior control. Only if a firm experiences 
high uncertainty and employs salespeople with considerable 
transaction-specific assets should it deviate from the default 
option of outcome control and direct its sales force through 
behavior control. Аз in agency theory, TCA hypothesizes 
that companies should apply outcome control if accurate 
outcome measures are readily available. It also arrives at a 
positive relationship of sales force size and a rather 
behavior-oriented sales force control system. It argues that 
the fixed costs of administrative structures and supervision 
systems per salesperson decrease as the sales force size in- 
creases. Therefore, it becomes more efficient to use bureau- 
cratic control (roughly equivalent to behavior control) with 
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increasing sales force size. These hypotheses also are shown 
in Table 1. For more details, see Williamson (1981, 1985), 
Anderson (1985), Eisenhardt (1989), John and Weitz 
(1989), and Rindfleisch and Heide (1997). 

Ouchi's (1979) organizational approach states that goal 
conflicts between agents and principals also can be over- 
come by socialization. The measurement of behavior, out- 
come, or both may be impossible (see Eisenhardt 1985). In 
the latter case, neither outcome nor behavior control may be 
appropriate, but "clan control" by socialization, a third type 
of control system, may be. Because clans as a control type 
are poorly understood (Anderson and Oliver 1987), they are 
not considered in this article. 

Ouchi's approach acknowledges, as do agency theory 
and TCA, that behavior control becomes more appropri- 
ate when outcome measures are costly or inaccurate. Spe- 
cific to this approach is Ouchi's recommendation to use 
behavior control systems if the transformation process be- 
tween salespeople's inputs and the outcome of the selling 
process is known. However, if the firm does not know 
what it takes to create a successful salesperson, it must re- 
ly on output measures, because it cannot establish a set of 
rules or selling techniques that would ensure success (see 
Ouchi 1979; Ouchi and Maguire 1975). The only con- 
flicting hypothesis is the impact of size; Ouchi and 
Maguire (1975) expect an increase in outcome-based con- 
trol as the company gets larger. This is due to the manag- 
er's increasing need to provide legitimate evidence of 
performance with increasing company size. In a personal 
selling setting, this means that it is easier for a sales man- 
ager to use output measures as a sales force becomes larg- 
er. This again is contrary to TCA, which hypothesizes a 
positive relationship between size and behavior-based 
control. 


Зиттагу 


The conclusions drawn from agency theory, TCA, and 
Ouchi’s organizational approach are summarized and pre- 
sented in Table 1. As in Anderson and Oliver’s (1987) arti- 
cle, the variables are organized into environmental, 
company, and salesperson variables. I did not consider all 
their hypotheses (e.g., excluded clans as a control type) and 
introduced new hypotheses about the impact of minimum 
utility requirements and transaction-specific assets of sales- 
people. Prior to testing these hypotheses on an original da- 
ta set, I review the empirical literature on control system 
practices. 


Previous Empirical Research 


To date, four published studies have focused on the conse- 
quences of behavior- versus outcome-based sales force con- 
trol systems at the organizational or individual level, 
namely, Cravens and colleagues (1993), Oliver and Ander- 
son (1994, 1995), and Challagalla and Shervani (1996). 
Oliver and Anderson (1995) also examine the properties of 
control systems and report that 39% of the sample represent 
hybrid control philosophies, in which some elements are 
behavior-oriented, whereas others are clearly outcome- 
oriented. Of further interest for this article are the different 
approaches to operationalize and measure behavior and out- 
come control. Cravens and colleagues (1993) obtain the sur- 
prising result that sales force compensation is independent 
from field sales management control (1.е., monitoring and 
direction). Therefore, these authors treat compensation and 
management as distinct control dimensions to test their ef- 
fect on sales force characteristics, behavioral and outcome 
performance, and organizational effectiveness. Oliver and 
Anderson (1994) factor analyze 23 control system measures 
and report six independent factors that are combined as 
causal or formative indicators of the control system. In con- 
trast with this approach, Challagalla and Shervani (1996) 
distinguish between measures of behavior and outcome con- 
trol. They report that behavior control does not represent an 
unidimensional construct but is made up of activity control 
and capability control as separate dimensions. This review 
demonstrates that there is no uniform approach to measure 
the extent of behavior versus outcome control. 

Note that none of the four studies focuses on the an- 
tecedents of sales force control systems. For this, refer to 
studies that mostly focus on compensation as a single ele- 
ment of the control system. Here, major contributions come 
from John and Weitz (1989), Coughlan and Narasimhan 
(1992), Lal, Outland, and Staelin (1994), and Joseph and 
Kalwani (1995). As a review and additional data in Krafft, 
Lal, and Albers’s (1998) study reveal, the findings on the 
impact of uncertainty are mixed, whereas size of the sales 
force shows effects contrary to the hypothesis. Support is 
provided for the hypotheses on the effects of knowledge of 
the transformation process and measurability of outcome, 
whereas that on measurability of behavior is not supported. 
As far as can be determined, management’s willingness to 
assume risk has not been investigated. Joseph and Kalwani 
(1995) report a positive effect of salespeople’s risk aversion 
on the percentage of salary, in support of the hypothesis. 


Coughlan and Narasimhan (1992) and Krafft, Lal, and Al- 
bers (1998) find some support for the minimum utility re- 
quired by salespeople. Although the latter authors also 
report supporting findings for the impact of effectiveness, 
the former find significant positive as well as negative ef- 
fects. Nonsignificant findings are reported for the impact of 
transaction specificity by both John and Weitz (1989) and 
Krafft, Lal, and Albers (1998). 

Thus, the empirical studies on sales force compensation 
tend to support some of the hypotheses stated in the previ- 
ous section. However, these studies focus on compensation 
as one control system element and “were not collected with 
the specific intent of identifying outcome and behavior 
control philosophies” (Anderson and Oliver 1987, p. 85). 
This article therefore attempts to contribute to a further un- 
derstanding of why companies select certain control 
philosophies. 


Research Design and Measures 


Setting and Sample 


To test the hypotheses described previously, questionnaires 
were mailed to 1099 chief sales executives of German sales 
forces. This seems appropriate because firms mostly use one 
control system for the whole sales force. In cases in which a 
company had more than one sales force, it explicitly was 
asked to respond to all questions with regard to one separate 
sales organization. Thus, the study seeks to capture the per- 
ceptions of chief sales executives who are involved in the 
design of sales force control systems for separate sales or- 
ganizations. The questionnaire was developed and pretested 
with ten top sales executives. Several efforts were made to 
solicit the response of the chief sales executives. The initial 
mailing was followed up by a second mailing four to six 
weeks later. The survey was completed approximately 
twelve weeks after the first mailing and resulted in a re- 
sponse rate of 24.6%. Of the 270 responding firms, 61 used 
only manufacturers’ representatives, 173 used a direct sales 
force, and 36 used representatives and direct salespeople. 
The sample is characterized by large firms (average number 
of employees = 2081) and comprises 62 observations from 
the financial services sector, 44 from pharmaceutical goods 
firms, 74 from industrial goods companies, and 90 from 
firms from the consumer goods industry. The average annu- 
al sales volume in the data set is DM291.2 million (approx- 
imately U.S.$162 million). With regard to geographic scope, 
most of the sales organizations cover the nation (74.4%), 
whereas 14.9% cover only regions of Germany. Of the sales 
forces (especially industrial goods companies), 10.7% sell 
to customers around the globe. A comparison of the sample 
with other German studies shows that this data set corre- 
sponds to the average annual sales, sales force size, age, 
tenure, total pay, and percentage of fixed salary. 


Dependent Variable 


In their conceptual article, Anderson and Oliver (1987) pre- 
sent a behavior versus outcome sales force control continu- 
um and describe behavior control as a system that is based on 
substantial fixed compensation, management evaluating 
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salespeople’s performance on the basis of subjective behav- 
ioral measures, a low span of control, and much reporting 
(especially of behavior). Outcome control is characterized by 
substantial variable compensation (commission and bonus), 
an evaluation system based on a few observable results, high 
span of control, and little reporting (see also Oliver and An- 
derson 1995). This study follows Cravens and colleagues’ 
(1993) and uses direct measures of these single control ele- 
ments. The fixed salary percentage (FIXPERC) is included 
as a measure of compensation control, with high (low) per- 
centages of fixed salary to total income indicators for a 
behavior- (outcome-) based control system.? Span of control 
(SPANCTRL) and the extent of reporting (REPORT) could 
be measured directly. REPORT is measured by asking the 
sales executives to check boxes, for example, whether the 
number of calls or certain activities must be reported by 
salespeople, and computed as the sum of behavior reports 
minus reports on sales. The performance evaluation scale 
(EVALUATE), as the fourth component, is computed simi- 
larly by adding dummy variables to categories of evaluation 
criteria based on inputs and subjective measures minus ob- 
jective performance measures. Each category is weighted 
equally. Although this lacks face validity (in many cases, 
sales and profitability should be more important than, for ex- 
ample, the number of sales calls), any weighting would be 
subjective and arbitrary, because importance weights were 
not requested explicitly.) EVALUATE does not cover the as- 
pécts of that for which the salespeople are evaluated (pay- 
ment, promotion, and so on). Nevertheless, these aspects are 
measured by the other three scales. Performance evaluation 
usually is considered a separate control issue in the literature 
(for example, see Churchill, Ford, and Walker 1997; Ingram, 
LaForge, and Schwepker 1997; Jackson, Schlacter, and 
Wolfe 1995; Morris et al. 1991), especially in the relevant lit- 
erature of behavior versus outcome control, and therefore is 
included as an additional measure. More details are provided 
in an appendix, which is available on request. 

Following Oliver and Anderson (1994), a behavior- 
control index (BCI) was generated. The BCI represents a 
fórmative indicator, with higher (lower) scores representing 


?Note that the proportion of fixed salary also can be an incen- 
tive, if raises of salary are tied to, for example, quota achievement. 
The opposite may apply to remuneration plans with substantial 
variable compensation, commissions based on sales can be inde- 
pendent of a salesperson's performance in the sense that a large 
percentage of sales is due to carry over, and so forth. In checking 
the first argument, I find that only 9 9% of all salary raises are tied 
to quota achievement. I also ran analyses on how the percentage of 
salary is related to the number of input or output bases of the re- 
muneration system and found independent evidence that, relative- 
ly speaking, compensation systems with increasing percentages of 
salary also are based more on inputs than outputs Nevertheless, on 
an absolute basis, a greater reliance on output measures occurs, 
even in salary-heavy plans. : 

3One reviewer pointed out that some of the categories might be 
strongly interrelated (e.g., “merchandising, service, or the like” and 
“qualitative aspects of selling"). I checked this by running a 
HILOGLINEAR analysis on all four categories. This analysis, 
which is available on request, did not reveal any anomalies. Any 
weighting also would cause deficiencies, because different combi- 
nations are applied across companies and industries. 
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a behavior (outcome)-based control system. The reasoning 
behind this overall index is that salespeople face “a control 
system that is the totality of its parts” (Oliver and Anderson 
1994, p. 59). The approach required to test the framework of 
behavior versus outcome as two opposing control philoso- 
phies is one of formative, or causal, indicators (see Bollen 
and Lennox 1991; MacCallum and Browne 1993). Because 
in this case the indicators (elements of the control system) 
form the construct (the control system), rather than being 
generated by the construct, they need not be highly correlat- 
ed with each other (as would be the case with effects indi- 
cators). The internal consistency of the BCI is modest 
(Cronbach’s а, = .53). Similar findings have been reported 
by both Cravens and colleagues (1993) and Oliver and An- 
derson (1994) and show that some managers design control 
systems in which some elements are not in balance with the 
overall control system (so-called “hybrid systems”). Never- 
theless, the four elements are treated as formative indicators, 
and BCI is computed. Because there 1s no a priori basis for 
unequally weighting the four components, each component 
was converted to its z score equivalent. In accordance with 
the literature on formative indicators, these z values of all 
four control system elements were added, and the sum was 
divided by four. For similar approaches, see Oliver and An- 
derson (1994, 1995), Heide and John (1992), and simulation 
studies by Fava and Velicer (1992). Because span of control 
is related negatively to behavior control, a reversed measure 
of SPANCTRL was used for the index (ZSPANCTR multi- 
plied by —1). Of 270 observations, 242 respondents ап- 
swered all four questions. These cases were used for further 
analyses. 

Note that the calculation of the BCI implies a compen- 
satory nature of the components. This means that one of the 
elements (e.g., fixed salary) can be substituted by another el- 
ement (e.g., span of control). Although this substitutability 
of elements in the control system is assumed implicitly in 
the relevant conceptual and empirical literature, I also 
checked for whether the assumption of additive separability 
is crucial to the findings.4 From the comparison of the BCI 
model with a multiplicative index, the following is conclud- 
ed: A linear combination of the control elements can be ex- 
plained much better by the variables identified in this article. 
Although interdependencies across the control elements 


4] used normalized instead of standardized values of the compo- 
nents and combined them multiplicatively. By doing this, I implic- 
itly control for interdependencies across the components. The 
normalized value for each component was computed by subtract- 
ing the minimum from the observed value and dividing this by the 
difference between the minimum and maximum value across all re- 
spondents. Because this index reveals a mass point at the lower end 
(0) and is bounded between 0 and 1, I estimated the model with a 
logit transformed index. The major findings of this multiplicative 
behavior control index are that the overall goodness decreases (R2 
from 50.1% to 25.0%) and that four previously significant coeffi- 
cients become nonsignificant, namely, environmental uncertainty, 
size of the sales force, percentage of routine activities, and age. The 
remaining significant parameters show the same sign and signifi- 
cance level. The variables sales management is risk-seeking and 
tenure become significant. However, they show the same sign as in 
the regression on the linear combination of the sales force control 
elements (BCI). The results are available on request. 


may exist, sales managers seemingly do not design control 
systems by taking such interactions into consideration. Note 
also that the optimal design of multiplicatively combined 
control elements is a challenge for managers who usually 
are not used to optimizing nonlinear problems. 


Independent Variables 


In the following, the operationalizations of the independent 
variables previously identified are described. For more de- 
tails, an appendix is available on request. 


Environment 


Uncertainty. The uncertainty construct has been ap- 
proached through a variety of measures in the literature, in 
which each measure captures a somewhat different dimen- 
sion of the overall construct. This study includes items used 
1n previous studies but also measures the number of cus- 
tomers per salesperson to capture the possibility of reducing 
uncertainty through diversification of the selling effort. The 
latter variable was identified in pretest interviews with sales 
managers. They argued that the number of customers is an 
indicator for how well risk can be diversified across cus- 
tomers. In particular, if a salesperson is responsible for a 
large customer base, he or she can follow a “cherry-picking” 
approach and visit regular accounts that have high potential 
and certain responses to sales effort (Moynahan 1983). If a 
salesperson only has a small customer base at his or her dis- 
posal, he or she cannot diversify risk to such an extent.5 A 
confirmatory factor analysis of these items results in three 
different factors: environmental uncertainty, sales volatility, 
and diversification of risk. 


Company Variables 


Size of the sales force. Sales force size is measured di- 
rectly in terms of the number of salespeople. 


Management's willingness to assume risk. The risk atti- 
tude of sales managers is measured by adapting a lottery 
technique used by Oliver and Weitz (1991) and Ross (1991). 
Sales managers are asked to compare a situation in which 
they are offered to manage either a business unit with a cer- 
tain outcome X or a new division with innovative products 
and an equally likely outcome of DM600K. or DM900K. 
The chief sales executives then are asked to specify a certain 
amount X that they believe is equivalent to the uncertain 
outcomes of either DM600K or DM900K. АП respondents 
with amounts less than DM750K are considered risk-averse, 
whereas amounts greater than DM750K indicate a risk- 
seeking attitude. This scale seems preferable to single item 
measures used by Cravens and colleagues (1993). Note also 
that several analyses indicate that risk measures based on 
natural situations and lotteries are superior to other scales 
(see MacCrimmon and Wehrung 1986, pp. 196, 216). 


5Although the average number of accounts 15 352 (see Table 2), 
the median amounts to 150. Given that most customer portfolios 
consist of approximately 2096 customers that contribute to 8096 of 
the sales and profits (80/20 rule), there are 30 important and valu- 
able accounts per salesperson At least within this valuable group 
of accounts, the loss of even a single customer is risky for the 
salesperson. 


Measurability of outcome. Outcome measurability is as- 
sessed through a three-item agree/disagree scale. Two items 
are adapted from Anderson (1985), and one new item is 
added. It measures the number of factors beyond the control 
of salespeople that have an impact on outcome. In addition, 
a single-item measure is used that captures costs of output 
measurement as perceived by the sales executive, based on 
arguments from Eisenhardt (1985) and Anderson and Oliv- 
er (1987). 


Measurability of behavior. Behavior measurability is as- 
sessed through a four-item agree/disagree scale, as in John 
and Weitz's (1989) work. This input inadequacy scale main- 
ly covers the problem of observing the amount of effort but, 
to some extent, also the quality of input. This scale is com- 
plemented by a single-item agree/disagree measure of 
whether exact activity reports are available. 


Knowledge of transformation process. As proposed by 
Eisenhardt (1985, 1988), a two-item agree/disagree scale 
that measures the complexity of products is used as a proxy 
that is related negatively to knowledge of transformation 
process. The construct also is measured by the time it takes 
to assimilate new hires; a similar indicator has been applied 
by Jaworski, Stathakopoulus, and Krishnan (1993) in a sur- 
vey on marketing managers. This indicator is expected to be 
related negatively to the construct. As a third measure, the 
importance of routine activities in the selling process is con- 
sidered. This indicator is expected to be related positively to 
the construct. In detail, travel time is treated as a routine ac- 
tivity, whereas sales calls are considered nonstandard. The 
measure of routine activities is derived by subtracting the 
percentage of time for sales calls from the percentage of 
traveling time (as a percentage of total effort). 


Salesperson Variables 


Transaction specificity. 'To measure transaction speci- 
ficity, a two-stage approach was chosen. First, the sales ex- 
ecutive was asked to specify the total costs for training new 
salespeople. Second, the sales executives were asked to 
specify how much of this training time is needed to acquire 
customer-specific know-how, general selling skills, and so 
forth. The indicator for transaction specificity then is de- 
rived by multiplying the total costs by the percentages of 
time dedicated to customer-, company-, and product- 
specific know-how.6 This is in accordance with the growing 
number of TCA researchers that have attempted to measure 
transaction costs directly, that is, in monetary terms (see 


6] checked whether transaction specificity 1s associated with the 
size of the firm. Statistical analyses indicate that transaction speci- 
ficity is not controlling for company size. The transaction speci- 
ficity vanable may be confounded by a corporate decision as to 
whether to train own versus hire salespeople from outside who are 
already well trained. Because I had no additional information on 
this company strategy, [ analyzed whether untrained people (with 
large transaction specificity budgets) are paid less than trained 
salespeople hired from outside. The opposite is the case. Transac- 
tion specificity and total cash are correlated significantly positive- 
ly At least from an empirical point of view, there is not evidence 
for confounding relationships. However, this concern, raised by 
one reviewer, may explain the weak results in this and former sur- 
veys with regard to transaction specificity. 
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Rindfleisch and Heide 1997). Approaches similar to the one 
chosen here appear in Bucklin and Sengupta’s (1993) and 
Walker and Poppo’s (1991) studies. 


Salesperson’s risk aversion. The risk aversion of sales- 
persons is assessed in a way similar to the construct man- 
agement’s willingness to assume risk. Sales managers are 
asked to estimate the perceived risk attitude of a typical 
salesperson of their sales force. Again, a lottery technique is 
applied, with a scenario in which a typical salesperson’s in- 
come (commissions only) varies between DM80K and 
DM120K (the expected high and low income is adjusted to 
suit each subindustry’s standard). The respondents then are 
asked to specify a salary they believe is equivalent to the 
risky commissions-only income of either DM80K or 
DM120K. All responses with amounts less than DM100K 
are considered risk-averse, whereas amounts greater than 
DM100K indicate а risk-seeking attitude. This variable does 
not measure the actual risk preference of salespersons (if it 
can be quantified at all), but rather, how sales executives 
perceive their salespeople's risk attitude. In my point of 
view, it is the perceived rather than the actual risk preference 
that has an impact on the design of a sales organization's 
control system. Because the actual risk attitude is usually 
unknown, only its perception by executives can influence 
the design of sales control system. 

This study differentiates between risk attitude and envi- 
ronmental uncertainty, in that it operationalizes risk attitude 
by measuring a typical salesperson's preference for risky 
versus unrisky situations. Exogenous aspects outside the in- 
dividual salesperson's control were considered components 
of environmental uncertainty. 


Effectiveness. Effectiveness is measured through aver- 
age tenure, age, and average selling experience. Although 
the latter is a new indicator, the first two variables have been 
proposed and applied similarly by Coughlan and 
Narasimhan (1992). These measures might be considered 
rough proxies of the construct (see Churchill and col- 
leagues' 1985 meta-analysis, in which they report a low ex- 
planatory power for age and tenure). However, there are two 
arguments for the use of these variables. First, there are 
strong correlations of these variables with the average gross 
margin per salesperson as a direct indicator of salespersons' 
effectiveness in the data set. Because missing observations 
of the gross margin variable would lead to missed cases, 
tenure, age, and selling experience are used as substitutes. 
Second, there is independent evidence that these measures 
should be adequate indicators of salespeople's effectiveness. 
For example, in the same meta-analysis, Churchill and col- 
leagues (1985) find that selling skills revealed the second- 
highest percentage of explained variance. Selling skills 
usually are considered to increase with experience and 
tenure of salespeople (see also Coughlan and Sen 1989, p. 
331). Thus, experience and tenure cover some amount of ef- 
fectiveness. Average age of salespeople also is transformed 
by computing the inverse of the absolute difference of the 
average age from 40 years. This is motivated by extensive 
literature on career stages of salespeople (see Dalrymple and 
Strahle 1990 and the literature cited there), which confirms 
that ratings of sales effectiveness increase with age up to 40 
years and then start to decrease. This does not imply a sym- 
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metric relationship between age and performance; however, 
it indicates that an age of 40 years is the climax in a sales- 
person's productivity. 


Minimum utility requirement. Minimum utility require- 
ment is measured through a weighted index of education as 
an indicator. The weighting is motivated by the time it takes 
to get a degree higher than Mittlere Reife (10 years of high 
school). Because it usually takes an additional 3, 6, or 9 
years to get Abitur (13 years in a special track of high 
school), a college degree, or a university degree, respective- 
ly, the percentages of salespeople in the sales force were 
weighted by 2, 3, or 4. The percentage of Mittlere Reife was 
weighted by 1. (Hauptschule, equivalent to 9 years of high 
school, was considered base education and is not part of the 
weighted index.) This variable has been applied similarly by 
Coughlan and Narasimhan (1992). Table 2 summarizes the 
dependent and independent variables, their means, standard 
deviations, and correlations. 


Estimation 


АП in all, 18 independent variables are used; cases with 
missing values on 3 or more variables are eliminated.” This 
reduces the BCI data set from 242 to 224 cases. 

Prior to analyzing the remaining sample, it must be de- 
termined whether the assumptions of multiple regression 
analysis are met. A preliminary regression run, inspection of 
tolerances, and pairwise deletion of uncertainty and uncer- 
tainty X transaction specificity indicates that the interaction 
term is multicollinear. After deletion of the interaction term, 
mild collinearity is observed in the correlation matrix of the 
independent variables. With the exception of assimilation of 
new hires and transaction specificity (г = .74), all correla- 
tions are smaller than .5. By analyzing residual plots, partial 
regression plots, and normal probability plots and running a 
Kolmogorov-Smirnov test, the appropriateness of the re- 
gression model was examined. Preliminary runs also re- 
vealed that there were neither influential observations nor 
outliers in the remaining data set. 

The overall goodness of the ordinary least squares re- 
gression is excellent. The R? indicates that approximately 
5096 of the overall variance of the BCI is explained by the 
18 variables identified in approaches from agency theory, 
ТСА, and Ouchi's organizational concept. Further informa- 
tion on statistical tests and the resulting coefficients of the 
multiple linear regression are given in Table 3. 


Discussion of Results 
Table 3 repeats the hypotheses derived previously and pre- 
sents the coefficients of the regression. Positive signs imply 
a higher BCI. Negative coefficients imply a more outcome- 





7For each case, I computed the number of missing observations 
and found 62 cases with one missing, 18 cases with two missing, 
and a break, or scree, at three or more missing. For cases with two 
or fewer missing observations, [ ran a mean substitution. The 18 
cases with three or more missing were excluded from the data set. 
I thank J.B. Steenkamp, who suggested this procedure to retain a 
larger sample, compared with excluding all cases with missing 
values. 
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TABLE 3 
Empirical Test of Hypotheses Regarding the Choice of Sales Force Control Systems 








Hypotheses Coefficients Empirical Findings 
; Ouchi's Ouchi's 
Factors Influencing the Sales Theoretical Agency Standardized Theoretical Agency 
Force Control System Approach Theory TCA Beta Values Approach Theory TCA 
Environmental Variables 
Uncertainty 
*Environmental uncertainty + +.102 = У 
«Sales volatility + —.055 n.s 
«Customers per salesperson - —.147 ** y 
Company Variables 
Бре of the sales force - + –276 *** y f 
Sales management is risk + —.042 n.s 
seeking 
Measurability of outcome 
*Output inadequate as 
measure of performance + + + +.148 "= ү ү y 
Costs of output measurement + +.117 ** y 
Measurability of behavior 
*Input inadequate as 
measure of performance - – 135 *** У 
*Exact reports available + 4.295 *** У 
Knowledge of transformation 
process 
*Complexity of products - -.131 ** y 
«Percentage of routine 
activities + +.219 "** у 
«Assimilation of new hires - —.060 n.s 
Salesperson Variables 
Transaction specificity t ~.072 n.s 
Risk aversion + —.056 n.s 
Effectiveness 
«Selling experience - —.062 n.s 
*Tenure (duration at company) - +.024 n.s 
eAge (transformed) - +.071 * f) 
Minimum utility requirement 
*Education level + +.266 *** N 
Interactlon Effect 
Uncertainty x transaction 
specificity + deleted 
Observations 224 
R2 50.1% 
(adjusted А?) (45.7%) 
F 11.44 
(Significance level) (.0000) 
гр < 10 
#"р < .05. 
кер < 01. 


Notes: + = control system rather behavior-based; — = control system rather outcome-based; n.s. = not significant. У indicates the hypothesis is 
supported; f indicates the hypothesis is not supported; ( ) Indicates a tendential finding. 


oriented control system. In this section, which is organized 
by categories of variables, the results obtained from the mul- 
tiple linear regression on the BCI and the explanatory pow- 
er of the different categories of variables are discussed. At 
the end of this section, the usefulness of different theoretical 
approaches in explaining the design of sales force control 
systems is discussed. It also will be determined whether the 
inclusion of independent agents or Germany-specific as- 
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pects may have affected the results. Separate regressions on 
the components of the BCI finally indicate that some signif- 
icant findings are influenced by effects on separate elements 
of the index. 


Environment 


Uncertainty. 'Two measures of uncertainty, namely, en- 
vironmental uncertainty and customers per salesperson, 


show significant effects in the hypothesized direction. Thus, 
uncertainty has a positive impact on the use of behavior con- 
trol systems. 


Company Variables 


Size of the sales force. The number of salespeople is re- 
lated negatively to the extent of behavior-based control. 
This finding contradicts the hypothesis derived from TCA 
but supports the relationship proposed by Ouchi and 
Maguire (1975). Oliver and Anderson (1994, p. 59) also re- 
port a significant negative correlation of the number of sales 
representatives with behavior-based control. I therefore re- 
ject the TCA hypothesis and confirm Ouchi's proposition. 


Management's willingness to assume risk. Because the 
coefficient of willingness to assume risk is not related sig- 
nificantly to the BCI, I cannot support this hypothesis. To 
the best of my knowledge, this construct has never been test- 
ed before, so additional findings from other studies are not 
available. 


Measurability of outcome. The variable output inade- 
quate as a measure of performance has a positive impact on 
the BCI and thereby supports the hypothesis derived from 
agency theory, TCA, and Ouchi's approach. I also find a sig- 
nificant positive sign of the second measure, costs of output 
measurement, in support of the hypothesis derived from 
agency theory. Analogous supporting findings in Anderson 
(1985) and John and Weitz (1989) emphasize the role of this 
construct in designing sales force control systems. 


Measurability of behavior. Although the input inade- 
quate as a measure of performance construct as a reversed 
scale shows the expected negative sign, exact reports avail- 
able is related directly to the BCI. Thus, the hypothesized 
positive impact of this construct on the use of behavior con- 
trol systems is supported by both variables in the data set. 


Knowledge of transformation process. 'The operational- 
izations of this construct consistently have signs in the hy- 
pothesized direction. In detail, the BCI significantly 
diminishes as the complexity of products goes up and in- 
creases with an increasing percentage of routine activities. 
Further support is provided by the consistent negative sign 
of assimilation of new hires, though this variable does not 
have a significant impact. Thus, I find strong support for the 
positive role of the knowledge of the transformation process 
in designing behavior control systems. 


Salesperson Varlables 


Transaction specificity. Transaction-specific assets do 
not play a significant role in the design of sales force control 
systems in these data. This finding is in accordance with the 
weakly significant or nonsignificant coefficients of transac- 
tion specificity reported by John and Weitz (1989) and 
Krafft, Lal, and Albers (1998). 


Salesperons’ risk aversion. The hypothesis that control 
systems should be more behavior-based with an increase in 
risk aversion of salespeople is not supported by the data. 
Contrary to the hypothesis, I find a nonsignificant negative 
coefficient. 


Effectiveness. The negative impact of effectiveness, as 
hypothesized by agency theory, is not supported. Selling ex- 
perience and tenure show conflicting though nonsignificant 
coefficients, whereas the transformed age measure has a 
weakly significant positive sign. Thus, I cannot support this 
hypothesis. 


Minimum utility requirement. As suggested by agency 
theory, control systems are more behavior-based the higher 
the minimum utility required by salespeople is. 


Impact of Categories of Variables 


Further inspection of the results reported in Table 3 reveals 
that company variables (e.g., measurability of behavior, 
measurability of outcome, and knowledge of transformation 
process) have the strongest impact on the design and use of 
control systems, as measured by their beta coefficients. This 
finding intuitively makes sense, because these constructs are 
related strongly to the selling task. For example, it seems 
obvious that a control system is more behavior-based if out- 
put measures are inadequate as performance indicators or 
only available at high costs. Another interesting finding is 
the general support for the hypothesized positive impact of 
uncertainty on the use of behavior-based control systems. 
This is astonishing against the background of contradictory 
findings reported in the compensation and vertical integra- 
tion literature (e.g., nonsignificant impacts are reported by 
Anderson 1985 and John and Weitz 1989, and negative co- 
efficients by Coughlan and Narasimhan 1992 and Krafft, 
Lal, and Albers 1998). The limited role of salesperson vari- 
ables also is an interesting finding; with the exception of 
minimum utility requirement, no single construct receives 
support in this survey. Thus, the design of control systems 
seemingly depends much more on market conditions and the 
selling process than on characteristics of the sales force. 


Usefulness of Agency Theory, TCA, and Ouchi's 
Approach 


In light of the theoretical approaches tested in this article, 
the findings provide strong support for Ouchi’s hypotheses, 
that control systems should be related positively to the inad- 
equacy of output as a measure of performance and to the 
knowledge of the transformation process. With the excep- 
tion of effectiveness and risk attitude, all constructs typical 
for agency theory find strong support in the survey. There is 
also support of hypotheses derived from TCA, but the hy- 
potheses on the impact of the two TCA-specific constructs 
(size of the sales force and transaction specificity) are either 
rejected or not supported. The limited impact of TCA vari- 
ables may be a consequence of the dominant role of salary 
in control systems, for which TCA shows low explanatory 
power, as reported by John and Weitz (1989) and Krafft, Lal, 
and Albers (1998). 


Influence of the Vertical Integration Issue 


Some of the empirical findings might be affected by the in- 
clusion of both companies using employed salespeople and 
firms selling through independent agents. To check whether 
the vertical integration of the personal selling function has 
an impact on the results, all 51 observations with indepen- 
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dent agents were dropped and the regression was rerun. The 
exclusion of these cases leads to a drop in the overall good- 
ness of the regression (R2 down to .36 from .50). For single 
variables, there are little if any differences from the original 
model. The variables environmental uncertainty and age, 
which were weakly significant in this model, become non- 
significant when observations with independent agents were 
excluded. The beta values indicate that other variables have 
stronger relationships to the BCI than before (costs of out- 
put measurement, measurability of behavior, complexity of 
products, and educational level). These findings indicate 
that the vertical integration issue explains some of the vari- 
ance in the application of different sales force control sys- 
tems. However, most of the variance observed in the data set 
is due to other reasons that can be explained better by fac- 
tors derived from, for example, institutional economics. 


Effects on Separate Components of the BCI 


To determine whether the contingent factors derived from 
agency theory, TCA, and Ouchr's approach differentially af- 
fect the four components of the BCI, separate regressions 
were run on each component of the BCI. The percentage of 
fixed salary and the number of behavior-based reports are 
explained well by the independent variables (R2 of 44.4% 
and 41.5%, respectively). However, only 22.7% of the over- 
all variance of the span of control and 18.6% of the perfor- 
mance evaluation variable can be explained. This indicates 
that the overall results for the BCI are mostly due to effects 
on reporting and compensation. The latter components seem 
to be used complementarily, and their design fits well into 
the framework tested here. The major effects on span of con- 
trol are environmental uncertainty and salespersons’ risk 
aversion. Risk and uncertainty are not tackled primarily by 
incentives (as proposed in agency theory) but by manageri- 
al direction. The design of performance evaluation systems 
is related to input and output measurement and sales man- 
agers’ risk proneness. EVALUATE, as the only BCI compo- 
nent that covers aspects of behavior versus outcome control, 
shows the strongest relationship to variables on the measur- 
ability of input and outcome. Again, a central variable stem- 
ming from agency theory, namely, sales managers’ risk 
attitude, is not related to rewards, which is agency theory’s 
domain, but to performance evaluation. 

The suggestion based on these findings is that more 
complex and powerful agency theory-based models that 
cover both reward and supervision and monitoring elements 
are needed. Such models should come up with a set of com- 
parative statics on the effect of uncertainty, risk attitude, 
salesperson effectiveness, and minimum utility requirement 
on the proportion of salary, with some measure of supervi- 
sion or managerial direction. A first step in this direction is 
Joseph and Thevaranjan’s (1998) study. A closer examina- 
tion of individual variables reveals that the overall signifi- 
cant effect of environmental uncertainty on the BCT is solely 
due to a significant relationship with span of control. The 
risk attitude of sales managers, which was nonsignificant in 
the BCI model, is highly significant and related negatively 
to the extent of behavior-oriented performance evaluation. 
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This finding is contrary to the hypothesis derived from 
agency theory. 

I would argue that the contrary finding is caused by ex- 
pectations and precontractual effects; managers who are 
risk-prone expect the same willingness to take risks from 
their salespeople. They also might select risk-seeking sales- 
persons who are willing to tackle uncertainty. Similar argu- 
ments may have caused the significant indirect relationship 
between risk aversion of salespeople and the span of con- 
trol; the members of the sales force seemingly consider un- 
certainty a chance to gain on the positive variance of sales. 
As a consequence, there is no need for tight control (low 
span of control) of risk-seeking salespersons. There is also a 
highly significant negative coefficient of transaction speci- 
ficity on the amount of behavior-oriented reporting. This in- 
teresting finding may be because well-trained salespeople 
with extensive know-how hardly can be motivated to deliv- 
er a large number of reports. The only variable that displays 
contradictory significant coefficients in the submodels and a 
nonsignificant effect in the BCI model is selling experience. 
Although the regressions with span of control and propor- 
tion of salary as dependent variables show the expected neg- 
ative sign, a weakly significant positive coefficient on 
reporting can be observed, which 1$ contrary to the hypoth- 
esis. I attribute this finding to experienced salespeople being 
best in observing the market and writing more reports. The 
results of these separate analyses are displayed in Table 4. 

As was pointed out previously, sales force management 
mechanisms should be differentiated across control instru- 
ments (rewards, reporting, managerial direction) and input 
versus outcome bases of control (as in performance evalua- 
tion). To investigate these differences, a control index (CI), 
consisting of FIXPERC, REPORT, and SPANCTRL, was 
computed, and the same hypotheses as in Table 3 were test- 
ed. A comparison of the results with the findings for the BCI 
(CI plus EVALUATE) reveals that the reduced CI model 
performs slightly better (12 = .525, Е = 12.6). This indicates 
that the measure of performance evaluation is covering 
some different aspects of sales force management that can- 
not be explained completely by these variables. In the CT 
model, there also are stronger effects of size of the sales 
force, percentage of routine activities, and age and weaker 
effects of input inadequate and complexity of products. Al- 
though cost of output measurement no longer is significant, 
salespersons' risk aversion and selling experience become 
significant. 


Country-Specific Aspects 


The contingency hypotheses tested here are derived from 
theories that should be independent of culture, legal and so- 
cial environments, and so forth. If agency theory and TCA, 
as well as Ouchi's theoretical approach, really are general 
theories, they should apply to any context. Nevertheless, 
some of the empincal findings might be due to country- 
specific effects. Germany, as well as other European coun- 
tries, 1$ characterized by sales management practices that 
slightly differ from U.S. approaches. In particular, there are 
different attitudes toward work, varying types of communi- 
cation, and different legal environments. Hofstede (1997) 


TABLE 4 
Empirical Investigation of Sales Force Control System Components and the BCI 


(Standardized) Beta Coefficients and Significance Levels 


Factors Influencing the Performance Span of Proportion 
Sales Force Control System Evaluation Controla Reporting of Salary BCI 
Environmental Variables 
Uncertainty 
«Environmental uncertainty 1.041 n.s. 1.166 *** +.024 n.s. +.057 n.s. +.102 ** 
eSales volatility —.065 n.s. —.056 n.s. —.019 n.s. —.092 * —.055 n.s. 
«Customers per salesperson —.077 n.s. +.041 n.s. —.157 *** —.243 *** —.147 *** 
Company Varlables 
Size of the sales force 4.052 n.s. —.362 *** —.132 ** —.221 *** —276 *** 
Sales management is risk 
seeking —.156 *** +.020 n.s. +.039 n.s. —.061 n.s. —.042 n.s. 
Measurability of outcome 
*Output inadequate as 
measure of performance 1.133 ** 7.062 n.s. +.076 * 1.135 *** 1.148 *** 
*Costs of output measurement +.140 ** —.024 n.s. +.115 ** +.047 п.5. +.117 ** 
Меазига ћу of behavior 
elnput inadequate as 
measure of performance —.192 *** —.053 n.s. —.070 n.s. —.006 n.s. —.135 *** 
*Exact reports available +.100 * 4.005 n.s. +.368 *** 4.250 *** 1.295 *** 
Knowledge of transformation 
process 
*Complexity of products —161 * —.020 n.s. —.020 n.s. —.105 ** —.131 ** 
Percentage of routine 
activities —.045 n.s. 4.154 *** 1.262 *** 4.204 *** 4.219 *** 
«Assimilation of new hires —.044 n.s. —.059 n.s. 4.084 n.s. —.109 n.s. —.060 n.s. 
Salesperson Variables 
Transaction specificity —.055 n.s. 4.042 n.s. —276 *** 4.067 n.s. —.072 n.s. 
Risk aversion 4.009 n.s. —.109 ** —.013 n.s. —.027 n.s. —.056 n.s. 
Effectiveness 
*Selling experience 4.038 n.s. —.151 ~ +.085 * —.138 *** —.062 n.s. 
*Тепиге (duration at company) +.023 n.s. —.048 п.5. —.011 n.s. +.117 ** +.024 n.s. 
•Аде (transformed) +.106 ** +.002 n.s. +.145 *** +.059 п.5. +.071 * 
Minimum utility requirement 
«Education level 4.296 *** +.072 n.s. +.086 n.s. 1.264 *** +.266 *** 
Interaction Effect 
Uncertainty x transaction 
specificity deleted deleted deleted deleted deleted 
Observations 243 240 243 227 224 
R2 18.6 % 22.7 % 41.5 % 44.4% 50.1 % 
(adjusted R2) (12.1 %) (16.4 %) (36.8 %) (39.5 %) (45.7 %) 
F 2.85 3.60 8.84 9.21 1.44 
(Significance level) (.0002) (.0000) (.0000) (.0000) (.0000) 
aReversed. 
*p< 10. 
**p < .05. 
***p « .01. 


Notes: n.s. = not significant; + = control system rather behavior-based; and — = control system rather outcome-based. 


reports findings using data from more than 100,000 em- 
ployees in 66 subsidiaries of a multinational company. He 
finds that cultures favor different attitudes toward work on 
four dimensions: power distance, uncertainty avoidance, in- 
dividualism/collectivism, and masculinity/femininity. Ger- 
man employees are somewhat more collectivist and score 
higher on uncertainty avoidance compared with their U.S. 


counterparts. In addition, German laws require that con- 
tracts between the salesperson and the firm are significantly 
constrained, whereas many aspects of the employment con- 
tract can be negotiated in the United States. For example, in 
Germany, contracts with independent agents and employed 
salespeople can be terminated only in certain circumstances. 
When a sales force of employed salespeople must be dimin- 
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ished, a sales manager cannot simply fire the lowest рег- 
formers. He or she must take into account the salesperson’s 
marital status and tenure; married salespersons and those 
with longer tenure are legally more protected against termi- 
nation than single people or salespeople with less tenure. 
This might explain why there is less use of independent 
agents and a higher average proportion of salary to total pay 
in Germany than in the United States (see Albers, Krafft, 
and Bielert 1998). 

The legal and social differences may explain some of the 
differences between the findings and results from U.S. sur- 
veys. For example, the significant effect of environmental 
uncertainty on the use of control systems might be a conse- 
quence of the high uncertainty avoidance of German em- 
ployees compared with U.S. employees. However, the 
strong support for many of these hypotheses indicates that 
the contingency framework tested in this article also applies 
abroad and hardly is influenced by country-specific effects 
(for a critical view on whether theories developed in the 
United States can be generalized to other countries, see Hof- 
stede 1980). 


Managerial Implications and 
Further Research 


This article reports strong evidence for a sales force control 
system framework similar to that proposed by Anderson and 
Oliver (1987). This framework is based on hypotheses de- 
rived from agency theory, TCA, and Ouchr's organizational 
approach. The descriptive power of this framework is high 
and allows the following conclusions. 


Managerial Implications 


Most of the companies analyzed here design their control 
systems in accordance with the theoretical approaches dis- 
cussed previously. Sales executives who plan to build up 
new sales organizations therefore may refer to the contin- 
gency hypotheses presented and discussed herein. Because 
control systems should not be adapted after each marginal 
change of any contingency factor (because of structural in- 
ertia and high costs), sales managers also might try to 
change the actual or perceived value of these factors. For ex- 
ample, environmental uncertainty may increase and thus in- 
dicate a change toward a more input-based control system. 
Then, sales managers might reduce actual uncertainty by ex- 
tending a salesperson’s territory or product line, thus allow- 
ing him or her to select customers or products from a wider 
scope.’ Perceived uncértainty could be reduced by coaching 
and training. 

The research also shows that environmental and compa- 
ny factors play a much more important role in the design of 
control systems than salesperson characteristics. Note, how- 
ever, that these findings are based on the assumption that the 
actual design of control systems in German sales organiza- 
tions 15, in general, effective and that these results are gen- 


STerritory realignments or product line extensions typically are 
based on direct economic reasoning rather than nsk-reduction con- 
siderations. The latter usually play a secondary role. See Skiera and 
Albers (1998) and the literature cited there. 
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eralizable to other cultural settings. Nevertheless, from a 
Darwinian perspective, all companies in the data set are still 
alive and, thus, must have effective control systems to have 
survived in the market (see Anderson 1988). The similar de- 
sign of control systems in Germany and the United States is 
an indicator of the similarity of sales force control in North 
America and Central Europe. This also is emphasized by 
Hofstede’s (1997) findings, in which he shows that the Unit- 
ed States and Germany (among other European countries) 
often are close to each other with regard to femininity/mas- 
culinity, power distance, and individualism/collectivism. 
Remaining differences might be accounted for by the con- 
tingency factors investigated in this framework. 


Limitations and Further Research 


This investigation of antecedents of sales force control sys- 
tems, as well as previous empirical articles on properties and 
consequences of such systems, assumes that it is possible to 
differentiate between causes and effects. But all articles 
published so far are cross-sectional and nonexperimental 
surveys. Therefore, further tests of the behavior- versus 
outcome-based sales force control framework are strongly 
encouraged, with the help of longitudinal studies and exper- 
iments with sales executives. 

In addition, the BCI measure only covers evaluation, 
monitoring, and remuneration aspects. What cannot be mea- 
sured explicitly with this data set is how much control is be- 
ing exerted over behavior versus outcome. Additional 
research should study such control effects by simultaneous- 
ly testing the antecedents, properties, and consequences 
(control effects) of sales force management systems. This 
could be done by referring to contingency frameworks (for 
example, see Mahajan and Churchill 1990). Control effects 
could be measured by observing salespeople’s time devoted 
to different selling functions (preparing visits, closing sales, 
servicing, entertainment, and so on) or by the extent that 
selling strategies are applied (e.g., a more customer-oriented 
Strategy is expected in behavior-based systems versus a 
selling-oriented strategy in outcome-based management 
systems). Additional research also should take a closer look 
at monetary effects. Salespeople in outcome-based systems 
should perform better on short-term output measures but 
more poorly on long-term goals (e.g., customer retention, 
repurchase behavior) than salespeople managed by 
behavior-based systems. Similar propositions are given by 
Anderson and Oliver (1987). A first step in this direction of 
more precisely differentiating across control effects of sales 
force management systems was taken by Cravens and col- 
leagues (1993). 

These data show that the proportion of salary to total pay 
(FIXPERC) only can serve as a rough proxy of behavior- 
based management systems. Further research should com- 
plement or substitute this measure by variables that address 
the issues on which current remuneration systems are based. 
It also should differentiate explicitly between incentives 
based on behavior or outcome performance. The extent to 
which salary increases are based on the input or output per- 
formance of salespeople also should be measured. 

There are similar deficiencies of the performance eval- 
uation scale (EVALUATE). This scale consists of only one 


category based on outputs, whereas there are three cate- 
gories to check on inputs. Because of the wide array of 
sales force management topics covered by the German mail 
survey, there was not the opportunity to use more subcate- 
gories. Only the evaluation criteria that were identified by 
the ten top sales executives in pretest interviews were used. 
Further research should run a large pilot study to find out, 
for example, what the ten top evaluation criteria are. This 
could be done by asking respondents to rank-order a list of 
behavioral, professional development, results, and prof- 
itability criteria (for example, see Ingram, LaForge, and 
Schwepker 1997, рр. 413-17). Another approach would be 
to rely on empirical findings and use the most important 
performance measures (e.g., Jackson, Schlacter, and Wolfe 
1995; Morris et al. 1991). An adequate approach then 
would be to ask for the most important evaluation criteria 
and their relative importance with regard to single compo- 
nents of the sales management system (similar to rewards 
and promotion). 

Although the hypotheses from agency theory, TCA, and 
Ouchi's approach find strong empirical support, some ques- 
tions remain unsolved. Is the average practice of designing 
sales force control systems in accordance with predictions 
from these theoretical concepts effective? It seems appeal- 


ing to investigate the following related research questions in 
more detail: (1) Are hybrid systems performing better or 
worse than normatively correct systems? A first step has 
been taken by Oliver and Anderson (1995); (2) Do firms de- 
viating from average control systems show lower effective- 
ness than companies that apply control systems in 
accordance with industry standards? An approach similar to 
the one Anderson (1988) uses might help in designing prop- 
er research designs; (3) Are there other conceptual or theo- 
retical approaches that might supplement the framework 
tested here? (4) Are there any compensatory or noncompen- 
satory effects of the components of sales force management 
systems? А first step was taken in the comparison of the re- 
sults obtained when running regressions on the separate 
components of the BCI and the differences observed be- 
tween the BCI and CI, an index that consists only of the 
compensation and monitoring and direction components of 
the BCI. More conceptual and theory-based work still is 
needed. However, these results imply that performance eval- 
uation based on inputs versus outcomes covers different as- 
pects of sales force management than the components of the 
CI. More research will help increase understanding of these 
intriguing issues. Nevertheless, the present study and the 
strong support of the framework are promising. 
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1. THE MARKETING ENVIRONMENT 


1.1 Consumer Behavior 
See also 62, 66, 69, 79, 81, 84, 89, 90, 91, 93, 97, 115, 116, 
122, 123, 125, 129, 131, 133, 134, 136, 143, 159, 167, 168, 171, 
182, 185, 186, 187, 189, 195, 196, 197, 198, 204, 207, 209, 214, 
219, 227 


Surviving Commuting. Jan Lawson, Amertcan Demographics, 20 
(July 1998), pp. 51-55. [Discussion, Delays, Frustration, Market 
strategy, Products that ease boredom, Books on tape, Cellular 
phones, In-car computers, Assessment.] 1 


Freeing up the Golden Years. John P. Robinson, Perla Werner, 
and Geoffrey Godbey, American Demographics, 19 (October 
1997), рр. 20, 22—24. [Trends, Market segments, Discretionary ac- 
tivities, Gender differences, Time, Contracted, Committed, Person- 
al, Free, Statistical data.] 2 


Matters of Culture. John P. Robinson and Nicholas Zill, Ameri- 
can Demographics, 19 (September 1997), рр 24, 26, 28—29. 
[Trends, Lifestyles, Cultural expression, Music, Art, Literature, 
Politics, Education, Scales, Cosmopolitan, Humanism, Assess- 
ment.] 3 


The Cocktail Nation. Marc Spiegler, American Demographics, 20 
(July 1998), pp. 40-43, 46—48. [' Trends, Lifestyles; Consumer ex- 
penditures; Eating, drinking, and smoking; Appreciation for finer 
products; Concern for health; Assessment.] 4 


А Scale for Measuring Attitude Toward Private Label Products 
and an Examination of Its Psychological and Behavioral Cor- 
relates. Scot Burton, Donald R. Lichtenstein, Richard G. Nete- 
meyer, and Judith A. Garretson, Journal of the Academy of 
Marketing Science, 26 (Fall 1998), pp. 293-306. [Literature re- 
view; Hypotheses; Field Study; Demographic differences; Bivari- 
ate relationships between private label attitude and price 
perception, general consumer marketplace, and deal proneness.] 5 


Relationships Between Family Communication and Consumer 
Activities of Adolescents: An Exploratory Study. Kay M. Palan, 
Journal of the Academy of Marketing Science, 26 (Fall 1998), pp. 
338-49. [Literature review, Research questions, Survey of fami- 
lies, Variables, Comparisons, Communication quality, Consump- 
tion interaction, Consumer activity, Assessment.] 6 


Marketing of Risky Sports: From Intention to Action. Aviv 
Shoham, Gregory M. Rose, and Lynn R. Kahle, Journal of the 
Academy of Marketing Science, 26 (Fall 1998), pp. 307-21. [Liter- 
ature review, Model development, Hypotheses, Survey of general 
population as well as participants, Intention to engage in risky 
sports is related to ability to arouse curiosity, Thrill and adventure 
seeking become more salient as individuals move closer to actual- 


ly engaging.] 7 
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There are Threats and (Maybe) Fear-Caused Arousal: Theory 
and Confusions of Appeals to Fear and Fear Arousal Itself. 
Michael $. LaTour and Herbert J. Rotfeld, Journal of Advertising, 
26 (Fall 1997), pp. 45—59. [Literature review, Model testing, Mall 
intercept, Measures, High and general activations, Attitudes to- 
ward the ad and brand, Purchase intentions, Assault probability, 
Self efficacy, Structural relations, Assessment.] 8 


Communicating Experiences: A Narrative Approach to Creat- 
ing Service Brand Image. Dan Padgett and Douglas Allen, Jour- 
nal of Advertising, 26 (Winter 1997), pp. 49-62. [Literature review, 
Propositions, Narrative thought is a predominant cognitive mode 
of comprehension used by consumers to interpret experience, Nar- 
rative advertising should be effective in communicating service ex- 
perience.] 9 


Americans’ Choice of Domestic over Foreign Products: A Mat- 
ter of Helping Behavior? Kent L. Granzin and Janeen E. Olson, 
Journal of Business Research, 43 (September 1998), pp. 39-54. 
[Literature review, Model development and testing, Hypotheses, 
Consumer survey, Effects, Patriotism, Ethnocentrism, Social con- 
сет, Similarity, Common fate, Responsibility, Perceived costs, 
Statistical analysis, Implications.] 10 


The Effect of Cultural Orientation on Persuasion. Jennifer L. 
Aaker and Durairaj Maheswaran, Journal of Consumer Research, 
24 (December 1997), pp. 315-28. [Literature review, Dual process 
models, Hypotheses, Two experiments, Collectivist and individu- 
alist cultures, Impacts, Motivation, Congruity of persuasive com- 
munication, Diagnosticity of heuristic cues, Regression analysis.] 

11 


Payment Depreciation: The Behavioral Effects of Temporally 
Separating Payments from Consumption. John T. Gourville and 
Dilip Soman, Journal of Consumer Research, 25 (September 
1998), pp. 160-74. [Literature review; Hypotheses; Four expen- 
ments; Consumer will gradually adapt to historic cost with passage 
of time, thereby decreasing sunk-cost impact on consumption of a 
pending benefit.] 12 


Consumer Learning by Analogy: А Model of Internal Knowl- 
edge Transfer. Jennifer Gregan-Paxton and Deborah Roedder 
John, Journal of Consumer Research, 24 (December 1997), pp. 
266—84. [Literature review, Model development, Propositions, 
Stages, Overall, Access, Mapping, Transfer, Application to several 
consumer behavior contexts, Research and theoretical implica- 
tions.] 13 


Vividness Effects: A Resource-Matching Perspective. Punam 
Anand Keller and Lauren G. Block, Journal of Consumer Re- 
search, 24 (December 1997), pp. 295—304. [Literature review, Four 
experiments, The contrasting persuasion functions for vivid and 
nonvivid information can predict when vivid information will be 
more versus less persuasive than nonvivid information.] 14 


Repetition-Induced Belief in the Elderly: Rehabilitating Age- 
Related Memory Deficits. Sharmistha Law, Scott A. Hawkins, 
and Fergus I. M. Craik, Journal of Consumer Research, 25 (Sep- 
tember 1998), pp. 91-107. [Literature review, Two experiments, 
Age groups, Recognition and source memory, Truth ratings, Per- 
ceptual, Imagery, Statistical analysis.] 15 


Paradoxes of Technology: Consumer Cognizance, Emotions, 
and Coping Strategies. David Glen Mick and Susan Fournier, 
Journal of Consumer Research, 25 (September 1998), pp. 123-43. 
[Literature review; Conceptual framework; Interviews with house- 
holds; Sentence completion data; Implications for theories of tech- 
nology, innovation diffusion, human coping, and an expanded role 
for the paradox construct 1n consumer research.] 16 


Contingent Processes of Source Identification. Michel Tuan 
Pham and Gita Venkataraman: Johar, Journal of Consumer Re- 
search, 24 (December 1997), pp. 249-65. [Literature review, Mod- 
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el presentation, Two experiments, Advertising claims, Factors, 
Cued retrieval, Memory-trace refreshment, Schematic inferencing, 
Pure guessing, Statistical analysis.] 17 


Representativeness, Relevance, and the Use of Feelings in Deci- 
sion Making. Michel Tuan Pham, Journal of Consumer Research, 
25 (September 1998), pp.144—59. [Literature review, Hypotheses, 
Three experiments, Reliance on the “How-do-I-feel-about-it?” 
heuristic is more likely when the decision maker has consummato- 
Гу as opposed to instrumental motives, Statistical analysis.] 18 


Factors Affecting the Impact of Negatively and Positively 
Framed Ad Messages. Baba Shiv, Julie A. Edell, and John W. 
Payne, Journal of Consumer Research, 24 (December 1997), pp. 
285-94. [Literature review, Hypotheses, Three experiments, Ef- 
fects, Claims-related versus advertising tactics-related cognitions, 
Information processing, Brand attitudes and choices, Statistical 
analysis. ] 19 


Age Differences in Consumers’ Processing Strategies: An In- 
vestigation of Moderating Influences. Carolyn Yoon, Journal of 
Consumer Research, 24 (December 1997), pp. 329-42. [Literature 
review, Experiment, Variables, Incongruity of message items, Op- 
timal time of day, Signal detection analysis performed on recogni- 
tion measures, Theoretical and practical implications.] 20 


An Internet Culture?: Implications for Marketing Stef 
Nicovich and T. Bettina Cornwell, Journal of Interactive Market- 
ing, 12 (Autumn 1998), pp. 22-33. [Discusston, Social nature 
(identifiable boundaries, ordered relationship and communication 
flows, common linguistic and symbolic representations), Assess- 
ment.] 21 


Sociological Perspectives on Imposed School Dress Codes: 
Consumption as Attempted Suppression of Class and Group 
Symbolism. David Crockett and Melanie Wallendorf, Journal of 
Macromarketing, 18 (Fall 1998), pp. 115-31. [Literature review, 
Implementation rationale, Functions and operations, Unintended 
outcomes, Forms of resistance, Assessment, Implication for mar- 
keters.] 22 


The Asymmetric Impact of Negative and Positive Attribute- 
Level Performance on Overall Satisfaction and Repurchase In- 
tentions. Vikas Mittal, Wiliam T Ross Jr, and Patrick M. 
Baldasare, Journal of Marketing, 62 (January 1998), pp. 33-47. 
[Survey data from service and product contexts; Negative perfor- 
mance/disconfirmation has a greater impact; For all attributes com- 
bined, there 1s support for diminishing returns in the domain of 
positive performance; Attribute level performance has a direct im- 
pact on repurchase intentions.] 23 


Consumer Processing of Product Trial and the Influence of Pri- 
or Advertising: А Structural Modeling Approach. Deanna S. 
Kempf and Robert E. Smith, Journal of Marketing Research, 35 
(August 1998), pp. 325-38. [Literature review, Model develop- 
ment and testing, Experiment, Measures, Emotional responses to 
trial, Perceived diagnosticity and expertise, Trial validity, Overall 
trial evaluations, Brand and ad measures, Statistical analysis.] 24 


Studying Patterns of Consumer's Grocery Shopping Trip. 
Byung-Do Kim and Kyungdo Park, Journal of Retailing, 73 (Win- 
ter 1997), pp. 501-17. [Literature review, Market segmentation, 
Model proposal, Data collection (Information Resources), Com- 
parisons, “Random” and "routine" shoppers, Opportunity costs, 
Store loyalty, Expenditures, Statistical analysis, Managerial impli- 
cations.] 25 


A Model of Search Behavior with an Application to Grocery 
Shopping. Sanjay Putrevu and Brian T. Ratchford, Journal of Re- 
tailing, 73 (Winter 1997), pp. 463-86. [Literature review, Hy- 
potheses; Survey; Search is positively related to perceived price 
dispersion, opportunities to save, importance of the category, and 
knowledge capital; Statistical analysis.] 26 


Generational Marketing. Kevin T. Higgens, Marketing Мапаре- 
ment, 7 (Fall 1998), pp. 6-9. [Trends, Age groups, Comparisons, 
Market strategy, Advertising, Values, Brand loyalty, Technology, 
Assessment.] 27 


1.2 Legal, Political and Economic Issues 
See also 124, 154, 159, 193 


Name, Rank, and Serial Number? The Dilemma of Reference 
Checks. David W. Arnesen, C. Patrick Fleenor, and Marlin Blizin- 
sky, Business Horizons, 41 (July/August 1998), pp. 71—78. [Dis- 
cussion, Cost of incorrect hiring decisions, Liability for reference 
information, Court decisions, Qualified privilege, Negligent refer- 
ral, Negligent hiring, Insurance coverage, Success, Guidelines.]28 


Liability on Franchise Premises: Footing the Bill for Crime. 
Randall K. Hanson, Business Horizons, 41 (July/August 1998), pp. 
53-58. [Discussion, Third-party criminal activities, Protecting pa- 
trons and employees, Court decisions, Negligence, Actual and ap- 
parent agency relationships, Assessment, Guidelines.] 29 


Economic Downturn: Ап Investigation of Perceptions and 
Strategy. Sandra J. Hartman, Augusta C. Yrie, and Olof H. Lund- 
berg Jr., International Journal of Commerce and Management, 8 
(No. 3 and 4, 1998), рр. 109-27. [Study of firms, Groupings, Atti- 
tudes, Environmental conditions, Impacts, External, Internal, As- 
sessment.] 30 


The Internet and Rogue Websites. Bina Cunningham, Journal of 
Brand Management (UK), 6 (September 1998), pp. 59-62. [Dis- 
cussion, Brand strategy, Trademarks, Domain names, Infringe- 
ment, Unfair competition laws, Content deception, International 
dimensions, Examples, UK.] 31 


The Protection of Geographic Indications. Isabel Davies, Jour- 
nal of Brand Management (UK), 6 (September 1998), рр. 63—67. 
(Discussion, Agreement on Trade-Related Intellectual Property 
Rights, Provisions, EC regulations, Court decisions, Assessment.] 

32 


The Effectiveness of the Foreign-Trade Zone as an Export Pro- 
motion Program: Policy Issues and Alternatives. Lynette 
Knowles Mathur and Ike Mathur, Journal of Macromarketing, 17 
(Fall 1997), pp. 20-31. [Model testing; Data collection; Some 
zones may be formed primarily to capture certain financial bene- 
fits, related to their use, for already existing exports and reexports; 
Guidelines.] 33 


“The Tax Web.” Ralph A. Oliva and Sharda Prabakar, Marketing 
Management, 7 (Fall 1998), pp. 44—47. [Electronic commerce, 
Taxation on out-of-state purchases, Problems, Intangibility, Dıs- 
tance insensitivity, Uncertain destination, Transaction anonymity, 
Physical presence, Federal role, Assessment.] 34 


A Disparaging Word. Joseph J. Ortego, Marketing Management, 
6 (Winter 1998), pp. 53-56. [Court decisions, Lawsuits, Noncom- 
pete agreements, Lanham Act, Alleged improprieties, False repre- 
sentations, “In commerce," Commercial advertising, Assessment ] 

35 


1.3 Ethics and Soclal Responsibility 
See also 35, 10, 170, 181 


Current Practices in Environmental Management. Warren B. 
Brown and Necmi Karagozoglu, Business Horizons, 41 (July/Au- 
gust 1998), pp. 12-18. [Trends, Stages; Changes; Attitudes; Survey 
of manufacturing firms; Regulatory supportiveness; Environmen- 
tal responsiveness, innovation, and perceived competitive advan- 
tage; Financial impact; Assessment.] 36 


Corporate Social Responsiveness: An Empirical Examination 
Using the Environmental Disclosure Index. Sarah D. Stanwick 
and Peter А. Stanwick, International Journal of Commerce and 
Management, 8 (No. 3 and 4, 1998), pp. 26—40. [Literature review; 


Study of chemical firms; Relationship between social responsive- 
ness, financial performance, capital expenditures, firm size, and 
level of pollution emissions.] 37 


Moral Reflections in Marketing. Paula Fitzgerald Bone and 
Robert J. Corey, Journal of Macromarketing, 18 (Fall 1998), pp. 
104-14. [Literature review, Model, Survey of brand managers and 
packaging professionals, Constructs, Certainty, Self-reflection, In- 
dustry reflection, Centralization, Control, Ethics code, Organiza- 
tional norms, Training, Reward, Punishment, Statistical analysis, 
Managerial implications. ] 38 


Ethical Implications of Target Market Selection. Terri L. Rit- 
tenburg and Madhavan Parthasarathy, Journal of Macromarketing, 
17 (Fall 1997), pp. 49-64. [Discussion, Market failures, Target 
market/product category matrix, Codes of conduct, Strategies of 
planned social change, Assessment.] 39 


Ethical and Unethical Competition: Establishing the Rules of 
Engagement. Ian W. Jones and Michael G. Pollitt, Long Range 
Planning (UK), 31 (October 1998), рр. 703-10. [Discussion, Rela- 
tionships with suppliers, customers, and rivals; Decision making 
process; General policy of firm; Culture; Context; Case studies.] 

40 


2. MARKETING FUNCTIONS 


2.1 Management, Planning, and Strategy 
See also 27, 28, 30, 37, 38, 39, 40, 68, 71, 73, 75, 77, 82, 83, 
86, 88, 95, 96, 100, 101, 102, 103, 105, 106, 107, 109, 111, 119, 
120, 130, 135, 138, 152, 153, 156, 157, 161, 163, 165, 166, 170, 
174, 175, 177, 178, 180, 182, 183, 194, 195, 196, 202, 210, 213, 
223, 224, 225, 235 


Impact of Organizational and Contract Flexibility on Out- 
sourcing Contracts. Audley Harris, Larry C. Giunipero, and G. 
Tomas M. Hult, Industrial Marketing Management, 27 (September 
1998), рр. 373-84. [Literature review, Information systems/tech- 
nology areas, Model presentation, Propositions, Data collection, 
Government publications, Effects, IS department flexibility, Man- 
agement satisfaction, Assessment, Managerial implications.] 41 


Balancing Theory and Practice: A Reappraisal of Business-to- 
Business Segmentation. Vincent-Wayne Mitchell and Dominic F. 
Wilson, Industrial Marketing Management, 27 (September 1998), 
pp. 429-45. [Literature review, Traditional segmentation bases, 
Supplier convenience over customer needs, Nested approach, Mar- 
keting tasks, Costs, Product life cycles, Assessment, Managerial 
implications.] 42 


Planning Market Share Growth in Mature Business Markets. 
John A. Weber and Utpal Dholakia, Industrial Marketing Manage- 
ment, 27 (September 1998), pp. 401-28. [Strategic planning, Mod- 
el presentation, Path marketing analysis, Multi-layered 
segmentation, Marketing mixes, Interrelationships, Strategic tim- 
ing, Cost dimensions, Return on assets, Competitive reactions, Ap- 
plication, Guidelines.] 43 


Internal Control Considerations for Global Electronic Data In- 
terchange. Rajesh Aggarwal, Zabihollah Rezaee, and Ramesh 
Soni, International Journal of Commerce and Management, 8 (No. 
3 and 4, 1998), pp. 71-84. [External and internal msks; Standard- 
ization of hardware, software, and communication protocols; 
Global networks; Cultural and language barners, Legal considera- 
tions; Data confidentiality and integrity controls, Assessment.] 44 


The Strategies of Excellent Manufacturing Exporters. Van 
Miller, Tom Becker, and Charles Crespy, International Journal of 
Commerce and Management, 8 (No. 3 and 4, 1998), pp. 41-70. 
[Literature review, Survey of "E" award winning exporters, Strat- 
egy dimensions, Market builder, Conservative order taker, Cost- 
conscious customer accommodator, State-side marketer, Statistical 
analysis.] 45 
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Environmental Purchasing: Benchmarking Our German 
Counterparts. Craig R. Carter, Lisa M. Ellram, and Kathryn J. 
Ready, International Journal of Purchasing and Materials Man- 
agement, 34 (Fall 1998), рр. 28-38. [Literature review, Hypothe- 
ses, Survey of purchasing managers, Scales, Compansons, 
Involvement, Company specific factors (top and middle manage- 
ment support, mission statement, department goals, training, eval- 
uation), Statistical analysis.] 


Executive and Purchasing Leadership in Purchasing Change 
Initiatives. Larry R. Smetzer, International Journal of Purchasing 


and Materials Management, 34 (Fall 1998), pp. 12—20. [Case study 
approach, Extent and frequency of change, Success implementa- 
tion, CPO vision and need for change, Emphasis on importance of 
purchasing, Limited formal education in purchasing, Assessment, 
Recommendations. ] 47 


Individual and Collective Team Effort: A Vital Part of Sourc- 
ing Team Success. Robert J. Trent, International Journal of Pur- 
chasing and Materials Management, 34 (Fall 1998), pp. 46-54 
[Explanatory model, Develop performance targets, Create the right 
team, Select proper tasks, Provide key resources, Promote deci- 
sion-making authority, Measure and evaluate performance, Assess- 
ment.] 48 


Acquiring or Being Acquired: Is the Price Right? Adam Bryk 
and Andrew Pigott, [уу Business Quarterly (Canada), 63 (Autumn 
1998), pp. 54-59. [Discussion, Valuation, Factors, Internal 
(strength of product or market, quality of asset base, management 
depth), External factors (synergies, strategic value, number of mo- 
tivated buyers, competition between buyers), Assessment.] 49 


M & As are Transforming the World. Yasmin Glanville and 
Ellen Belton, Ivy Business Quarterly (Canada), 63 (Autumn 1998), 
pp. 34—41. [Mergers and acquisitions, Factors, To strengthen com- 
petitive positioning and capacity for growth in the global market, 
Management styles, Corporate culture, Employee relations, Trust, 
Examples, Success, Guidelines, Canada.] 50 


The Role of Organisational Structure in Successful Global 
Brand Management: A Case Study of the Pierre Smirnoff 
Company. Philippa Hankinson and Graham Hankinson, Journal 
of Brand Management (UK), 6 (September 1998), pp. 29-43. [In- 
depth interviews, Matrix structure, Global brand leadership, 
Teams, Brand equity measures, Specialists, Generalists, Lead 
country concept, Price positioning, Financial targets, Assessment, 
Implications, UK.] 51 


Turning Competitive Intelligence into Business Knowledge. 
Ken Cottrill, Journal of Business Strategy, 19 (July/August 1998), 
pp. 27—30. [Setting up a CI resource, Management skills, Top man- 
agement support, Using the knowledge, Examples.] 52 


What Do Your Customers Really Want? Harvey Thompson, 
Journal of Business Strategy, 19 (July/August 1998), pp. 16-21. 
[Discussion, Needs, Value, Competition, Market segments, Data 
mining, "Outside-in" view, Market strategy, Examples.] 53 


Export Intermediary Firms: А Note on Export Development 
Research. Mike №. Peng and Anne Y. Шписћ, Journal of Interna- 
tional Business Studies, 29 (Third Quarter 1998), рр. 609-20. [Lit- 
erature review, Export intermediaries as an organizational form, 
Propositions, Transaction cost perspective, Focus on performance, 
Assessment, Implications.] 54 


Market Orientation and Organizational Performance: Is Inno- 
vation a Missing Link? Jin K. Han, Namwoon Kim, and Rajendra 
К. Srivastava, Journal of Marketing, 62 (October 1998), pp. 
30-45. [Literature review, Hypotheses, Survey of banks, Core 
components (customer orientation, competitor orientation, inter- 
functional coordination), Impacts, Technical versus administrative 
innovativeness, Statistical analysis, Managerial implications.] 55 
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Market-Based Assets and Shareholder Value: A Framework 
for Analysis. Rajendra K. Srivastava, Tasaddug A. Shervani, and 
Liam Fahey, Journal of Marketing, 62 (January 1998), pp. 2-18. 
{Literature review, Conceptual framework, Marketing-finance 1п- 
terface, Relationships (customer, channel, partner), Cash flows (re- 
ducing volatility and vulnerability, increasing residual value), 
Assessment, Implications. ] 56 


Managing Conflict in Software Development Teams: A Multi- 
level Analysis. David H. Gobeli, Harold Е Koenig, and Iris 
Bechinger, Journal of Product Innovation Management, 15 (Sep- 
tember 1998), pp. 423-35. [Survey of software professionals and 
managers, Impacts, Context, Conflict intensity, Management ap- 
proaches, Project success, Confronting, Give and take, Withdraw- 
al, Smoothing, Forcing, Statistical analysis, Managerial 
implications.] 57 


The Breakfast of Champions: Associations Between Champi- 
ons and Product Development Environments, Practices and 
Performance. Stephen K. Markham and Abbie Griffin, Journal of 
Product Innovation Management, 15 (September 1998), pp. 
436-54. [Literature review, Survey of firms, Dependent variables 
(project-based and program performance, firm-level success rates, 
sales and profitability, number of new products introduced), Inde- 
pendent variables (level of championing, program success, strate- 
gy innovativeness, process implementation, Statistical analysis, 
Managerial implications.] 58 


A Customer-Oriented Framework for Empowering Service 
Employees. Mohammed Rafig and Pervaiz K. Ahmed, Journal of 
Services Marketing, 12 (No. 4 and 5, 1998), pp. 379-96. [Litera- 
ture review; Contingency theory; Employee involvement; Man- 
agement styles; Levels and types of empowerment given to 
employees depends on a combination of the complexity or vari- 
ability of customer needs, and the task complexity or variability in- 
volved in the delivery process.] 59 


Managing Corporate Image and Corporate Reputation. Ed- 
mund R. Gray and John M. T. Balmer, Long Range Planning (UK), 
31 (October 1998), pp. 695-702. [Model presentation, Corporate 
identity, Communication (nomenclature and branding, graphic de- 
sign, formal statements, architecture, media relations, routine 1п- 
teractions), Feedback, Examples ] 60 


Mapping the Path to Market Leadership. David W. Cravens, 
Gordon Greenley, Nigel F. Piercy, and Stanley F. Slater, Marketing 
Management, 7 (Fall 1998), pp. 28-39. [Executive interviews, 
Market-driven strategy, Evolvement, Shared vision, Value, Posi- 
tioning the value offer with distinctive capabilities, Strategic rela- 
tionships, Organizational change, Tracking strategy performance, 
Examples.] 61 


Marketing to the Hispanic Consumer. Luis D. Arjona, Rajesh 
Shah, Alejandro Tinivelli, and Adam Weiss, McKinsey Quarterly, 
(No. 3, 1998), pp. 106-14. [Discussion, Market segments, Market 
potentials, Success factors (assess opportunity, show commitment, 
project identity, adjust marketing mix).] 62 


Enterprise Resource Planning: Strategies Not Included. Tim 
Minahan, Purchasing, 125 (July 16, 1998), pp. 112-13, 118, 120, 
122, 126-27. [Strategic planning, Software packages, Costs, Infor- 
mation flows, Supply chain business processes, Implementation, 
Examples.] 63 


Growing Pains. Andy Cohen, Sales and Marketing Management, 
149 (October 1997), pp. 114—16, 118-20. [Discussion, Impacts, 
Corporate culture, Internal focus, Salespeople, Training, Goals, 
Examples.] 64 


So What's the Plan? Jay Winchester, Sales and Marketing Man- 
agement, 149 (October 1997), pp. 72-76, 78. [Market planning, 
Factors, Concept statement, Market strategy, Background assess- 


ment, Tactical components, Financial statements, Growth and соп- 
tingencies, Executive summary, Examples.] 65 


2.2 Retailing 
See also 25, 26, 81, 110, 114, 143, 198, 201, 203, 208 


Stretching the Holiday Season. Tibbett L. Speer, American De- 
mographics, 19 (November 1997), рр. 42-49. [Trends, Shopping 
patterns, Market strategy, Chain retailers, Catalogs, Sales, Impacts, 
Age groups, Men, Women, Statistical data.] 66 


From Carts to Clicks. Michael В. Pearce, [vy Business Quarterly 
(Canada), 63 (Autumn 1998), pp. 69—71. [Internet grocery shop- 
ping, Software packages, Order processing, Customer acquisition, 
Delivery systems, Examples.] 67 


Improving the Retail Performance by Contrasting Manage- 
ment- and Customer-Perceived Store Images: А Diagnostic 
Tool for Corrective Action. A. Coskun Samli, J. Patrick Kelly, and 
H. Keith Hunt, Journal of Business Research, 43 (September 
1998), pp. 27-38. [Literature review, Congruence/incongruence di- 
mensions, Study of household and manager ratings, Performance 
variables, Statistical analysis, Managerial implications.] 68 


Determining Where to Shop: Fixed and Variable Costs of 
Shopping. David R. Bell, Teck-Hua Ho, and Christopher S. Tang, 
Journal of Marketing Research, 35 (August 1998), pp. 352-69. 
[Literature review, Model development and testing, Basket size 
threshold, Data collection, Market segments, Demographic charac- 
teristics, Category-specific store loyalty, Market positioning, Sta- 
tistical analysis.] 69 


2.3 Channels of Distribution 
See also 29, 34, 67, 15, 777, 114, 121, 152, 168, 179, 188, 194, 
199, 203 


Direct Hits Laura Loro, Business Marketing, 83 (October 1998), 
pp. 17, 24. [Trends, Business-to-business direct marketing, Issues, 
Customer privacy on the internet, E-commerce, Data mining, Sales 
force automation, Channel conflict, Branding, Consolidation, Ex- 
amples.] 70 


The Role of Purchasing in the Agile Enterprise. Ronald L. 
Meier, Michael A. Humphreys, and Michael В. Williams, Interna- 
tional Journal of Purchasing and Materials Management, 34 (Fall 
1998), pp. 39-45. [Literature review, Supplier-oriented Purchas- 
ing, Delphi methodology, Survey of practitioners and researchers, 
Openness and communication, Buying and decision-making 
processes, Professionalism, Knowledge of products and markets, 
Relationship development, Statistical analysis, Implications] 71 


Relationship Marketing in Three Dimensions. МЈ. Baker, E.A. 
Buttery, and E.M. Richter-Buttery, Journal of Interactive Market- 
ing, 12 (Autumn 1998), рр. 47-62. [Model presentation, Compar- 
isons, Transaction marketing, Impact of technology, Catastrophe 
theory, Product life cycles, Evaluating relationship value, Rela- 
tionship profile diagrams, Assessment. ] 72 


Information Asymmetry and Levels of Agency Relationships. 
Deb: Prasad Mishra, Jan B. Heide, and Stanton С. Cort, Journal of 
Marketing Research, 35 (August 1998), рр. 277-95. [Literature re- 
view, Model presentation, Hypotheses, Survey of automotive ser- 
vice managers, Measures, Performance ambiguity, Customer 
bonds, Price premium, Agent prequalification, Agent compensa- 
tion, Service culture, Statistical analysis, Theoretical and manage- 
rial implications.] 73 


What Makes a Supplier World-Class. Tim Minahan, Purchasing, 
125 (August 13, 1998), pp. 50—51, 57—58, 60—61. [Discussion, 
Factors, Continuous improvement, Technology and innovation, 
Adaptability, Role of procurement, Communication, Incentives, 
Examples.] 74 


2.4 Physical Distribution 
See also 63, 74, 153, 156, 179 


Building Successful Customer-Supplier Alliances. Thomas E. 
Vollmann and Carlos Cordon, Long Range Planning (UK), 31 (Oc- 
tober 1998), pp. 684—94. [Demand chain management, Vendor 
managed inventory, Cost reduction, Value enhancement, Partner- 
ing, Developing new infrastructure, In-plant representatives, Con- 
fidentiality/exclusivity, Performance measurement, Examples.] 75 


Added Value Equals Reduced Cost. James Carbone, Purchasing, 
123 (October 23, 1997), pp. 48—50, 53—54, 57. [Surveys, Electron- 
ics distributors, Purchasers, Need for materials management ser- 
vices, Contract manufacturing, Outsourcing, Reducing inventory 
levels and administrative costs, Use of technology, Examples.] 76 


Transportation: Spotlight on Strategy. Tim Minahan, Purchas- 
ing, 125 (July 16, 1998), pp. 78—79, 82-83, 88—89, 92. [Trans- 
portation sourcing, Contract carriers, Length of contracts, Ratings, 
Deregulation, Pricing flexibility, On-time delivery, Shipment 
tracking, Internet, Examples.] 77 


Want to Outsource Logistics? Here’s What You Should Know. 
Tim Minahan, Purchasing, 123 (October 9, 1997), pp. 59-60. [Dis- 
cussion, Specific services, Requirements, Capabilities needed, 
Factors, Financial strength, Business experience, Business devel- 
opment and arrangements, Support services, Goals and репог- 
mance requirements of the contract, Guidelines.] 78 


2.5 Pricing 
See also 5, 113, 116, 117, 199, 201 


The Roles of Price, Performance, and Expectations in Deter- 
mining Satisfaction in Service Exchanges. Glenn B. Voss, А. 
Parasuraman, and Dhruv Grewal, Journal of Marketing, 62 (Octo- 
ber 1998), рр 46-61. [Literature review, Model development and 
testing, Propositions, Experiment, Prepurchase and postpurchase 
price perceptions, Prepurchase performance expectations, Postpur- 
chase performance perceptions, Satisfaction with performance, In- 
teractions, Statistical analysis, Managerial implications.] 79 


Is Price a Signal of Service Quality? Challenging Conventional 
Wisdom in the Health Care Industry. Nancy Ryan McClure, 
Pamela Kiecker, and Van R. Wood, Journal of Nonprofit and Pub- 
lic Sector Marketing, 5 (No. 4, 1997), pp. 27-47. [Literature re- 
view, Hypotheses, Survey of patients, Patients don't feel that they 
“get what they pay for," Implications.] 80 


Journal of Retailing, 74 (Fall 1998), рр. 311—446. [Six articles on 
research perspectives on retail pricing, Contingent processing, 
Store name, Brand name, Discounts, Framing price promotion 
messages, Quantity surcharges, Internal and external reference 
prices, Variability of brand price elasticities across retail stores.] 
81 


Price Customization. Hermann Simon and Robert J. Dolan, Mar- 
keting Management, 7 (Fall 1998), pp. 10-17. [Discussion, Cus- 
tomer valuation, Market segments, Techniques (multidimensional 
pricing, quantity discounts, multiperson pricing, price bundling, 
product line alternatives), Examples.] 82 


Why Your Price Band Is Wider Than It Should Be. K.K.S. Dav- 
ey, Andy Childs, and Stephen J. Carlotti Jr., McKinsey Quarterly, 
(No. 3, 1998), рр. 116-27. [Packaged goods companies, Consumer 
price drivers (price/promotion policy, brand equity), Impacts, Prof- 
it margins, Threshold price points, Price differentials, Competitors, 
Channels, Assessment.] 83 


2.6 Product 
See also 1, 5, 9, 10, 16, 21, 23, 24, 26, 31, 32, 44, 51, 57, 58, 
63, 67, 82, 123, 144, 150, 157, 169, 173, 178, 194, 200, 214, 221, 
222, 223, 229, 230, 235 
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Should TV Marry PC? Horst Stipp, American Demographics, 20 
(July 1998), pp. 16-18, 20-21. [Technology, industry, and con- 
sumer behavior convergence; Media functions; Market segments; 
Information, entertainment, and relaxation; Interactions; Assess- 
ment.] 84 


Making Old Brands New. Brian Wansink, American Demo- 
graphics, 19 (December 1997), pp. 53—58. [Brand revitalization, 
Altering characteristics, Packaging changes, Suggesting nontradi- 
tional uses, Focus groups, Laddering interviews and analysis, 
Stockpiling, Examples.] 85 


Exploring the Brand Value-Shareholder Value Nexus for Con- 
sumer Goods Companies. Roger A. Kerin and Raj Sethuraman, 
Journal of the Academy of Marketing Science, 26 (Fall 1998), pp. 
260—73. [Literature review, Data collection, Brand value estimates 
and market-to-book ratios, Regression results of best-fit models, 
Sales volume effect, Statistical analysis, Theoretical and manager- 
1al implications.] 86 


Understanding Consumer Response to Category Management 
Through Virtual Reality Stephen P. Needel, Journal of Advertis- 
ing Research, 38 (July/August 1998), pp. 61—67. [Trends, Optimal 
product mix, Assortment, Brand Ranking Report, Behavioral map- 
ping, Shelf layout, Sector management, Virtual reality advantages 
(speed, control, flexibility, efficiency.] 87 


Structural Packaging Design: Building and Protecting Brand 
Value. Lucy Davison and David Redhill, Journal of Brand Man- 
agement (UK), 6 (September 1998), pp. 13-26 [Discussion, Im- 
pacts, Product personality, Functional benefits, Regulation, 
Packaging manufacturers, Technology, Costs, Integration and man- 
agement responsibility, Projections, UK.] 88 


Why Are We Seduced by Luxury Brands? Jean-Noel Kapferer, 
Journal of Brand Management (UK), 6 (September 1998), pp. 
44—49. [Study of students, Market segments, Consumer behavior, 
Diagnosing brand strengths and weaknesses, Assessment, UK.] 89 


Will Products Look More Attractive When Presented Sepa- 
rately or Together? Christopher K. Hsee and France Leclerc, 
Journal of Consumer Research, 25 (September 1998), pp. 175-86. 
[Literature review; Hypotheses; Conceptual framework; Sex stud- 
1es; When focal products are better than a reference, they will look 
more attractive and will be more likely purchased when presented 
separately; If worse than the reference, will be more likely to be 
purchased when presented together.] 90 


The Evolution of Quality in Consumer Goods. Mary L. Carsky, 
Roger A. Dickinson, and Charles R Canedy Ш, Journal of Macro- 
marketing, 18 (Fall 1998), pp. 132-44. [Historical discussion, Hy- 
potheses, Consumer Reports data, Substantive quality has 
increased and variability has decreased significantly in recent 
years, Implications for consumer behavior and marketers.] 91 


Uneeda Biscuit: The First Consumer Package? Diana Twede, 
Journal of Macromarketing, 17 (Fall 1997), pp. 82-88. [Historical 
discussion, Paperboard packaging, Impacts, Marketing mixes, 
Shopping behavior, Self-service, Case study.] 92 


The Negative Impact of Extensions: Can Flagship Products Be 
Diluted? Deborah Roedder John, Barbara Loken, and Christopher 
Joiner, Journal of Marketing, 62 (January 1998), pp. 19-32. [Lit- 
erature review, Three experiments, Beliefs about flagship products 
are less vulnerable to dilution than beliefs about the parent brand 
name in general, Analysis should include the effects on individual 
products as well as on the family brand name.] 93 


The Effects of Brand Name Suggestiveness on Advertising Re- 
call. Kevin Lane Keller, Susan E. Heckler, and Michael J. Hous- 
ton, Journal of Marketing, 62 (January 1998), pp. 48-57. 
[Laboratory experiment, А brand name conveying a product bene- 
fit leads to higher recall of an advertised benefit claim consistent in 
meaning with the brand name compared with a nonsuggestive 
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brand name, Lower recall if the advertised benefit claim is unrelat- 
ed in product meaning.] 94 


The Impact of Market Knowledge Competence on New Prod- 
uct Advantage: Conceptualization and Empirical Examina- 
tion. Tiger Li and Roger J. Calantone, Journal of Marketing, 62 
(October 1998), рр. 13-29. [Literature review, Conceptual model, 
Hypotheses, Survey of software executives, Constructs, Customer 
demand, Competition, Technology change, Importance, Customer 
and competitor knowledge, Marketng-R&D interface, R&D 
strength, New product advantage, Market performance, Statistical 
analysis, Managerial implications.] 95 


From Embedded Knowledge to Embodied Knowledge: New 
Product Development as Knowledge Management. Ravin- 
dranath Madhavan and Вайу Grover, Journal of Marketing, 62 
(October 1998), pp. 1-12. [Literature review, Propositions, Study 
of NPD teams, Variables (exogenous, endogenous, moderating), 
Impacts, Trust in team orientation and technical competence, In- 
formation redundancy, Rich personal interaction, Assessment.] 96 


Ап Empirical Analysis of Umbrella Branding. Tulin Erdem, 
Journal of Marketing Research, 35 (August 1998), pp. 339-51. 
[Literature review; Signaling theory; Model estimation; Panel da- 
ta; Impact of marketing mix strategies in one product category on 
quality perceptions, consumer perceived risk, and consumer choice 
behavior in a different category, Statistical analysis.] 97 


New Products, Upgrades, and New Releases: А Rationale for 
Sequential Product Introduction. V. Padmanabhan, Surendra Ra- 
Лу, and Kannan Srinivasan, Journal of Marketing Research, 34 
(November 1997), pp. 456—72. [Literature review, Model presen- 
tation, Network externality, Propositions, Information, Complete, 
Asymmetric, Provision of quality, Valuations, Homogeneous and 
heterogenous consumers, Signaling strategy, Market segments, As- 
sessment.] 98 


Seasonal Marketing and Timing New Product Introductions. 
Sonja Radas and Steven M. Shugan, Journal of Marketing Re- 
search, 35 (August 1998), pp. 296—315. (Model presentation, Sea- 
sonality patterns, Transformed time, Product life cycles, Data 
collection, Major film releases, Predictions on when to launch, As- 
sessment.] s 99 


Enhancing New Product Development Performance: An Orga- 
nizational Learning Perspective. Marjorie E Adams, George S. 
Day, and Deborah Dougherty, Journal of Product Innovation Man- 
agement, 15 (September 1998), рр. 403-22. [Literature review, 
Study of firms, Barriers (avoiding ambiguity, compartmentalized 
thinking, inertia), Cross-functional approaches, Market informa- 
tion, Dissemination, Teams, New practices, Trust, Assessment, 
Managerial implications.] 100 


Speed-to-Market and New Product Performance Trade-Offs. 
Barry L. Bayus, Journal of Product Innovation Management, 14 
(November 1997), pp. 485—97. [Literature review, Relationship be- 
tween time and cost, Model presentation, Application, Scenarios, 
Catch the competition, Beat the competition, Assessment] 101 


Rolling Out New Products Across Country Markets: An Em- 
pirical Study of Causes of Delays. George M Chryssochoidis and 
Veronica Wong, Journal of Product Innovation Management, 15 
(January 1998), pp. 16—41. [Literature review, New product 
launches, Hypotheses, Case study methodology, Constructs, Exter- 
nal and internal environments, Product strategy and characteristics, 
Statistical analysis, Managerial implications, UK.] 102 


Evaluating Customer Support During New Product Develop- 
ment—An Exploratory Study. Keith Goffin, Journal of Product 
Innovation Management, 15 (January 1998), pp. 42—56. [Literature 
review, Corporate planning, Survey of hi-tech companies and case 
study, Use of quantitative goals for service/support at the design 


stage, Aspects (installation, user training, maintenance, repair, up- 
grades), Assessment.] 103 


РОМА Research on New Product Development Practices: Up- 
dating Trends and Benchmarking Best Practices Abbie Gniffin, 
Journal of Product Innovation Management, 14 (November 1997), 
pp. 429-58. [Literature review, Survey of firms, Services versus 
manufactured goods, Years process has been in use, Process com- 
ponents, Organizational structure, Leadership, Measures and out- 
comes, Product life cycles, Assessment. ] 104 


Perspective: Changing Product Development Strategy—A 
Managerial Challenge. Christer Karisson and Par Ahlstrom, Jour- 
nal of Product Innovation Management, 14 (November 1997), pp. 
473-84. [Literature review, Market strategy, Model presentation, 
Development goals, Aggregate project plan, Operationalizing and 
implementing, Tools (functional maps, structuring the develop- 
ment funnel), Case study.] 105 


Towards Holistic “Front Ends” in New Product Development. 
Anil Khurana and Stephen R. Rosenthal, Journal of Product Inno- 
vation Management, 15 (January 1998), рр. 57-74. [Literature re- 
view, Model presentation, Pre-Phase Zero, Phase Zero (product 
concept), Phase One (feasibility and project planning), Problems, 
Leadership, Approaches, Formal process, Culture-driven, Contexts 
(product, market, organizational), Examples.] 106 


Linking Product Innovation to Business Growth. Marvin L. Pat- 
terson, Journal of Product Innovation Management, 15 (September 
1998), pp. 390-402. [Discussion, Models, Revenue growth drivers, 
Simulated vintage chart, Relationships for products with long and 
short lives, Yield on R&D investment, Assessment, Implications. ] 

107 


When Product Development Performance Makes a Difference: 
A Statistical Analysis in the Electronics Industry. Christian Ter- 
wiesch, Christoph Loch, and Martin Niederkofler, Journal of Prod- 
uct Innovation Management, 15 (January 1998), pp. 3-15. 
{Literature review, Models, Hypotheses, Survey of international 
business units, Market context dimensions (market share, market 
growth, average product life cycle duration), Managerial implica- 
tions.] 


Securing Sponsors and Funding for New Product Development 
Projects—The Human Side of Enterprise. Gary Tighe, Journal 
of Product Innovation Management, 15 (January 1998), рр. 75—81. 
[Discussion; Elements; Clearly defining the project, its scope, and 
its objective; How the project affects prospective sponsor and the 
organization; Detailing effects on revenue, profits, cost, or output; 
Example.] 109 


Modeling Multiple Category Brand Preference with House- 
hold Basket Data. Gary J. Russell and Wagner A. Kamakura, 
Journal of Retailing, 73 (Winter 1997), pp. 439-61. [Literature re- 
view, Cross-category preference for retailer and national brand 
names, Accurate correlations across market, Statistical analysis, 
Strategy implications.] 110 


Builders for a New Age. Christopher C. Eugster, Gregory J. Be- 
sio, and Jeff Hawn, McKinsey Quarterly, (No. 3, 1998), pp. 
92-105. [Communications networks, Equipment providers, Com- 
petition, Products (telecom, data networking, computing), Market 
strategy, Concept applications, Solution selling, Skills, Assess- 
ment.] 111 


2.7 Sales Promotion 
See also 118, 136, 201, 214 


Business Marketing, 83 (August 1998), pp. 15-18. [Four articles 
on trade shows, Acquisitions, Co-locations, At-show plans, Post- 
show promotions, Internet broadcasts, Costs, Auditing, Return on 
investment, Examples.] 112 


Loyalty Programs Paying Off for B-to-B. Laura Loro, Business 
Marketing, 83 (September 1998), pp. 1, 49. [Relationship market- 
ing, Market strategy, Business versus consumer programs, Recog- 
nition, Rewards, Costs, Membership fees, Long-run impacts, 
Examples.] 113 


Managing Promotion Program Participation Within Manufac- 
turer-Retailer Relationships. John P. Murry Jr. and Jan В Heide, 
Journal of Marketing, 62 (January 1998), pp. 58—68 [Literature re- 
view, Retailer agreement and compliance, Hypotheses, Survey of 
managers of independent liquor and grocery stores, Conjoint fac- 
tors, Interpersonal attachments, Incentive premium, Payment 
method, Monitoring, Statistical analysis, Managerial implications. ] 

114 


Coupon Attractiveness and Coupon Proneness: A Framework 
for Modeling Coupon Redemption. Кар! Bawa, Ѕпл S. Srini- 
vasan, and Rajendra К. Srivastava, Journal of Marketing Research, 
34 (November 1997), pp. 517—25. [Empirical application shows 
prediction of redemption intentions of consumers 1п a holdout sam- 
ple, Outperforms a logit model that includes traditional measures 
of coupon proneness, coupon characteristics, and demographics; 
Managerial rmplications.] 115 


Coupon Value: А Signal for Price? Priya Raghubir, Journal of 
Marketing Research, 35 (August 1998), рр. 316-24. [Discussion, 
Hypotheses, Three experiments, Price perceptions, Expectations, 
Presence of prior pnce information, Impacts, Deal evaluations, 
Purchase intentions, Statistical analysis.] 116 


Promotional Products vs. Price Promotion in Fostering Cus- 
tomer Loyalty: А Report of Two Controlled Field Experiments. 
Alice Kendrick, Journal of Services Marketing, 12 (No. 4 and 5, 
1998), рр 312-26. [Literature review, Return on promotional 
spending investment, Customers who received ad specialties had 
greater purchase activity over time and had higher overall spend- 
ing than customers who were offered discounts.] 117 


2.8 Advertising 
See also 8, 9, 14, 17, 20, 24, 33, 35, 66, 94, 117, 158, 216, 226 


A World of Advertising. Kip D. Cassino, American Demograph- 
ics, 19 (November 1997), pp. 57-60 [Trends, International, Five 
equal-sized groups, Advertising and promotion spending, Model 
(AdWorld), Statistical data.] 118 


Breaking Up America: The Dark Side of Target Marketing 
Joseph Turow, American Demographics, 19 (November 1997), pp. 
51—54. [Historical discussion, Market segments, Advertising, Me- 
dia selection, Customized, Expanding product reach, Social as- 
pects, Projections.] 119 


Publishers Feeling Heat: Print Alone Not Enough. Laurie Free- 
man, Business Marketing, 83 (October 1998), pp. 1, 46 [Trade 
magazine publishers, Customer demand for complete solutions, In- 
tegrated marketing options, Face-to-face customer events, Data- 
base marketing, Customized publications, Internet marketing, 
Examples.] 120 


The Heat Is on: Business Sizzles for B-to-B Shops. Laurie Free- 
man and Dana Blankenhorn, Business Marketing, 83 (July 1998), 
рр. 1, 22. [Business-to-business advertising, Integrated marketing 
communications, Channel members, End users, Mergers and ac- 
quisitions, Trade publications, Internet, Examples.] 121 


Effects of Print Ad Pictures and Copy Containing Instructions 
to Imagine on Mental Imagery that Mediates Attitudes Laurie 
A. Babin and Alvin C. Burns, Journal of Advertising, 26 (Fall 
1997), pp. 33-44. [Literature review, Hypotheses, Experiment, Ad 
containing a concrete picture of a product 1n use or copy contain- 
ing instructions to imagine stimulated vivid and elaborate visual 
1magery processing and enhanced attitudes.] 122 
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Advertising Repetition as a Signal of Quality: If It’s Advertised 
So Much, Something Must Be Wrong. Атпа Kirmant, Journal of 
Advertising, 26 (Fall 1997), pp. 77-86. [Literature review, Hy- 
potheses, Experiment, The relationship between repetition and per- 
ceived brand quality is mediated by perceptions of the 
manufacturer’s effort and confidence in quality.] 123 


Fine Print in Television Advertising: Views From the Top. Dar- 
rel D. Muehling and Richard H. Kolbe, Journal of Advertising, 26 
(Fall 1997), рр. 1-15. [Literature review; Survey of top-level ex- 
ecutives, ad agencies, media firms and regulators; Most considered 
the use of fine print an ineffective means of communicating with 
consumers, and that some adjustment to industry and regulatory 
standards may be in order.] 124 


Predictors of Advertising Avoidance in Print and Broadcast 
Media. Paul Surgi Speck and Michael T. Elliot, Journal of Adver- 
tising, 26 (Fall 1997), pp. 61—76. [Literature review, Data collec- 
tion, National consumer panel, Predictor variables, Demographic, 
Media-related, Ad perceptions, Communication problems, Statisti- 
cal analysis.] 125 


Assessing the Use and Impact of Humor on Advertising Effec- 
tiveness: А Contingency Approach. Harlan E. Spotts, Marc С. 
Weinberger, and Amy L. Parsons, Journal of Advertising, 26 (Fall 
1997), рр. 17-32. [Literature review, Conceptual framework, Ad- 
vertising performance data, Humor mechanisms (incongruity, 
arousal-safety, disparagement), Humor versus message dominant, 
Relatedness (intentional, structural, thematic), Product groups, Sta- 
tistical analysis ] 126 


Advertising Intimacy: Relationship Marketing and the Ser- 
vices Consumer. Barbara B. Stern, Journal of Advertising, 26 
(Winter 1997), рр. 7-19 [Literature review, “Five C's" (communi- 
cation, caring, commitment, comfort, conflict resolution), Model 
presentation, Stages (acquaintance, buildup, continuation, dissolu- 
tion), Responses to dissolution (exit, voice, negative WOM, loyal- 
ty), Research implications. ] 127 


A Comparison of Advertising Content: Business to Business 
Versus Consumer Services. L W. Turley and Scott W. Kelley, 
Journal of Advertising, 26 (Winter 1997), pp. 39-48 [Literature re- 
view, Hypotheses, Content analysis, Elements, Message appeal, 
Headline usage, Price information, Quality claims, Inclusion of an 
Internet address, Statistical analysis. ] 128 


New Media Interactive Advertising vs. Traditional Advertising. 
Alexa Bezjian-Avery, Bobby Calder, and Dawn Iacobucci, Journal 
of Advertising Research, 38 (July/August 1998), pp. 23-32. [Com- 
parative analysis; Experiment; Visual and verbal orientations; Atti- 
tude toward brand and ad, Purchase intentions; Viewing time, 
Under certain conditions, interactivity interrupts the persuasion 
process. ] 129 


Optimizers and Media Planning. Erwin Ephron, Journal of Ad- 
vertising Research, 38 (July/August 1998), pp.47-56 [Reach/fre- 
quency optimizer, Conceptual issues (sequential reach goals, 
opportunity cost, media values), Real-world issues (fragmentation, 
targeting, guarantees, brand allocation, timing), Assessment.] 
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Public Attitudes Toward Advertising: More Favorable than 
You Might Think. Sharon Shavitt, Pamela Lowrey, and James 
Haefner, Journal of Advertising Research, 38 (July/August 1998), 
рр. 7—22. [Literature review, Consumer survey, Demographic char- 
acteristics, General attitudes, Enjoyment and indignity, Trustwor- 
thiness or usefulness of ad content, Ad effects on product price and 
value, Regulation of advertising, Statistical analysis.] 131 


Recall and Recognition: A Very Close Relationship. Jan Stapel, 
Journal of Advertising Research, 38 (July/August 1998), pp. 
41—45. [Literature review, Data collection, Perception measures, 
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Causes, Likability, Interesting, Size, Statistical analysis, The 
Netherlands.] 132 


Visual Attention to Advertising: А Segment-Level Analysis. Ed- 
ward Rosbergen, Rik Pieters, and Michel Wedel, Journal of Con- 
sumer Research, 24 (December 1997), pp. 305-14. [Literature 
review, Latent class regression model, Experiment (eye move- 
ments during naturalistic exposure to a consumer magazine), Ef- 
fects, Product involvement, Brand attitude, Ad recall, Statistical 
analysis, [Implications.] 133 


Consumer Generalization of Nutrient Content Claims in Ad- 
vertising. J. Craig Andrews, Richard G. Netemeyer, and Scot Bur- 
ton, Journal of Marketing, 62 (October 1998), pp. 62-75. 
[Literature review, Hypotheses, Experiment, Misleading general- 
izations, General and specific nutrient content claims, Impacts, Ad 
disclosure and ad claim types, Nutntion knowledge, Statistical 
analysis, Implications for public policy.] 134 


Advertising's Internal Audience. Mary C. Gilly and Mary 
Wolfinbarger, Journal of Marketing, 62 (January 1998), pp. 69—88. 
[Literature review, Propositions, Interviews with employees and 
advertising decision makers, Comparisons, Perceptions, Accuracy, 
Value congruence, Effectiveness, Potential gaps and solutions, As- 
sessment.] 135 


Can Advertising Copy Make FSI Coupons More Effective? 
France Leclerc and John D.C. Little, Journal of Marketing Re- 
search, 34 (November 1997), pp. 473—84. [Theoretical discussion, 
Hypotheses, Two laboratory experiments, Scanner Panel data, Im- 
pacts, Executional cues, Brand loyalty, Involvement with product 
category, Statistical analysis.] 136 


2.9 Personal Selling 
See also 109, 148, 150, 151 


Effects of Ingratiation on Lateral Relationship Quality Within 
Sales Team Settings. David Strutton and Lou E. Pelton, Journal of 
Business Research, 43 (September 1998), рр. 1-12. [Literature re- 
view, Hypotheses, Survey of firms with industrial salespeople, 
Measures, Favor rendering, Court and counsel, Other-enhance- 
ment, Self-promotion, Behavioral and attitudinal conformity, Sta- 
tistical analysis, Managerial implications. ] 137 


Effects of Trait Competitiveness and Perceived Intraorganiza- 
tional Competition on Salesperson Goal Setting and Perfor- 
mance. Steven P. Brown, William L. Cron, and John W. Slocum 
Jr., Journal of Marketing, 62 (October 1998), pp 88-98. [Litera- 
ture review, Hypotheses, Survey of salespeople, Effects, Competi- 
tive psychological climate, Goal level, Self-efficacy, Statistical 
analysis.] 138 


Diversity in the Sales Force: Problems and Challenges. Lucette 
B Comer, J.A.F. Nicholls, and Leslie J. Vermillion, Journal of Per- 
sonal Selling and Sales Management, 18 (Fall 1998), рр. 1-20. 
[Trends, Indicators of problems (supervisory support, salespeo- 
ple’s comfort level), Road blocks to success (getting hired, corpo- 
rate networking, customer relations, upward mobility, supervisory 
support), Coping mechanisms, Success, Guidelines. ] 139 


An Exploratory Study of Gender and Age Matching in the 
Salesperson-Prospective Customer Dyad: Testing Similarity- 
Performance Predictions. Sean Dwyer, Orlando Richard, and C. 
David Shepherd, Journal of Personal Selling and Sales Manage- 
ment, 18 (Fall 1998), pp. 55-69. [Literature review; Hypotheses; 
Survey of insurance salespersons; Buyer/seller age similarity had 
no impact on sales performance, while gender mismatch actually 
enhanced performance. ] 140 


Peer Mentoring in the Industrial Sales Force: An Exploratory 
Investigation of Men and Women in Developmental Relation- 
ships. Leslie M. Fine and Ellen Bolman Pullins, Journal of Per- 
sonal Selling and Sales Management, 18 (Fall 1998), pp. 89-103. 
[Literature review; Research questions; Survey of salespersons; 


While men perceive greater benefits, women who are mentored by 
other women seem to gain in the area of job motivation.] 141 


Salesperson Race and Gender and the Access and Legitimacy 
Paradigm: Does Difference Make a Difference? Eli Jones, Jesse 
М. Moore, Andrea J.S Stanaland, and Rosalind АЈ. Wyatt, Jour- 
nal of Personal Selling and Sales Management, 18 (Fall 1998), pp. 
71-88. [Literature review, Hypotheses, Experiment, Purchase sce- 
nario, Salesperson credibility, Dimensions (trust-worthiness, lika- 
bility, attractiveness, expertise), Statistical analysis, Managerial 
1mplications.] 142 


Older Salespeople's Role in Retail Encounters. Jikyeong Kang 
and Julie Hillery, Journal of Personal Selling and Sales Manage- 
ment, 18 (Fall 1998), pp. 39—53. [Literature review; Hypotheses; 
Focus group interviews and survey of older and younger cus- 
tomers; Both groups indicated that older sales personnel showed 
more interest in helping them, were more likely to provide cloth- 
ing information, and showed more respect for them as customers.] 
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Adoption of New Products by the Sales Force: The Construct, 
Research Propositions, and Managerial Implications. Kwaku 
Atuahene-Gima, Journal of Product Innovation Management, 14 
(November 1997), pp. 498—514. [Literature review, Model presen- 
tation, Antecedents (salesperson characteristics, organizational fac- 
tors, sales control system, sales manager support, product 
1nnovativeness), Outcomes (sales performance, job satisfaction, 
customer satisfaction), Assessment.] 144 


Selling to Senior Executives: Part 2. Stephen J. Bistritz, Alston 
Gardner, and Jay E. Klompmaker, Marketing Management, 7 (Fall 
1998), pp. 18-27. [Survey of executives, Building credibility, Fac- 
tors, Providing resources, Understands business goals/objectives, 
Responsiveness to requests, Accountability, Salesperson's role, 
Success, Barners, Measures, Common language, Assessment, 
Guidelines ] 145 


Are Your Reps High? Melinda Ligos, Sales and Marketing Man- 
agement, 149 (October 1997), pp. 80-86. [Study, Illegal drug use, 
Impacts, Performance, Management attitudes, Drug testing and as- 
sistance programs, Guidelines ] 146 


Let There be Light. Sarah Lorge, Sales and Marketing Manage- 
ment, 149 (November 1997), pp. 87-90, 92 [Computer-based pre- 
sentations, Factors, Staff needs, Costs, Learning to use equipment 
and software packages, Message details, Handling problems, 
Guidelines.] 147 


2.10 Sales Management 
See also 64, 70, 72, 111, 112, 137, 138, 139, 141, 142, 144, 
145, 146, 147, 164 


Preinterview Biases: The Impact of Race, Physical Attractive- 
ness, and Sales Job Type on Preinterview Impressions of Sales 
Job Applicants Greg W. Marshall, Minam B. Stamps, and Jesse 
N. Moore, Journal of Personal Selling and Sales Management, 18 
(Fall 1998), рр. 21-38. [Literature review, Hypotheses, Ехреп- 
ment, Scenario, Vanables, Qualifications, Likelihood, of hiring, 
Starting base salary, Training required, Probability of success and 
promotion, Statistical analysis, Мапарепа! implications.] 148 


Harnessing Expert Judgment. Gary L. Lilien, Arvind Ran- 
gaswamy, and Timothy Matanovich, Marketing Management, 7 
(Fall 1998), рр 40-43. [Sales force size and allocation decisions, 
Intuitive and market-response methods, Syntex product model, 
Scenanos (status quo, full optimization, allocation optimization), 
Best uses, Assessment.] 149 


Sales and Marketing Management, 149 (December 1997), pp. 
62-66, 75-76, 79-80, 82-83. [Two articles on technology, Sales 
force automation, Learning the market, Marketplace changes, Im- 
pacts, Vendor selection, Survey, Sales managers, Online activities, 
Large versus small companies ] 150 


Overturning Turnover. Chad Kaydo, Sales and Marketing Man- 
agement, 149 (November 1997), рр. 50-52, 56-58, 60. [Competi- 
tion for salespeople, Impacts, Hiring practices, Compensation, 
Sales managers’ interactions, Uncertainty, Success, Guidelines.] 
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3. SPECIAL MARKETING APPLICATIONS 


3.1 Industrlal 
See also 36, 37, 41, 45, 46, 47, 48, 71, 74, 75, 76, 96, 103, 104, 
106, 108, 137, 141, 172, 173, 179, 200, 221 


The Effect of Manufacturing Technology on Purchase Con- 
tracts. Amt Buvik, /nternational Journal of Purchasing and Mate- 
rials Management, 34 (Fall 1998), pp. 21-27. [Literature review, 
Contingency theory, Transaction cost economics, Hypotheses, Da- 
ta collection, Buyer-seller dyads, Model, Buyer’s manufacturing 
technology, Asset specificity, Interactions, Frequency of exchange, 
Prior length of relationship, Buyer’s switching costs, Statistical 
analysis, Norway.] 152 


Purchasing and Supply Management: Trends and Changes 
Throughout the 1990s Robert J. Trent and Robert M. Monczka, 
International Journal of Purchasing and Materials Management, 
34 (Fall 1998), pp. 2-11. [Discussion, Performance improvement, 
Supplier and purchasing/sourcing, Organization, Systems develop- 
ment, Performance measurement, Supply base management, Pur- 
chasing responsibilities and activities.] 153 


Do Foreign-Owned and U.S.-Owned Establishments Exhibit 
the Same Location Pattern in U.S. Manufacturing Industries? 
J. Myles Shaver, Journal of International Business Studies, 29 
(Third Quarter 1998), pp. 469-92. [Literature review; Data collec- 
tion, Foreign-owned establishments favor coastal states and states 
with low unionization rates, low wage rates, and right to work leg- 
islation; Statistical analysis.] 154 


MRO Buyers Hesitate to Grow Card Programs. Susan Avery, 
Purchasing, 123 (October 23, 1997), pp. 94-95, 97. [Survey of 
buying operations; Maintenance, repair, and operating supplies, 
Procurement cards; Benefits; Problems, Success; Guidelines ] 155 


JIT Moves Up the Supply Chain. Tim Minahan, Purchasing, 125 
(September 1, 1998), pp. 46-47, 51-52, 54 [Manufacturing envi- 
ronment, Minimizing inventories, Process standardization, Elec- 
tronic data interchange, Quality, Cross-functional teams, 
Examples.] 156 


Buyers Crave Better Information Technology. Anne Millen 
Porter, Purchasing, 125 (September 15, 1998), pp. 18—19. [Survey 
of purchasing professionals, Problems, Integration of information, 
Supply management, Information sharing, Knowledgeable IT em- 
ployees, Training, Examples.] 157 


3.2 Nonprofit, Political, and Social Causes 
See also 22, 36, 39, 119, 134, 146, 176, 197, 204, 228, 236 


Non-profit Organizations’ Practices and Perceptions of Adver- 
tising: Implications for Advertisers. June Marchand and Sylvie 
Lavoie, Journal of Advertising Research, 38 (July/August 1998), 
pp. 33-40. [Literature review, Survey; Comparisons; Private, pub- 
lic, and parapublic, Search for free and available means of com- 
munication; Avoid controversial messages, Use several means of 
communication; Statistical analysis; Implications; Canada.] 158 


Impoverished Consumers and Consumer Behavior: The Case 
for AFDC Mothers. Ronald Paul Hill and Debra Lynn Stephens, 
Journal of Macromarketing, 17 (Fall 1997), pp. 32-48. [Literature 
review, Model development, Personal interviews, Attitudes, Re- 
strictions on income and purchasing power, Consequences, Coping 
strategies, Implications for welfare reform ] 159 


Social Activist Marketing: A Reconceptualization of Counter- 
marketing and Demarketing. Vernon О. Murray, Journal of Non- 
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profit and Public Sector Marketing, 5 (No. 4, 1997), рр. 3-25. [Lit- 
erature review, Domain interface (macro, macro-micro), Harmful 
demand and supply, Social and economic issues, Examples, Strate- 
gic implications.] 160 


Marketing Management in Nonprofit Organizations: A Cus- 
tomer Analysis of Church Volunteers. Walter W. Wymer Jr., 
Journal of Nonprofit and Public Sector Marketing, 5 (No. 4, 1997), 
pp. 69-90. [Literature review; Survey of organizations; Compar- 
isons with non-volunteers and secular volunteers; Values, lifestyle, 
and demographic descriptors provided the greatest utility in this 
study; Implications for marketing theory and practice.] 161 


3.3 International and Comparative 
See also 21, 31, 32, 33, 44, 45, 46, 50, 51, 54, 88, 89, 102, 118, 
132, 152, 154, 183, 188, 231 


American Business Education in Central Europe: Serving 
What Ends and for Whom? Robert A. Lupton and Duane G. 
Jansen, Business Horizons, 41 (July/August 1998), pp. 27-33. 
(Historical discussion; Survey of citizens, leaders, and high school 
students; Preference for American education; Benefits; Economic 
aspects; Costs; Assessment; Slovakia.] 162 


Country Managers in Transitional Economies: The Case of 
Vietnam. John A. Quelch and Christine M. Dinh-Tan, Business 
Horizons, 41 (July/August 1998), pp. 34—40. [In-depth interviews, 
Executive profiles, Entrepreneurs, Coaches, Time allocations, Ac- 
tual versus expected, Government relations, Finance/budgeting, 
Sales/marketing, Operations/administration, Assessment. ] 163 


The Earnings Gap Between Male and Female Sales Managers. 
Bulent Menguc, Industrial Marketing Management, 27 (September 
1998), рр. 385—400. [Literature review; Hypotheses; Survey of 
firms; Impacts; Individual-, firm-, and industry-level variables; 
Statistical analysis; Turkey.] 164 


An Empirical Examination of Market Orientation in Saudi 
Arabian Manufacturing Companies. Shahid N. Bhuian, Journal 
of Business Research, 43 (September 1998), pp. 13-25. [Literature 
review; Alternative measurement models; Hypotheses; Survey; 
Variables; Market onentation; Market intelligence generation, dis- 
semination, and responsiveness; Organizational performance; Sta- 
tistical analysis; Recommendations. ] 165 


Tapping the Emerging Americas Market John S. Hill and Giles 
D’Souza, Journal of Business Strategy, 19 (July/August 1998), pp. 
8—11. [Discussion, NAFTA, Consumer expenditures, Market po- 
tentials, Market reforms, Joint ventures, Market strategies, Exam- 
ples.] 166 


Language Structure and Categorization: A Study of Classifiers 
in Consumer Cognition, Judgment, and Choice. Bernd H. 
Schmitt and Shi Zhang, Journal of Consumer Research, 25 (Sep- 
tember 1998), pp. 108-22. [Literature review, Hypotheses, Six ex- 
periments, Perceived similarity between objects, Inferences, 
Attribute accessibility, Concept organization, Assimilation and 
contrast, Affect transfer, Worf, Assessment, People’s Republic of 
China, Hong Kong, Japan, US.] 167 


A Shopping Orientation Segmentation of French Consumers: 
Implications for Catalog Marketing Kenneth C. Gehrt and 
Soyeon Shim, Journal of Interactive Marketing, 12 (Autumn 
1998), pp. 34—46. [Literature review, Survey, Profiles (catalog, 
store, apathetic, relationship, non-aesthetic), Statistical analysis.] 
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The Internet and International Marketing: Is There a Fit? 
Saeed Samiee, Journal of Interactive Marketing, 12 (Autumn 
1998), pp. 5—21. [Conceptual framework, Structural issues (PC 
ownership, computer literacy, access, language, culture, regula- 
tions), Functional issues (information medium, mass marketing 
versus market segmentation, marketing mixes, information man- 
agement, customer discontent), Assessment. ] 169 
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Marketing Ethics Across Cultures: Decision-Making Guide- 
lines and the Emergence of Dialogic Idealism. Alexander L. Nill 
and Clifford J. Shultz П, Journal of Macromarketing, 17 (Fall 
1997), pp. 4-19. [Literature review, Ethnocentrism versus cultural 
relativism, Combination of deontological and teleological ele- 
ments for the purpose of framing managerial decisions, US, Eu- 
rope.] 170 


The Animosity Model of Foreign Product Purchase: An Em- 
pirical Test in the People’s Republic of China. Jil! Gabrielle 
Klein, Richard Ettenson, and Marlene D. Morris, Journal of Mar- 
keting, 62 (January 1998), pp. 89-100. [Literature review, Hy- 
potheses, Consumer survey, Measures, Product judgments, 
Willingness to buy, Consumer ethnocentrism, Animosity (war, eco- 
nomic), Statistical analysis, Managerial implications.] 171 


Explorations of National Culture and Word-of-Mouth Referral 
Behavior in the Purchase of Industrial Services in the United 
States and Japan R. Bruce Money, Mary C. Gilly, and John L. 
Graham, Journal of Marketing, 62 (October 1998), pp. 76-87. 
[Theoretical discussion, Hypotheses, Personal interviews, Com- 
parisons, Number of WOM sources consulted, Tie strength, Degree 
centrality, Statistical analysis, Managerial implications.) 172 


Success Through Customer-Driven New Product Develop- 
ment: A Comparison of U.S. and New Zealand Small Entre- 
preneurial High Technology Firms. Wm. E. Souder, David 
Buisson, and Tony Garrett, Journal of Product Innovation Man- 
agement, 14 (November 1997), pp. 459-72. [Literature review, 
Survey, Product Outcome Scale, Measures, Marketing and techni- 
cal proficiencies and skills, Project manager characteristics, 
R&D/marketing integration, Needs assessment, Statistical analy- 
sis.] 173 


The Shake-Out in Korea: How Small Firms Survive. Youngbae 
Kim and Byungheon Lee, Long Range Planning (UK), 31 (Octo- 
ber 1998), pp. 762-74. [Model proposal, Environmental changes, 
Impacts, Product/market segments, Resources/capabilities, Study 
of firms, Levels of performance (industry leader, innovator, de- 
fender, imitator, niche specializer), Assessment, Managerial impli- 
cations, Ceramic tile industry.] 174 


Computer-Mediated Communication and Majority Influence: 
Assessing the Impact in an Individualistic and a Collectivistic 
Culture. Bernard C.Y. Tan, Kwok-Kee Wei, Richard T. Watson, 
Danial L. Clapper, and Ephraim R. McLean, Management Science, 
44 (September 1998), pp. 1263-78. [Literature review; Model pre- 
sentation; Hypotheses; Laboratory experiments; Operationaliza- 
tion of national culture, task type, communication medium, and 
majority influence; Interactions; Practical and research implica- 
tions; US, Singapore.] 175 


Consumerism Sweeps the Mainland. Louis Tong, Marketing 
Management, 6 (Winter 1998), pp. 32-35. [Economic reforms, Pri- 
vatization, Income levels, Modernization, Convenience products 
and services, Health-consciousness, Information and culture, Con- 
sumer power, Examples, China.] 176 


Can European Insurers Create Value? Marc Beaujean, Lars Ja- 
cob Bo, Michael Muth, Simen Vier Simensen, and Thomas Vels, 
McKinsey Quarterly (No. 3, 1998), pp. 20-30. [Strategic planning, 
Business growth, Acquisitions and mergers, Restructuring, Core 
skills (buying, selling, leveraging intangible assets), Assessment.] 

177 


Gold from Noodles. James Hexter, Javier Perez, and Anthony 
Perkins, McKinsey Quarterly (No. 3, 1998), pp. 58—72. [Discus- 
sion, Joint ventures, Packages foods, Competition, Success factors, 
Select structurally advantaged categories, Price at value-for-mon- 
еу levels, Build scale quickly, Invest in marketing and sales огра- 
nization, Build brand equity, China.] 178 


Logistics Providers Set Up Shop. Tim Minahan, Purchasing, 125 
(September 15, 1998), pp. 83, 85. [Manufacturers, Global sourc- 
ing, Supply chain management, Distribution networks, Regional 
trade hubs, Examples.] 179 


An American in Shanghai. Geoffrey Brewer, Sales and Market- 
ing Management, 149 (November 1997), pp. 38—46. [Free-market 
reform, Cultural aspects, Negotiations, Joint ventures, Customer 
relations, Services, Government control, Case study.] 180 


3.4 Services 
See also 7, 9, 23, 41, 47, 55, 59, 76, 78, 79, 80, 104, 113, 127, 
128, 140, 155, 172, 177, 209, 212, 226, 236, 237 


Тһе Marketing of Power. Rebecca Piirto Heath, American De- 
mographics, 19 (September 1997), pp. 59-63. [Utility companies, 
Competition, Market strategy, Pricing, Branding, Market seg- 
ments, Customer orientation, Community issues, Examples.] 181 


The Economic Value of Caring. L. Michele Issel and David 
Kahn, Health Care Management Review, 23 (Fall 1998), pp. 
43-53. [Literature review, Cost analysis, Effects, Patient satisfac- 
tion, Physiology, Self-disclosure, Self-esteem, Legal cost reduc- 
tion, Subsequent use of medications, Laboratory tests, Procedures, 
Assessment, Managerial implications.] 182 


Foreign Market Entry Mode Choice of Service Firms: A Con- 
tingency Perspective. Ikechi Ekeledo and K. Sivakumar, Journal 
of the Academy of Marketing Science, 26 (Fall 1998), pp. 274-92. 
[Literature review, Model presentation, Propositions, Product clas- 
sification, Internal and external environments, Location of produc- 
tion, Level of involvement, Assessment, Managerial and research 
implications.] 183 


Exploring the Determinants of Broadway Show Success. Snni- 
уаз К. Reddy, Vanitha Swaminathan, and Carol М. Motley, Jour- 
nal of Marketing Research, 35 (August 1998), pp. 370-83. 
[Literature review, Model presentation, Study, Information sources 
(critics’ reviews, previews, advertising), Objective features (ticket 
prices, show type, talent characteristics, timing of opening), Statis- 
tical analysis.] 184 


The Impact of Outcome, Competency and Affect on Service 
Referral. Madeline Johnson, George M. Zinkhan, and Gail S. Ay- 
ala, Journal of Services Marketing, 12 (No. 4 and 5, 1998), pp. 
397-415. [Literature review, Model development and testing, Hy- 
potheses, Laboratory experiment, Scenarios, Effects, Outcome, 
Competency, Courtesy, Joy, Disgust, Path analysis. ] 185 


Opportunities for Marketing Travel Services to New-Age El- 
derly. Anil Mathur, Elaine Sherman, and Leon G. Schiffman, Jour- 
nal of Services Marketing, 12 (No. 4 and 5, 1998), pp. 265-77. 
[Literature review, Convenience sample, Comparisons, Traditional 
elderly, Value orientations, Travel and related behavior, Interests in 
different types of leisure activities, Sources of information, Statis- 
tical analysis, Implications. ] 186 


The Effect of Guarantees on Consumers’ Evaluation of Ser- 
vices. Amy L. Ostrom, Journal of Services Marketing, 12 (No. 4 
and 5, 1998), рр. 362-78. [Literature review, Propositions, Two 
studies, Guarantees can increase pre-purchase evaluations and are 
most useful when the purchase situation is perceived to have a 
higher degree of risk, Obtaining other information regarding qual- 
ity can reduce the influence of a guarantee. ] 187 


Internationalization of Services: The Service Exporting Deci- 
sion. Kathryn Frazer Winsted and Paul G. Patterson, Journal of 
Services Marketing, 12 (No. 4 and 5, 1998), рр. 294—311. [Discus- 
sion, Hypotheses, Survey of consulting engineering firms, Firm 
characteristics, Attitudes toward exporting, Barriers, Domestic en- 
vironment, Motivations to export, Statistical analysis, Managerial 
implications and recommendations. ] 188 


Managing Emotions. Laurette Dube and Kalyani Menon, Market- 
ing Health Services, 18 (Fall 1998), pp. 34—42. [Discussion, Hy- 
potheses, Survey of patients, Identifiable factors, Predictive power, 
Service-specific and temporal-phase specific effects on satisfac- 
tion, Effects of temporal correspondence between service delivery 
and emotion, Managerial implications, Canada.] 189 


Out of Plan. Charles W. Lamb Jr., Julie Baker, and Roger Gates, 
Marketing Health Services, 18 (Fall 1998), pp. 26-33. [Discussion; 
Survey of HMO affiliated physicians, office managers, and admin- 
istrators; Overall satisfaction; Factors; Quality assurance; Perfor- 
mance compared to other HMOs; Claims; New patents; 
Pre-certification; Payment policy; Network; Deserving support; 
Credentialing programs; Feedback; Screen physicians; Statistical 
analysis; Managerial recommendations.] 190 


Relationships Building. James W. Peltier, Thoms Boyt, and John 
A. Schibrowsky, Marketing Health Services, 18 (Fall 1998), pp. 
16—24. [Patient-provider relationships, Building process, Relation- 
al bonds (financial, social, structural), Survey of patients, Percep- 
tions, Service quality dimensions, Joint and individual impacts, 
Strategic implications.] 191 


Satisfaction by Design. Lisa Poulter Hair, Marketing Health Ser- 
vices, 18 (Fall 1998), pp. 4-8. [Facilities, Functions, Efficiency, 
Customer-friendly, Information management, Examples.] 192 


If You Can't Beat ‘Em.... David Volz, Marketing Health Services, 
18 (Fall 1998), pp. 10-14. [Discussion, Community health pur- 
chasing alliances, Benefits, Employer reactions, Most insurers 
want to offer their products through alliances. ] 193 


Taming Technology. Martin S. Roth, Marketing Management, 6 
(Winter 1998), pp. 20-30. [Executive interviews, Customer rela- 
tions, Impacts, Database and World Wide Web marketing, Appli- 
cations, Research on segmentation and target marketing, Product- 
and benefit-based communications, Channels of distribution, Cus- 
tomer service, Financial services industry.] 194 


4. MARKETING RESEARCH 


4.1 Theory and Philosophy of Science 
See also 12, 21, 22, 25, 42, 56, 59, 69, 72, 73, 86, 98, 136, 170, 
215, 216, 220, 227 


The Role of Economic Value, Social Value, and Perceptions of 
Fairness in Interorganizational Relationship Retention Deci- 
sions. Jule B. Gassenheimer, Franklin S. Houston, and J. Charlene 
Davis, Journal of the Academy of Marketing Science, 26 (Fall 
1998), pp. 322-37. [Literature review; Model based on theoretical 
foundations of transactional cost analysis, social exchange, and 
distributive justice; Propositions; Dyadic patterns of behavior; As- 
sessment; Managerial implications.] 195 


Customer Lifetime Value: Marketing Models and Applications. 
Paul D. Berger and Nada I. Nasr, Journal of Interactive Marketing, 
12 (Winter 1998), рр. 17—30. [Literature review, Economic worth 
of a customer, Mathematical equations, Sales, Contribution mar- 
gins, Profits, Cash flows, Acquisition/retention tradeoffs, Митеп- 
cal examples, Managerial implications.] 196 


Income, Consumption, and Subjective Well-Being: Toward a 
Composite Macromarketing Model. Aaron C. Ahuvia and Dou- 
glas C. Friedman, Journal of Macromarketing, 18 (Fall 1998), pp. 
153-68. [Literature review, Material norms and оста! comparison, 
Theory and measures, Comparison to one’s past, Strategic use of 
social comparisons, Goal attainment and hedonic perspectives, As- 
sessment.] 197 
Modeling Retail Trade Areas Using Higher-Order, Multiplica- 
tively Weighted Voronoi Diagrams. Barry Boots and Robert 


South, Journal of Retailing, 73 (Winter 1997), рр. 519-36. [Dis- 
cussion, Assumptions, Customer preferences for nearest most at- 
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Marketing, Media, and 
McLuhan: Rereading 
the Prophet at 
Century’s End 


Canadian-born Herbert Marshall McLuhan once was de- 
scribed as a contemporary Aristotle and was even declared a 
“national resource” in Canada. In 1967, everyone, it 
seemed, wanted McLuhan to speak to them during the “Year 
of McLuhan” (Gordon 1997, p. 226). Yet, how much do 
marketing specialists know of his work today? Marshall 
McLuhan’s considerable body of work—a real intellectual 
treasure—sadly is hidden from most marketing scholars. 
The purpose of this review is to help marketing scholars re- 
discover McLuhan. Why review McLuhan’s work at this 
late date? Simple; many of his ideas ring more true today 
than they did when he first wrote them. It also may come as 
something of a surprise that McLuhan had so much to say 
about marketing and that his work challenges many areas of 
received marketing wisdom. 

The once-enormously popular English professor pic- 
tured himself as a blind man tapping his cane in all direc- 
tions to discover the nature of the media environment. He 
wanted everyone who would listen to understand that the 
new electronic media had radically altered the way people 
think, feel, and act. Above all, McLuhan wanted people to 
understand that electronic media had changed the world 
forever. 

After lying largely dormant for almost 30 years, 
McLuhan is being brought back into intellectual currency 
because he studied the very subjects that so interest educa- 
tors, managers, technologists, and other members of society 
today. In the wake of globalization, postmodernism, decon- 
structionism, and other intellectual movements, McLuhan 
no longer seems as eccentric as he once did (Benedetti and 
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DeHart 1997, p. 77). He is being rediscovered because 
many of the “strange” things he said 30 years ago are now 
“sight.” McLuhan's grand conclusion was deceptively sim- 
ple; changes in modes of communication reshape human 
existence. 

On communication itself, for example, McLuhan recog- 
nized an inherent difficulty (Stearn 1968, pp. 326-27). Peo- 
ple can communicate effectively nonverbally because they 
share cultural objects and behaviours, such as drinking, 
smoking, or talking about the weather. Verbal communica- 
tion, conversely, takes place only inadequately and seldom 
is understood properly. McLuhan held that communication 
was actually rare in human affairs and that to complain 
about a lack of communication was naive. We live in the il- 
lusion, he argued, that communication happens all the time. 
Thus, it seems awful when communication does not happen. 
Yet, the rarest of things is a point-to-point correspondence 
between what is said, done, thought, and felt between peo- 
ple. According to McLuhan, communication is only ever the 
slightest 


tangential area of touch, agreement, and so on among peo- 
ple.... The idea of complete identity is unthinkable. Most 
people have the idea of communication as something 
matching what is said and what is understood. In actual 
fact, communication is making. The person who sees or 
heeds or hears is engaged in making a response to a situa- 
tion which is mostly of his own fictional invention.... We 
are always improvising interpretations of everything we 
do, see, feel, and hear. With ingenuity, with great skill, we 
improvise responses in order to enable us to continue our 
relations with our fellows (quoted in Stearn 1968, p. 327). 


McLuhan had a knack of viewing things differently. He 
once said that humankind was becoming nomadic in a way 
it never had been before, as gatherers of information. This 
comment preceded surfing the Internet by 30 years! For a 
brief time, McLuhan was the prophet of the then-new me- 
dia, radio, television, computers, networking, and interac- 
tivity. As a “prophet,” he made assertions that are now 
common currency. For example, 


there 1s a steady progression towards commercial 
exchange as the movement of information itself (McLuhan 
1964); 


the electronic culture of the global village confronts us 
with a situation in which entire societies inter-communi- 
cate by a sort of “macroscopic gesticulation,” which is not 
speech at all in the ordinary way (McLuhan and Fiore 
1968); and 
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the computer could become the basis of a cottage economy 
(McLuhan 1970). 


In observing the rise of the new communication media, 
McLuhan was disturbed by the insidious stealth of their ac- 
ceptance in society. His way of dealing with this new world, 
which he found so distasteful, was to try to “escape into un- 
derstanding,” especially to try to understand the media of 
communication and scrutinize the body of communication 
theory in use in commercial circles. 

As a media theorist, McLuhan perceived huge implica- 
tions of mass media for contemporary life. He loudly voiced 
his concerns in a series of essays on the effects of media on 
culture and society. Whereas European studies have focused 
on broad cultural issues rather than specific media effects, 
McLuhan realized that media mediate culture by articulat- 
ing, interpreting, and creating it. He regarded the cultural 
upheavals of post-1950s Western societies as a direct result 
of the information explosion fostered by television and the 
computer. 

McLuhan’s work provides many insights into the impact 
of electronic media on people’s habits of thought and styles 
of feeling. Changes in communication technology, such as 
the phonetic alphabet, printing press, telegraph, and com- 
puter, radically altered the way people process sensory ex- 
perience (Levinson [1997] pursues this argument further). 
The equilibria of human senses were altered by technology. 
The coming of the electronic age was a point of inflection in 
human history. Although there is perhaps nothing radical in 
such statements in contemporary management and social 
thinking, it must be remembered that McLuhan said them in 
the late 1950s. | 

As a cultural commentator, his great insight was that 
“we shape our tools and they in turn shape us.” His theory 
was premised largely on technological determinism. 
McLuhan interpreted human history from a media perspec- 
tive, identifying three major transitions between the tribal, 
literate, print, and electronic ages (see also Levinson 1997). 

He always insisted that the question should not be, “Is 
this a good or bad thing?” but rather, “What’s going on?” In 
other words, moral judgment should not be substituted for 
insight into what is actually happening; “Moral indignation 
is a technique used to endow the idiot with dignity” 
(Benedetti and DeHart 1997, p. 167). . 

McLuhan studied the massive explosion in communica- 
tions technologies. He believed that many people did not un- 
derstand the phenomenon, because most people live “in the 
rear-view mirror" (see Marchand 1989, p. 209), moving 
ahead in time but living in the past and using the lenses of 
yesterday to assess what is experienced in the present. By 
studying the present, McLuhan appeared to many people to 
be the prophet of the future. Advertising and television ex- 
ecutives loved his vision of what was to come. When asked 
to make predictions, however, he often insisted that his 
opinions were unimportant. He would tell his growing band 
of student and executive disciples that what was important 
was to pay attention to what was going on around them. 

Thirty years ago, McLuhan was using such terms as on- 
line, wired, and the Web. In rereading his work today, read- 
ers can get closer to experiences of the realities of the 


currently emerging electronic culture. By reexamining his 
legacy, it is possible to learn to re-see what is familiar. 
McLuhan provides “а set of answers to questions that no- 
body else asks and nobody else answers" (Benedetti and De- 
Hart 1997). 

But what was his work about? What is its current rele- 
vance for marketers? To answer these questions, the central 
concepts (with contemporary significance) in a vast, often 
intentionally repetitive body, or mosaic, of ideas first must 
be identified. Then it must be determined what McLuhan 
had to say about the particular human communication prob- 
lems of interest to the marketing specialist. Perhaps there is 
no grand theory of communication in his work, but simply a 
set of individual ideas and images. Perhaps his most famous 
metaphors—"the global village" and "the medium is the 
message" and so on—can say something about the emerging 
information age. McLuhan often tossed out his aphorisms 
(or verbal hand grenades, as he called them) to ensure that 
people did not seek answers without first seeking the appro- 
priate questions. I now turn to examine some of the subjects 
embedded in his key aphorisms. 


The Global Village 


The global village was and is more metaphor than reality. 
Тће accelerating diffusion of electronic media brings people 
potentially in touch with everyone, everywhere, instanta- 
neously; closed human systems no longer exist; linear logic 
is useless; what people feel is more important than what 
they think in the mosaic of instantaneous contact. In 1964, 
McLuhan foresaw instantaneous communication through 
the coming of the microcomputer-processed information 
revolution, 30 years before the Internet became popular. 
Consider the following, for example: “There are no remote 
places. Under instant circuitry, nothing is remote in time or 
in space. It’s now" (McLuhan 1965). The global village is 
created by instant electronic information movement. This 
does not necessarily mean harmony, but rather extreme con- 
cern for or involvement in everyone else's business. There is 
a new degree of proximity, a widespread new interrelation- 
ship. People need to know what this means to them. The pri- 
vacy of the book was abolished by the advent of film, radio, 
and television, which promotes the reemergence of a com- 
munal, visual/aural/tactile space, the global village. 

For the first time in human existence, people have be- 
come members of a single community that is united by 
shared knowledge and danger. The members of the many 
small societies that make up the world have become aware 
of one another in such a way that consciousness of what dif- 
ferentiates their small society from others heightens the self- 
consciousness of each. No such single, interacting 
community has existed before. In McLuhan’s own words, 


The alphabet (and its extensions into typography) made 
possible the spread of the power that is knowledge and 
shattered the bonds of tribal man, thus exploding him into 
an agglomeration of individuals. Electric writing and 
speed pour upon him instantaneously and continuously the 
concerns of all other men. He becomes tribal once more. 
The human family becomes one tribe again (McLuhan 
1964). 
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Since the telegraph and radio, the globe has contracted, 
spatially, into a single large village. Tribalism 1s our only 
resource since the electromagnetic discovery (McLuhan 
1962). 


There is an instant implosion of specialized and frag- 
mented civilization. All the bits of fallout from the industri- 
al revolution are being reassembled into an organic whole. 
The world becomes a single village community. Clearly, this 
has implications for business, as witnessed in the growth in 
international marketing, global branding, and intercultural 
business during the past two decades. This perspective is 
now central to and commonplace in business and manage- 
ment theory. 

McLuhan’s idea of the global village, radical as it 
seemed in the 1960s, is perhaps obvious today, exposed as 
people are to CNN, МТУ, the Internet, videoconferencing, 
cyberspace, virtual reality, and jet travel. But it is really on- 
ly now, in the late 1990s, that this can be said. The online 
community is the first true global village (Levinson 1997, p. 
129). 


Violence and Identity 


McLuhan’s quest differed from that of most scientists. His 
observations on how the tools people shape in turn shape 
them led him to an unusual question: What are the effects of 
the new media? He asked this question because he discerned 
the emergence of a disconnected existence for people 
through the electronic media: the creation of mass human in 
an all-at-once information environment, the reduction of the 
person to the nonentity. The individual in such a simultane- 
ous culture finds his or her private individuality erased. Vi- 
olence then becomes a quest for identity; he or she seeks to 
discover “Who am I?" and “What are my limits?" 


Every child on the planet since TV has lost his identity and 
so becomes a violent force (McLuhan 19692). 


Violence, whether spiritual or physical, is a quest for iden- 
шу and the meaningful. The less identity, the more vio- 
lence (McLuhan 1976). 


The electric surround of information that has tended to 
make man a superman at the same time reduces him into а 
pretty pitiable nobody by merging him with everybody 
(McLuhan 1974). 


In the Eighties, as we transfer our whole being to the data 
bank, privacy will become a ghost or echo of its former 
self and what remains of community will disappear 
(McLuhan 1980). 


Watching television or playing video games or surfing 
the Net requires minimal social interaction; users can be- 
come anyone and no one. This clearly has implications for 
marketers, because the proliferation of electronically medi- 
ated communication that disseminates the script of the pro- 
ducer has widespread effects beyond the message of its 
content. Mostly these effects are serious and irreversible, yet 
unforeseen and not recognized by their producers. 
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The Medium Is the Message 


This famous phrase often is quoted out of context and left to 
hang in conversations, with only implicit meaning. What it 
meant for McLuhan was that he was deeply troubled by the 
all-too-ready acceptance of the new media. He wrote, "To- 
day, the monarchy of print has ended and an oligarchy of 
new media has usurped most of the power of that five-hun- 
dred-year-old monarchy” (McLuhan 1959), and this "trans- 
forming power of media is easy to explain, but the ignoring 
of this power is not at all easy to explain" (McLuhan 1964). 

For McLuhan, the medium of communication was not 
an inert conduit. Consciousness and cognitive and perceptu- 
al processes could not be abstracted from their environment 
or context. The medium determines the modes of perception 
and the matrix of assumptions within which objectives are 
set. The same words spoken face-to-face, printed on paper, 
or presented on television result in three different messages. 
Media conventions, not information, are what is important, 
and how they affect the way people perceive the world is 
much more significant than the text being carried. А medi- 
um is in between and a go-between of people's minds (Gor- 
don 1997, p. 188). Media can obstruct as well as enable 
communication. Communication is a perceptual experience. 
The impact is subliminal but effective on affect. Attitudes 
are not ideas put into a person's mind with words, they are 
emotional responses that can be drawn out of people 
through association with familiar sounds. Electronic media 
do not instruct, they strike a responsive chord, and the “‘ef- 
fects of technology do not occur at the level of opinions or 
concepts, but alter sense ratios or patterns of perception 
steadily and without resistance" (McLuhan 1964, p. 18). 

Perhaps the most important effect of media is that they 
affect habits of perception and thinking; they do not simply 
deliver content (some of which is intended to alter thinking, 
awareness, knowledge, attitudes, opinions, and behavior). 
Thus, и becomes important to turn from the content to the 
total effect of messages, because the “‘content’ of the medi- 
um is like the juicy piece of meat carried by the burglar to 
distract the watchdog of the mind" (McLuhan 1964, p. 18). 
The important effects come from media form, not content 
(which can be almost irrelevant). 

The content of a medium is always another medium. 
Thus, the "effect of the medium is made strong and intense 
just because it is giverf another medium as content. The con- 
tent of a movie is a novel or a play or an opera. The effect 
of the movie form is not related to its program content. The 
content of writing or print is speech, but the reader is almost 
entirely unaware either of print or of speech" (McLuhan 
1964). 

In studying the medieval trivium of logic, grammar, and 
rhetoric, McLuhan noticed that modern day advertisers were 
using the same techniques as the ancient rhetoricians. In- 
deed, all communication carries out a rhetorical agenda. 
McLuhan insisted that advertising was one of the great art 
forms of the age. He analyzed the rhetorical devices used in 
advertisements to identify the underlying social attitudes 
they conveyed (McLuhan 1967). Advertisers, he argued, 
knew instinctively their job was not to convey an idea, but 
to achieve an effect. He hated the corrupt use of art in ad- 


vertisements, dismissing much advertising as “systematic 
sophistry and hallucination” (McLuhan 1947). Neverthe- 
less, he maintained that people should pay serious attention 
to advertisements, because only then would the advertise- 
ments lose their power. For McLuhan (1964), the best way 
to oppose something was to understand it, “then you know 
where to turn off the buttons.” 

McLuhan's “medium is the message” message comes 
out clearly in his distinction between ground and figure 
(Gordon 1997, рр. 308—309). He “always said that the out- 
of-awareness aspects of communication are where the ac- 
tion is. The content—where you're focused, where your 
attention is focused on the figure—is often almost meaning- 
less" (Benedetti and DeHart 1997, p. 135). McLuhan put it 
this way: 

[The] ground of any technology is both the situation that 

gives rise to it as well as the whole environment (medium) 

of service and disservices that the technology brings with 

1t. These are side effects and impose themselves as willy- 


nilly as a new form of culture. The medium 1s the message 
(McLuhan and McLuhan 1988). 


This leads to a sort of switching, whereby the ground be- 
comes the figure, and the figure the ground, whereby the “ад 
will become a substitute for the product and all the satisfac- 
tion will be derived informationally from the ad and the 
product will be merely a number in some file somewhere" 
(McLuhan 1966). What does this mean? Simply that we are 
“moving ... from an era when business was our culture into 
an era when culture will be our business.... The movie in- 
dustry is thus an inseparable portion of the advertising in- 
dustry in providing the necessary drama of consumption, in 
which the ads merely provide the news" (quoted in Benedet- 
ti and DeHart 1997). Along the same lines, McLuhan pre- 
dicted in the 1970s that a politician's image (ground) would 
become more important than the politician themselves (fig- 
ure), well before film star Ronald Reagan and saxophone- 
wielding Bill Clinton took to the political stage. 

An innovative critic of advertising, McLuhan contended 
that advertisements were always good news and required a 
balance of bad (real) news to counteract their effects. He al- 
so criticized advertising as numbing, dulling people to alter- 
native input through the bias created by an ascendant 
medium. He regarded advertising as.the “саме art of the 20% 
Century—neither is intended to be examined in detail but to 
create an effect. Both express corporate aims, rather than 
private thoughts" (quoted in Gordon 1997, p. 246). Adver- 
tising, radio broadcasts, and popular journalism are inher- 
ently philistine. Marketers must think more deeply about 
what they are doing. 


Hot and Cold Медіа 


McLuhan classified media according to how the physical 
senses process input. The “effect of a medium is in what it 
omits and what we supply" (quoted in Gordon 1997, p. 314). 
No sense functions in isolation. Within the human sensori- 
um, each of the senses reacts with others and translates these 
other senses into their own mode of perceiving. In this 
sense, he classified media as “hot” and “cool” (see Table 1). 
Hot media are targeted at a single sense receptor. А. hot 





TABLE 1 

Media Contrast: Definitlon and Particlpation 
Cool Media Hot Media 
Television Magazine 
Telephone Movie 
Cartoon Radio 
Hieroglyphics Lecture 
Speech Book 
Discussion Photograph 





medium focuses on or extends a single sense. They are low 
in participation, whereas cool media are high in audience 
participation. For example, speech is a cool medium be- 
cause so little information is given and so much must be 
filled in by the listener (McLuhan 1964). Hot media leave 
less to be filled in by the audience and require less partici- 
pation. Hot media tend to be highly visual, logical, mechan- 
ical, uniform, repetitive, specialist, and private. They focus 
on the figure in the foreground. Cool media tend to be aur- 
al, intuitive, participative (interactive), personal, original, 
nonspecialist, and emotionally involving and clarify the sur- 
rounding context, enabling perceivers to insert themselves 
into the story. 

In choosing a hot medium, the communicator excludes 
the audience from empathy and participation, encouraging 
specialization and fragmentation. Any intense experience 
must be reduced to a cool state, through play, before it can 
be learned or assimilated. The ubiquity of the telephone and 
television is changing (previously) hot society into a cool 
one. When a corporation or executive lacks an image, the 
press (a hot medium) rejoices in its compulsion to fill in an 
image for the public (McLuhan and Zingrone 1997). 

When any one sense, especially the visual, is “hotted 
up" to the point of domination in any situation, the other 
senses are suppressed. According to McLuhan, this hotting 
up of one sense effects hypnosis, whereas the cooling of all 
senses results in hallucination. 


Extensions of People 


McLuhan had another unique perspective on the relation- 
ship between communication media and people. He saw me- 
dia as extensions of people's physical existence. Again, for 
McLuhan, this was being missed in the rush to sell and de- 
ploy the new media. 


It 1$ man who is the content of the message of the media, 
which are extensions of himself. Electronic man must 
know the effects of the world he has made, above all 
things (McLuhan 1972). 


Unlike previous environmental changes, the electric media 
constitute a total and near instantaneous transformation of 
culture, values and attitudes (McLuhan 1974). 


Thus, the book is an extension of the eye, the wheel is an 
extension of the foot, clothing is an extension of the skin, 
and the electronic circuit is an extension of the central ner- 
vous system. Media are anything that amplify or intensify a 
bodily organ, sense, or function. Media not only extend peo- 
ple's reach and increase their efficiency, they also act as fil- 
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ters to organize and interpret social existence so that any 
“extension, whether of skin, hand, or foot, affects the whole 
psychic and social complex” (McLuhan 1964). 

In the electric age, media serve primarily as extensions 
of the nervous system through the personal computer, “a 
live model of the central nervous system itself’ (McLuhan 
1964). Along similar lines, media are an extension of people 
in McLuhan’s vision of globalization, as the laying out of 


our own electric networks on a global scale by cables, by 
telegrams, by radio, by all sorts of electric means. These 
circuits are loaded with data that move instantly and that 
have become indispensable to all decision-making in the 
Western world in business, in education, and in politics 
(McLuhan 1965). 


What Is McLuhan’s Message? 


McLuhan is the guru of the electronic age, the literary schol- 
ar who sidestepped mainstream science to study the effects 
of electronic media on individuals and society. Deeply con- 
cerned about the social implications of commercially driven 
communication and choice of media, he recognized that the 
problem of changing technology is not about technology, 
but about the connection of people. Social reality is deter- 
mined (and changed) by communication technology. As 
prophet, McLuhan saw the shift from hardware and automa- 
tion to software and spiritual values long before it became 
apparent to lesser mortals. Oddly, prophet though he was, 
McLuhan was concerned chiefly with predicting the pre- 
sent. His whole technique was tied up in finding out what 
was going on around him in the present. 

Understanding media was, for McLuhan, the key to con- 
trolling them. He wanted to know whether and how media 
forms affect social relations, political ideas, psychic habits, 
and the human sensorium. McLuhan’s “probes” into the na- 
ture of electronic media showed him how sensorially lop- 
sided modern literate people had become—highly visual, 
craving all-at-once, in-depth involvement of the senses. The 
old media were becoming the content of the new, shifting 
from a broadcast to an interactive mentality, overloading the 
global village with information, threatening human values, 
and eliminating the experience of private identity. 

McLuhan regarded media effects holistically in terms of 
their impact on the human psyche and society. The new 
electronic media have created an environment that forces 
people to organize events rapidly, which forces assimilation 
and understanding of events as they occur. No wonder there 
is such a communication gap between electronic and pre- 
electronic age groups! Rereading McLuhan’s words certain- 
ly made me acutely aware of the electronic intermediation in 
the research for, the production of, and delivery of this arti- 
cle. Some readers will take it even further, comfortably ac- 
cessing this work online within a web of hyperlinks and 
keywords. 

McLuhan did not believe in testing his research; just as 
a painting or poem cannot be contradicted, his ideas tran- 
scended rebuttal. Accordingly, he argued that “debate pack- 
ages knowledge for display ... dialogue organizes ignorance 
for discovery” (quoted in Gordon 1997, p. 333). As a schol- 
ar of rhetoric and literature, McLuhan might have been la- 


152 / Journal of Marketing, July 1999 


beled a humanist, yet the cause-and-effect certainty of his 
technological determinism leaned more toward science than 
many of his critics recognize. He maintained that his work 
was intended to provide not answers, but rather a way of 
studying the media. McLuhan’s pronouncements were often 
provocative, original, aphoristic, cryptic, and even exasper- 
ating. Many have criticized his work, but just as many rec- 
ognize his uniqueness. He made people think in ways they 
never would have without him. 

Rebuffed by some scholars as too much of a self-publi- 
cist and by others for failing to generate significant theory, 
McLuhan ironically failed in his quest to help others under- 
stand mass communication. Attempts to test some of 
McLuhan’s ideas have been confounded by the sheer prob- 
lem of scale—his ideas dealt with effects too far-reaching, 
pervasive, and long-term to be tested in manageable studies. 
For those who regard testability as the mark of a good theo- 
ry, McLuhan may seem difficult to take seriously. Typically, 
he had an explanation for this too: Detractors are left-brain 
critics, incapable of understanding right-brain concepts. To 
be fair, readers must conclude that McLuhan has heightened 
awareness of possible cultural effects of new media tech- 
nologies, even if he cannot be acclaimed as a rigorous sci- 
entist. Kenneth Boulding probably summed up McLuhan 
best when he said that it is “typical of very creative minds 
that they hit very large nails not quite on the head” (quoted 
in Stearn 1968, p. 57). 


McLuhan and Marketing 


Tom Wolfe once pondered the question, “What if he 
[McLuhan] is right?" What would it mean for marketers? 
The consequences are vast. For example, if media power- 
fully shape and reshape lives, marketers certainly have some 
responsibility for the effects of their wholesale use of medi- 
ated communication technology. And if marketers are to be 
responsible for the effects their tools have, they certainly 
must learn to understand these tools in ways that traditional 
modes of research have ill-equipped them to do. 

Marketers are communicators and need to study the ef- 
fects, not just the effectiveness, of the media available to 
them. Marketing traditionally has focused only on the con- 
tent of communication. If McLuhan is right, this is to mis- 
understand the nature of mediated communication. 
McLuhan would have marketers understand the message as 
the effect experienced by the apprehender, not the content 
introduced by the initiator. А deeper appreciation of the hu- 
man condition would help people rethink the nature of 
“communication” and “message.” McLuhan provides the 
wider perspective to help deal with the consequences of the 
wholesale marketization of society. Other disciplines 
seem to understand the larger position marketing has in 
society; too often, marketing academics and practitioners 
are blind to this, content to amuse themselves with the trivial 
pursuit of content manipulation. Business has become the 
making and marketing of culture. Marketers’ social (not to 
say academic) responsibility lies in deep involvement with 
the communication process, less so in crafting clever 
“communications.” 


McLuhan also understood (again, typically, in his inim- 
itable way) the implications for segmentation more than 30 
years ago. (As such, he becomes a competitor with Wendell 
Smith for laurels as the inventor of segmentation.) His 
“competitive exclusion principle” (McLuhan and Powers 
1989) argues that competition creates resemblance (1.е., 
mimetic behavior) as corporations competing over a market 
niche grow more alike, increasing competition between 
them and making it more difficult to gain market share. The 
only way out of this bind, he argued, is to change the rules 
of the game. This is the real communication challenge for 
marketers, requiring far more participatory communication 
systems than persuasive promotional “messages.” 


Which McLuhan to Read? 


McLuhan wrote, cowrote, and edited 22 books and hundreds 
of essays and speeches. Where should the interested mar- 
keter begin? The easiest way to get a comprehensive 
overview of McLuhan is to dip into Eric McLuhan and 
Frank Zingrone’s (1997) Essential McLuhan. This is 
McLuhan’s choicest meat cut small. As such, it gives the 
sense without the full context. However, there is nothing 
like the original uncut. The adventurous will be well re- 
warded by tackling The Gutenberg Galaxy (1962) and Un- 
derstanding Media (1964), essential reading for 
understanding what the great man had to say about the new 
modes of communication. The Laws of Media (McLuhan 
and McLuhan 1988) offers an attempt at distilling the theo- 
retical contribution from McLuhan’s massive and wide- 
ranging output of probes, aphorisms, and criticisms of 
today’s “spastic conditions” in society. The man himself is 
found best perhaps in Gordon’s Escape into Understanding 
(1997), essential for an admirer’s journey through 
McLuhan’s life and as an explanation of his interest in me- 
dia effects. 
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Reflections on Commercial Life: An Anthology of 
Classic Texts from Plato to Present 

edited by Patrick Murray (New York: Routledge, 
1997, 486 pp., $24.95) 


The Classics and Commercial Life 


Reflections on Commercial Life is a collection of 23 essays 
from the world's prominent thinkers on commerce and soci- 
ety that serves to expand the role of commerce as it pertains 
to and interacts with religion, culture, and philosophy. Com- 
merce has omnipresent effects in society. It touches both 
those who make a living directly in the world of business 
and the rest of humanity. Moreover, the broad rubric of com- 
merce encompasses everything: from economic freedom to 
cultural convergence to the sociocultural effects of interna- 
tional investment and trade agreements to globalization, and 
so forth. Discussion of commerce is not new. It has gone on 
for centuries among philosophers, politicians, economists, 
and historians, as evidenced by the selection of writings 
Patrick Murray has assembled in this collection. 

Murray's fascination with the relationship between com- 
merce and philosophy is the organizing principle in this an- 
thology. Reflections on Commercial Life gives insight into 
the philosophical underpinnings of commerce, especially as 
they relate to the development of modern commercial soci- 
ety. Commercial life, or commerce, can be defined in terms 
of that range of activities that includes trade and business, 
both at the micro and macro level. However, Murray's se- 
lections give commercial life a broader meaning: the eco- 
nomic life of society and individuals as they are influenced, 
manipulated, and otherwise affected by commerce. 


Review 


Murray's 23 selections are arranged in chronological order, 
covering nearly 25 centuries. They start with Plato (fourth 
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century B.C.) and end with the contemporary Jean Bau- 
drillard. It is interesting to note the cyclical nature in the in- 
tensity of how the authors favor commerce. The earliest 
authors are decidedly unfavorable to commerce. The second 
group views it favorably but with restrictions. The third 
group is generally favorable to capitalism. Murray's last 
group, contemporary philosophers, seems to tolerate com- 
merce as something unavoidable while presenting abundant 
restrictions to it. À major exception to this ordering rationale 
is Karl Marx. Although he was a nineteenth-century thinker, 
he disapproved of commerce in a manner similar to the an- 
cient philosophers. In view of this departure, comments 
about Marx are placed separately at the end of this review. 


First Cycle of Readings 


Murray's first set of readings, representing the earliest peri- 
od, is drawn from authors who largely disapproved of com- 
merce: Plato, Aristotle, and Thomas Aquinas. The selection 
from Plato (427—347 в.с.), a Greek philosopher and disciple 
of Socrates, is drawn from his Republic, in which he dis- 
cusses the ethical implications of commerce for society. It 
was Plato's belief that commerce threatens morality because 
it leads to greed and status becoming the core values in so- 
ciety. Although Plato regarded this erosion of morality as 
producing lasting effects, he was concerned that the short- 
term temptations for reducing morality initially would em- 
power people. In the long run, however, the result is an 
irrevocable impediment in their lives and enterprises. 

The selection from Aristotle (384—322 B.c.), a Greek 
philosopher and student of Plato, is drawn from his Politics. 
There, Aristotle expresses concerns about the intrusion of 
commerce into society. His argument is that people will be- 
gin to acquire wealth beyond their everyday needs. Al- 
though the art of procuring wealth is important, there is a 
point of maximum utility beyond which consumption is 
merely a manifestation of greed. 

St. Thomas Aquinas (1225-1274), an Italian (Naples) 
and Roman Catholic Theologian and Doctor of the Church, 
was influenced by many of the ancient philosophers, includ- 
ing Aristotle. Murray's selections from the Summa Contra 
Gentiles and Summa Theologicae address a variety of topics 
pertaining to the ethics of various aspects of commercial be- 
havior. For Aquinas, Christian ethics keep people from tak- 
ing advantage of one another. Moreover, though profit is 
good, it is only to a point, beyond which there is only greed 
as a motivation. 

Plato, Aristotle, and Aquinas offer the same basic view- 
point on ethics and commerce, with some minor variations. 
Whereas Plato's concern is with commerce overstepping 
ethical boundaries, Aristotle is more worried about com- 
merce assuming too great a role in society. Greed, the con- 
sensus concern, remained a major issue for Aquinas. In the 
contest of "commerce versus ethics," all agreed that ethics 
would prevail. 

Murray's book is directed at nonbusiness audiences, so 
the reader from the business fields no doubt will be puzzled 
that centuries ago, retail trade was considered unjust (Aris- 
totle, Aquinas) and charging interest for loans would be a vi- 
olation of ethics (Aquinas). Although currently, free 
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markets, self-regulated prices, and interest rates prevail in 
most countries, there are still a few that limit trade, profit, 
and interest. Moreover, there remains a philosophical oppo- 
sition in society to markets and commercial life. For these, 
Plato, Aristotle, and Aquinas provide full support. 


Second Cycle of Readings 


With the next series of readings, Murray jumps from the 
thirteenth to the sixteenth century, from Greek schools of 
thought to Anglo-Saxon ideologies. He also switches the 
main focus of thinking to commerce; ethics is no longer the 
prima facie concern. Rather, ethics is replaced by the debate 
over how the resources of a society should be distributed 
and the role that government should have in this equation. 
Also of significance here is the emerging realization of the 
role of labor in establishing wealth, both at a micro and 
macro levels in society. What follows are selections by sev- 
en philosophers who are disposed favorably toward com- 
merce but with differing degrees of reservations: Thomas 
More, John Locke, Bernard Mandeville, James Madison, 
Frederick Schiller, G.W.F. Hegel, and Georg Simmel. 

The selection from Thomas More (1478—1535), English 
humanist, chancellor of England (1529-1532), and states- 
man (who was beheaded for refusing to accept King Henry 
VIII as head of the Church of England), is taken from his 
Utopia. More's book vindicates commerce by facetiously 
describing an imaginary society that functions without mon- 
ey, where all wants and needs are met equanimously, and the 
idea of excess is a total fiction. Implicit in More's satire is 
the acceptance of the unequal distribution of wealth and of 
commerce as the indisputably best means of distributing 
wealth, despite its weaknesses. 

The selections from John Locke (1632—1704), English 
philosopher and spark of the Enlightenment in England and 
France and of the U.S. Constitution, are taken from his Sec- 
ond Treatise on Government. In this famous work, Locke is 
interested in the acquisition of wealth through profit and the 
ethics involved therein, emphasizing particularly the impor- 
tance of labor. According to Locke, people have a right to 
self-preservation and to fulfill their own interests through 
labor. 

Selections from Bernard Mandeville (1670—1733), 
Dutch prose writer and philosopher, are drawn from his cel- 
ebrated Fable of the Bees. In this work, Mandeville argues 
that the acquisition of power requires a breech of ethics, and 
thus, religious salvation is becoming secondary to econom- 
ic salvation. Mandeville identifies greed as instrumental to 
the success of capitalism, because any preoccupation with a 
just system for the distribution of wealth would serve to 
weaken the spread of commercial society. 

Selections from James Madison (1751—1836), a found- 
ing father and fourth president of the United States 
(1809—1817), are drawn from his contributions to the Fed- 
eralist Papers, in which he worries about how a government 
can be set up to protect individual and business concerns 
from each other. He finds commerce and competition posi- 
tive factors for society, provided the necessary checks are in 
place to ensure that it runs ethically and efficiently. 


Frederick Schiller (1759—1805), leading German drama- 
tist, poet, and literary theorist, is best remembered for such 
dramas as Die Rauber (1781; The Robbers), the Wallenstein 
trilogy (1800-1801), Maria Stuart (1801), and Wilhelm Tell 
(1804). However, Murray’s selections from Schiller are 
drawn from his less well-known On the Aesthetic Education 
of Man, in which Schiller reflects on the repercussions of the 
Industrial Revolution. Schiller perceives the fragmentation 
of society into different task groups (i.e., specialization) and 
the resultant loss of individualism as direct results of the 
tremendous technological changes of the period. He con- 
cludes that community life is weakened and that specializa- 
tion leads to the diminishment of the individual. 

G.W.F. Hegel (1770-1831), the great German philoso- 
pher, epistemologist, and ontologist, is represented by selec- 
tions from his Elements of the Philosophy of the Right. In 
that work, Hegel describes the structures of society using a 
cultural-anthropologic orientation. By participating in com- 
mercial and/or civil society, the individual is buying into the 
set of behaviors and needs that society offers. Individuals 
need one another and must cooperate to fulfill their needs. 

Georg Simmel (1858—1918), German sociologist and 
Neo-Kantian philosopher, whose fame rests chiefly on his 
work in sociological methodology, is represented by selec- 
tions from his Metropolis and Mental Life. Simmel is con- 
cerned about the destruction of the individual through one of 
the greatest manifestations of commercial society and the 
industrial revolution—the city. Simmel's work concludes 
that though commerce is a necessary part of life, it strips 
people of their individuality, forcing them to conform to so- 
cietal values. 

The selection from Simmel ends the second cycle of 
readings—authors who are disposed favorably toward com- 
merce but nevertheless have reservations about it. Their ar- 
guments can be grouped into three classes, depending on 
their reservations: ethical, sociological, and operational. The 
first set includes More, Locke, and Mandeville, whose con- 
cerns about commerce link them to the earlier school of Pla- 
to, Aristotle, and Aquinas. For example, More believes that 
equal distribution of wealth is desirable but untenable. 
Locke believes that people can acquire wealth but only 
through their own labor. Similarly, Mandeville views the ac- 
cumulation of wealth as a necessary evil. 

The second group, Schiller, Hegel, and Simmel, is fa- 
vorable to commerce but has concerns regarding the socio- 
logical effects of commercial life, primarily the loss of 
individuality and the tendency toward standardized behav- 
iors. This viewpoint has interesting implications for market- 
ing. For example, microeconomic theory shows that 
uniform behavior, the basis for market segmentation, is eco- 
nomically efficient, but is it desirable? 

The third goup, represented by James Madison, calls at- 
tention to the need of rules to keep order in a competitive so- 
ciety and suggests that governments should do this to ensure 
maximum efficiency. However, government intervention of 
any form goes against the very notion of economic freedom, 
a concept that has been proven extremely effective for the 
economic growth of countries. 


Third Cycle of Readings 


The third set of readings is drawn from David Hume, Adam 
Smith, John Stuart Mill, Thorstein Veblen, Max Weber, 
Marcel Mauss, and Georges Bataille. Despite their wide his- 
torical separation, all these authors regard commerce as 
strongly positive for society. 

The third cycle of readings begins with selections from 
David Hume (1711-1776), Scottish empiricist, philosopher, 
historian, economist, essayist, and contemporary soul mate 
of Adam Smith. Hume is represented by selections from his 
Essays, Moral, Political, and Literary, in which he displays 
an optimistic view that commerce is not only a provisioning 
process but also the most agreeable process for the majority 
of people. Although Hume shows some concern about in- 
equalities of wealth and greed, he ultimately believes that 
commercial societies, in time, will be able to overcome 
many of society's problems. 

Adam Smith (1723—1790), Scottish economist, is one of 
the towering figures in the history of economic thought. Ex- 
cerpts from his Wealth of Nations represent Smith. In this 
justly famous book, Smith discusses capitalism and dissects 
it in a positive light. He finds no reason to castigate com- 
merce as a "necessary" evil for the progress of society. On 
the contrary, Smith views the specialization of labor as the 
engine of raising standards of living as each laborer be- 
comes vastly more efficient over time. Smith also believes 
that specialization of labor enables nations to make the best 
use of their natural resources. 

John Stuart Mill (1806—1873) was a British philosopher, 
economist, logician, ethical theorist, and prominent publi- 
cist in the reforming age of the nineteenth century. The se- 
lections from Mill are drawn from his Principles of Political 
Economy. In his book, which was the standard economic 
text for more than half a century, Mill voices his concern 
over the role of government as a regulator in the affairs of 
private citizens. He concludes that government must inter- 
vene and play a role where the citizenry will not or cannot. 
Thus, for example, government has a legitimate place in fa- 
cilitating education, child labor laws, women's rights, and 
financial regulation to maximize utility for society as a 
whole. 

Thorstein Veblen (1857—1929), U.S. economist and so- 
cial scientist, sought to apply an evolutionary and dynamic 
approach to the study of economic institutions. Selections 
from Veblen are drawn from his Theory of the Leisure Class. 
Veblen displays his core beliefs about wealth in society and 
the various roles that it plays. He writes about the compul- 
sive necessity for people to display their wealth through ex- 
cess accumulation and thus conform to a set of respective 
values in a society. 

Max Weber (1864—1920) was a German sociologist and 
political economist, best known for identifying the relation- 
ship between Protestantism and capitalism. Weber argues, in 
selections from The Protestant Ethic and the Spirit of Capi- 
talism, that religious ideologies, which helped bring capital- 
ism to maturity, paradoxically have had their power stifled 
and weakened by that same capitalism. Weber concludes 
that a particular form of rationalism, which had a single goal 
(to make money), was replacing religion. 
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Marcel Mauss (1872—1950), French sociologist and ап- 
thropologist, is remembered chiefly for his highly original 
study of the relation between forms of exchange and social 
structure. Murray includes selections from Mauss’s The 
Gift, which approach the odd but relevant issue of gaining 
power through giving. Mauss is interested in alternative 
methods for the display of status in a society and focuses on 
the means of gathering power and status, which require an 
initial loss of material advantage through the act of giving 
gifts. 

Georges Bataille (1897-1962) was a French librarian 
and writer whose essays, novels, and poetry expressed a fas- 
cination with eroticism, mysticism, and the irrational. He is 
represented with selections from his The Accursed Share, in 
which he comes to a similar conclusion as Mauss: Power 
and favor can be purchased by giving away wealth. 

This group of authors, though generally homogeneous in 
their final conclusions, offers alternative arguments in the 
process. Many similarities emerge in examining their work 
as a combined whole. Hume and Smith defend capitalism 
ahd free-market incentives, whereas Mill argues that a little 
governmental interference can be good for individuals and 
society. Weber calls attention to the hard work necessary to 
attain wealth and the resultant sacrifice of leisure. Mauss 
and Bataille defend a point of view that commerce in soci- 
ety is not limited to its traditional methods; gift exchange 
among individuals can be relevant to the process of attain- 
ing power. 


Interlude: Karl Marx 


Before examining Murray’s fourth and final cycle of read- 
ings, I take up the special case of Karl Marx (1818—1883), 
an author proverbially infamous for his opposition to com- 
merce and whose philosophical framework is so singular, it 
is preferable to place him on his own. Marx was a sociolo- 
gist, historian, economist, and author (along with Frederick 
Engels) of Manifest der Kommunistischen Partei (1848), 
better known in English as The Communist Manifesto. How- 
ever, Murray’s Marx selections are taken from Das Kapital. 
The ideas in that book helped shape generations of Euro- 
pean dissent and opposition in the nineteenth century and 
the rest of the world throughout the twentieth century. The 
book arguably has been instrumental in the downfall of 
many governments, including the monarchist Russian Em- 
pire and China. 

Marx holds that material goods have no intrinsic value 
and that their prices are determined arbitrarily. His view is 
that because labor adds true value to an item, the owner of 
raw materials does less to add value than the labor of the 
worker. Ownership of raw materials, for Marx, is nothing 
less than the exploitation of labor. Thus, though Marx does 
not ignore commercial society, he makes a vehement case 
for its inherent unfairness. In this context, it has been said 
that, during the political turmoil of the nineteenth century, 
the worst weapon of mass destruction the Germans could 
have sent to Russia was Karl Marx. 

Although Marx’s ideas are related to others in Murray’s 
book, a direct correlation is uneven at best. Veblen and 
Smith represent rough correlations. For example, though 
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Marx's writings precede those of Veblen by half a century, 
Veblen's discussion of the socially prescribed communica- 
tive value of objects is found in outline in Marx's notion of 
"social hieroglyphics." Similarly, though Smith regards cap- 
italism as a force to be corralled by the rule-making process 
of the law, Marx views it as a means of exploiting labor and, 
through the process of commoditization and the pursuit of 
material wealth, a force for eroding the role of religion in 
society. 


Fourth Cycle of Readings 


The last set of readings includes the twentieth-century 
philosophers: Simone Weil, Frederich Hayek, Hannah 
Arendt, Daniel Bell, and Jean Baudrillard. With these, the 
pendulum swings again. They are particularly pessimistic 
about the role of commerce in society and the excessive ac- 
cumulation of power that commercial society has over the 
individual. In this respect, they are similar to the thinkers in- 
cluded in Murray's first cycle of readings. Thus, the wheel 
seems to have gone full circle. There seems to be “Maslov- 
ian" logic present in the changes in thinking about com- 
merce through the centuries; after the basic needs are 
satisfied (the total approval of commerce is inherent here), 
psychological needs take primacy, as seen in the concern 
over standardization in society. 

The first of the last set, Simone Weil (1909—1943) was а 
mystic, social philosopher, and activist in the French Resis- 
tance during World War П (WWII). Her posthumously pub- 
lished works have had particular influence on French and 
English social thought. Murray draws a selection from her 
book The Oppression of Liberty, in which she vehemently 
expresses the concern that modern industrialized society is 
bound to destroy individualism. Weil finds that capitalism 
does not prepare the way for greater liberty but leads instead 
to enslavement of the human soul. 

Frederich A. Hayek (1899-1992) was an Austrian-born, 
British economist noted for his conservative views and crit- 
icisms of the Keynesian welfare state. In 1974, he shared the 
Noble Prize for Economics with liberal economist Gunnar 
Myrdal. The Hayek selections are drawn from Law, Legisla- 
tion, and Liberty and represent one of the most abstract 
ideas of Murray's book. What Hayek argues is that any at- 
tempt by a nation-state to resolve its social conflicts is arbi- 
trary and artificial and leads ultimately to further chaos 
rather than order. Hayek believes that any attempt to derive 
an ultimate and all-knowing social justice is a farce. The 
goal is unobtainable, and its pursuit is much to the detriment 
of society. Writing just after WWII, Hayek believes that 
such attempts effectively would reverse the defeat of the fas- 
cist regimes. Any kind of central planning is essentially so- 
cialism, and for Hayek, socialism leads to the strengthening 
or creation of authoritarian governments. 

Hannah Arendt (1906—1975), German-born, U.S. politi- 
cal scientist and philosopher, is known best for her critical 
writing on Jewish affairs and her study of totalitarianism. 
Murray represents her with selections from her Rise of the 
Social. In that book, Arendt expresses fears over the eradi- 
cation of the individual through the development of a soci- 
ety in which the increasingly repetitive nature of common 


everyday tasks eliminates the need for the individual. Al- 
though Arendt accepts commercial society as unavoidable, 
the ensuing uniformity and the loss of individuality in poli- 
tics and philosophy lead her to pessimism. 

Daniel Bell (1919— ), U.S. sociologist and journalist, 
uses sociological theory to reconcile what he believes are 
the inherent contradictions of capitalistic societies. The se- 
lection of his writings, drawn from The Cultural Contra- 
dictions of Capitalism, focuses on the paradoxes that have 
arisen in the postindustrial era. Bell focuses on the collapse 
of shared religious values and the erosion of the influence 
of religion in society, an institution that is replaced with 
consumer values that focus on instant gratification. Thus, 
for Bell, the success of commerce is its undoing. People 
become rich and, in the process, become very much the 
poorer. 

The French philosopher Jean Baudrillard (1929— ) is 
interested in the interactions of people and objects in soci- 
ety. For Baudrillard, society has evolved into an all-con- 
suming game in which material goods become objects of 
communication, conveying their own message as part of a 
greater language of status and consumption. For Bau- 
drillard, consumer choice is a myth. The consumer, instead 
of being free, is dictated to by the large and monopolistic 
manufacturing concerns, which mandate choice and engi- 
neer an environment in which consumers live an illusion re- 
garding their role in a capitalist society. 


Critique 

Murray has done an admirable job of making concise the 
writings of many of the world’s great philosophers as they 
relate to commerce. Reflections on Commercial Life is an 
excellent primer of the philosophical currents running 
through history. In both his introduction and his selection, 
Murray proves an able host. He provides a diverse selection, 
giving readers an opportunity to examine a broad range of 
ideas from thinkers otherwise difficult to assemble. The se- 
lections are generally brief but to the point. The majority of 
selections are from philosophy, though political science, so- 
ciology, and, to some extent, economics also are represent- 
ed, which gives the business school-type reader a rare 
opportunity to examine issues relevant to commercial soci- 
ety from a mosaic of perspectives. 

However, the lack of a unified thematic underpinning 
may be an issue for those interested in a particular perspec- 
tive or working in a particular discipline. The modern sci- 
ence of economics, an entire field devoted to the role that 
commerce plays in society, largely is ignored. The same can 
be said for business administration and, more specifically, 
marketing, which by definition studies the exchange (com- 
merce) of goods and services. However, Murray is not a 
business scholar. Indeed, the value of his book to marketing 
scholars may lie precisely in that he shows marketers mate- 
па! and tells them things they would not ordinarily find. 

Conceding that point, there are nevertheless several no- 
table absences the business reader may be bothered about, 
including Niccolo Machiavelli, Jean-Jacques Rousseau, 
David Ricardo, Alexis de Tocqueville, and John Maynard 
Keynes. Although Murray mentions some of these in pass- 


ing, they probably deserve fuller notice in a book of this 
type. However, two sets of readings from Plato, Aristotle, 
and Aquinas and Mauss and Bataille are repetitive in theme 
and scope. 

Notwithstanding, a motivated reader from the field of 
business can find fascinating ideas not readily found in busi- 
ness literature. For example, in the late seventeenth century, 
Mandeville foresaw that firms would leave their country of 
origin in pursuit of cheap labor abroad. This has been con- 
firmed in the almost three centuries that have passed in both 
practice and through macroeconomic theories of interna- 
tional investment. Writing after Mandeville, Hume de- 
scribed correctly the positive consequences of international 
trade from both home and host country perspectives. In the 
eighteenth century, Schiller predicted the cross-country 
market segments, which foresaw the homogenization of 
“consumer culture.” Veblen described the concepts of prod- 
uct content and product positioning. The fuzzy and sensitive 
issue of business ethics receives a different perspective with 
insights from the texts of Mauss and Bataille. 

Murray deserves credit for the wide range of voices he 
selected. Readers rarely are given a chance to hear about 
points on which Smith and Marx agree. The pondering of 
Baudrillard regarding the role material goods play in peo- 
ple’s daily lives beyond their utilitarian values rarely is ex- 
amined by either economists or business interests. The 
diversity of selections, schools of thought, nationality, view- 
point, and, particularly, the temporal linearity of the selec- 
tions serve as a strong point. Indeed, when Weil bleakly 
discusses the degradation caused by capitalism, a manager 
may well be wishing the underpinnings of business thought 
be left to themselves. For those readers who wish to investi- 
gate the history of thought as it touches commerce and are 
not afraid of discovering it in its own terms, Reflections on 
Commercial Life serves as an invaluable resource. 


TOMASZ LENARTOWICZ 
University of Texas at Austin 





Discovering the Soul of Service: The Nine Dri- 
vers of Sustainable Success 

by Leonard L. Berry (New York: The Free Press, 
1999, 288 pp., $26.00) 


The impetus for this book lies in the author’s relationships 
with “14 of the best service companies in the world” (p. xi), 
coupled with secondary research and the author’s own base 
of knowledge gained during a 30-year professional career. 
Although Len Berry’s accomplishments make him one of 
the leading experts on services marketing, he positions the 
project of developing Discovering the Soul of Service: The 
Nine Drivers of Sustainable Success as his most important 
milestone. “I’ve learned more from this project than any 
other ... it is my best work, and this is an immensely satıs- 
fying feeling" (p. xi). After reading the book, I conclude that 
this book offers a vast array of actionable "drivers" to 
achieve service success in the marketplace. 

What initially caught my attention (actually, even before 
opening the book!) was its positioning on achieving “sus- 
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tainable business success.” The notion of competitive ad- 
vantage versus sustainable competitive advantage is an in- 
teresting one and should be studied in greater detail. Perhaps 
the old cliché of the U.S. marketplace as short-term orient- 
ed versus the marketplaces of more long-term focused coun- 
tries, such as my native Sweden, adds to my interest in 
culture-based competitive advantage that can be sustained 
over time (cf. Barney 1986). Interestingly, Berry states that 
“They [the 14 companies] not only allowed me inside their 
doors, they allowed me inside their cultures” to gain an un- 
derstanding and appreciation of values and beliefs that drive 
firm success in their industries (p. xi, italics added). 

These cultural values and beliefs set the tone for a firm’s 
“system of beliefs,” building the cultural foundation for 
competitive advantage in services marketing (Barney 1986). 
Berry discusses these issues at great length in Chapters 2 
(“Success-Sustaining Values”) and 3 (“Leading with Val- 
ues”). Stressing the importance of cultural values, Berry 
states that “Like the money in a bank’s vault, values are the 
company’s treasure. Values reflect what the leader holds 
worthy, what the organization assigns worth. They are the 
ideals, principles, and philosophy at the center of the enter- 
prise. They are protected and revered. They reveal the com- 
pany’s heart and soul. They energize the covenant” (p. 21). 
I could not agree more. Specifically, Berry argues that the 
core values that sustain service performance are excellence, 
innovation, joy, respect, teamwork, integrity, and social 
profit. Although I would be tempted to add (and perhaps 
delete) some values and beliefs to the list, I again must agree 
that firm success often comes from intangible elements that 
are “interrelated, organic to the defining culture that trans- 
forms a corporation on paper into an achieving community 
in practice” (p. 22). 

Several culture elements drive sustainable competitive 
advantage, though a vast number of marketing-related stud- 
ies have focused, naturally, on market orientation (as both 
firm culture and behavior). Important culture factors that 
should be included in addition to market orientation include 
innovativeness, entrepreneurship, and organizational learn- 
ing (e.g., Hult 1998; Hurley and Hult 1998). In this context, 
I view firm culture as the foundation of the “marketing val- 
ue chain.” In this value chain, firm culture (values and be- 
liefs) leads to market-based behaviors, such as market 
information processing (Kohli and Jaworski 1990; Sinkula 
1994). Certain actions follow these behaviors, such as re- 
sponding to market information and developing services to 
meet market demand (Hult 1998; Hurley and Hult 1998; 
Kohli and Jaworski 1990; Sinkula 1994; Slater and Narver 
1995). This means that a market-oriented culture (e.g., 
Narver and Slater 1990) guides the firm’s behaviors and its 
active involvement in learning about service markets (Kohli 
and Jaworski 1990). To me, the debate about market orien- 
tation as a part of firm culture versus it consisting of certain 
behaviors and activities seems somewhat obscure when the 
marketing value chain suggests that firm culture — behav- 
iors —> processes — actions — performance. 

Berry's approach to sustainable service success is there- 
fore refreshing, in that he focuses a lot of attention on cul- 
tural values and beliefs, followed by certain behaviors and 
processes in Chapters 4—8 ("Strategic Focus," *Executional 
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Excellence,” “Control of Destiny,” “Trust-Based Relation- 
ships,” and “Investment in Employee Success,” respective- 
ly). Chapter 4 sets the tone for the value chain by outlining 
the strategy connections founded in core values. The core 
values have a direct effect on a firm’s core strategies, that is, 
the definition of the business that rarely changes. Support- 
ing the core strategy is an integrated system of substrategies 
that turn a basic idea into a service that is offered to the mar- 
ketplace. The substrategies make up the system of activities 
that collectively represent the design of the business, subse- 
quently leading to performance through the execution of in- 
dividual substrategies. 

Executional excellence is discussed in detail in Chapter 
5, in which the focus is on various elements that affect an or- 
ganization’s excellence in the marketplace, including em- 
ployee talent, pregame huddles, managing the evidence, 
flexible systems, active listening, and structural improve- 
ment. I especially like the discussion of flexible systems and 
agree that “the best-run companies find ways to leverage the 
flexibility intrinsic to the services they market. They [often] 
accomplish this with strong values and thin policy manuals; 
with well-selected, prepared, and empowered service 
providers; and with systems that facilitate flexible execu- 
tion. Flexible systems support excellent execution through 
service customization and adjustable capacity” (p. 93). 

This executional excellence is stressed further in Chap- 
ter 6, where Berry argues for the “control of destiny” as a 
means to be successful, as opposed to market-driven de- 
mands. Some specific elements are outlined to achieve suc- 
cess that is motivated by intrinsic factors rather than 
external demands (and perhaps irrespective of market op- 
portunities). Berry suggests, on the basis of studying the 14 
service companies, that performance can be achieved by 
controlling destiny in the areas of stressing excellence over 
growth, acting like a private company (though I am not sure 
I agree with this or know exactly what it means, even after 
reading the segment!), controlling customer value creation, 
and competing against itself. Most of these items can be 
viewed as clichés in today’s business world; however con- 
trolling customer value creation is an often discussed but 
seldom used strategy to achieve success. In this context, 
Berry finds that “а primary way the sample [of 14] compa- 
nies control their destinies is to control processes that di- 
rectly affect customers’ perceptions of quality and value” (p. 
118). In the spirit of controlling destiny, “control” is truly 
the key focus while maintaining a certain degree of organic 
structure and cultural flexibility. 

In Chapter 7, Berry discusses the “old” notion of trust as 
it pertains to service relationships; however, he adds impor- 
tant new insights into the topic by introducing a compre- 
hensive model of trust-based relationships that stems from 
works by Morgan and Hunt (1994) and Bendapudi and 
Berry (1997). As such, academic concepts are developed in- 
to actionable suggestions for how to implement behaviors 
and activities that lead to relationship commitment between 
the service provider and the customer. The most interesting 
discussion on trust actually relates to the service offering 
and its “zone of tolerance” (p. 132), which “varies from cus- 
tomer to customer and, potentially, from transaction to 
transaction for the same customer” (p. 133). Berry argues 


that “trust plays a central role in the size of tolerance zones 
for customers, employees, and partners. The bond of trust 
increases tolerance for a misstep” (p. 133). Although I be- 
lieve the trust to zone of tolerance linkage is contingency 
based, the overall notion of a zone of tolerance is interesting 
and definitely worthy of more research and discussion. It fits 
together with the idea of receiving an acceptable level of 
service quality (i.e., service above this level is viewed as an 
added bonus, whereas service below this level is viewed as 
a failure). Thus, higher quality, above a certain threshold, 
may not necessarily result in greater value and customer sat- 
isfaction, and thus, targeted investments in trust-based rela- 
tionships and cultural values and beliefs should be made 
rather than improving quality at any cost. 

Perhaps the most important element of Discovering the 
Soul of Service lies in Chapter 8, on “Investment in Em- 
ployee Success.” In this chapter, Berry stresses learning as a 
continuous means to be successful and, by that, to achieve 
sustainable business success. Again, I could not agree more. 
Although individual learning has been a key to “almost 
everything” for years, firms now realize that organizational 
learning must be stressed, as I would argue, in conjunction 
with market orientation, innovativeness, and entrepreneur- 
ship (Hult 1998; Hurley and Hult 1998; Sinkula 1994; Slater 
and Narver 1995). Based on Berry’s research for this book, 
companies invest aggressively in continuous employee 
learning for at least four reasons: reinforcement of a firm’s 
core values, as a motivating element, to recognize the infi- 
nite nature of personal development, and to professionalize 
the service delivery role (рр. 163-64). 

Chapters 9—11 get into some of the “finer” details of ser- 
vice businesses. In Chapter 9, Berry discusses the need to 
“act small” in providing services to customers, which he in- 
dicates “means to act fast, seamlessly, flexibly, responsive- 
ly, personally. It means knowing the customer and 
custom-fitting the service. It means caring. It means com- 
mitment” (p. 183). Acting small, I believe, is a function of 
the organic structure and cultural flexibility of the firm 
rather than a developed strategy. In Chapter 10, the notion of 
brand cultivation is discussed: “Branding plays a special 
role in service companies because strong brands increase 
customers’ trust of the invisible” (p. 199). Berry provides a 
comprehensive service branding model to understand the re- 
lationships among the presented brand, brand awareness, 
brand meaning, customer experience, and brand equity. In 
addition, he provides a framework for cultivating brand eq- 
uity in which firms implement elements associated with in- 
ternalizing the brand, make an emotional connection, 
determine their own fame, and dare to be different (p. 203). 
In Chapter 11, the focus is on generosity, with discussion 
points highlighting strategic generosity, giving of self, 
strengthening the organizational community, and creating 
social profit, all of which are linked to “corporate citizen- 
ship” (Maignan, Ferrell, and Hult 1999). 


The lessons from world-class service companies are 
summarized in Chapter 12, with a brief synthesis discussion 
of the drivers that make a successful enterprise. If anything 
is lacking in this book, it is the inclusion of direct linkages 
to the international marketplace. With services such an im- 
portant part of global business, sustainable business success 
is tied not only to firm culture, but also to worldwide envi- 
ronmental forces (e.g., Grónroos 1999; Hult 1999; Lovelock 
1999). Overall, Discovering the Soul of Service offers a 
good blend of new and established theories on sustainable 
business success in the services sector. Perhaps most impor- 
tant, many of the drivers are directly applicable and action- 
able to the average service firm, which means this book is a 
significant contribution to the marketplace. 
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From the Editor 


as editor of the Journal of Marketing (JM) for a three- 

year term beginning July 1, 1996, I knew I was in for 
a very time-consuming assignment. What I did not antici- 
pate was how much I would learn while serving as JM edi- 
tor. Given the breadth of JM, I found myself reading 
leading-edge manuscripts on literally the entire domain of 
marketing. This very enjoyable experience came at a time in 
my career when I could truly appreciate such an opportuni- 
ty. When I prepared for my doctoral general exams in 1974, 
the Journal of Marketing Research was a decade old and the 
Journal of Consumer Research had just published its first is- 
sue. The Journal of Marketing was nearly 40 years old but 
was neither highly theoretical nor quantitative. Serving as 
editor sensitized me to how much marketing scholarship has 
improved over the past quarter century. In fact, an analysis 
recently conducted by Professor William H. Starbuck 
(www.stern.nyu.edu/nwstarbuc) of citations reported in the 
Social Sciences Citation Index ranked JM third among 343 
social science journals. 

Perhaps the most disheartening times of my editorship 
came when rejecting manuscripts that, though without “fatal 
flaws," were simply not up to current ЛИ standards. With 
more than 250 manuscripts submitted per year, we can pub- 
lish approximately 1096 of manuscripts reviewed. Further- 
more, scholars usually submit their best work to JM and 
more minor work to less-established journals. Therefore, we 
are generally evaluating and comparing good, very good, 
even outstanding manuscripts to identify the six to seven ar- 
ticles published each quarter. We publish only those articles 
the editorial review board and editor believe will make the 
most significant and meaningful contribution to both mar- 
keting practice and marketing scholarship. Each of these ar- 
ticles makes a strong statement about the marketing 
discipline. They represent the "must" reading for the mar- 
keting scholar and thoughtful marketing executive. 

It has been my goal to provide timely, constructive, and 
professional reviews for all manuscripts. Therefore, even if 
a manuscript was rejected, we wanted the authors to be sat- 
isfied with their treatment and the quality of the reviews. J 
believe we largely accomplished this objective. In cases of 
poor service quality, we attempted to learn and benefit from 
the process and appropriately counsel reviewers. The edito- 
rial review board, and the more than 300 ad hoc reviewers 
active over the past three years, deserve a special "thank 
you" from myself and all authors who submitted articles (re- 
gardless of whether the article was ultimately published in 
JM). Although I was quite pleased with the overall perfor- 
mance of the editorial review board, I would like to call at- 
tention and offer my thanks to several editorial review board 
members who excelled in their reviews. These reviewers 
were exceptional in their timeliness, overall number of man- 
uscripts reviewed, constructive comments, comprehensive- 
ness, and courtesy. Át the 1999 American Marketing 
Association (АМА) Summer Educators' Conference, we 
honored these reviewers with a special award for their out- 
. standing service to JM. These reviewers are as follows (in 
alphabetical order): 


Е: years ago, when informed that I had been selected 
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*James В. Brown, Virginia Polytechnic Institute and State Uni- 
versity 

Wayne Hoyer, University of Texas-Austin 

*Chrisine Moorman, Duke University 

*Тепепсе A. Shimp, University of South Carolina 

«Daniel Smith, Indiana University 

*Thomas В. Wotruba, San Diego State University 


In the past, and continuing today, JM has been criticized 
by some as being overly scholarly and not managerially rel- 
evant. I strove for a balance between scholarly writing and 
managerial relevance. I am quite pleased that virtually all ar- 
ticles published during my tenure made a significant schol- 
arly contribution and had important implications for 
marketing practice. Thus is true regardless of whether the ar- 
ticle was purely conceptual or empirically based. Articles 
published in JM the past several years have used a diverse 
array of research methods, including qualitative, historical, 
survey, experimental, and analytical research. As the stew- 
ard of JM, on behalf of the AMA and all members, my goal 
has been to adhere strictly to the dual editorial goals of JM: 
(1) the advancement of the science and practice of market- 
ing (to make a difference by adding to what we know about 
marketing phenomena and changing how we study and 
practice marketing) and (2) to serve as a bridge between the 
scholarly and the practical, each of which has a vital stake in 
what is happening on the other side. I wish the best to Pro- 
fessor David Stewart and the new editorial review board in 
carrying out these twin AMA editorial goals for JM. 

As my term as editor comes to a close I would like to re- 
lay a special note of thanks to several people who have been 
especially helpful. I would like to thank Professor Myron 
Leonard, West Carolina University, for serving as editor of 
the “Marketing Literature Review” section. In addition, Pro- 
fessor Terry Clark, Emory University, has done an outstand- 
ing job as editor of the "Book Review" section. I, and our 
readers, owe him a special note of gratitude for his innova- 
tive use of invited essays on the role of books m marketing 
scholarship. Over the past few years I have been fortunate to 
have Sherry Bradford serve as my editorial assistant. Au- 
thors, editorial review board members, ad hoc reviewers, 
and the AMA publications staff have often commented fa- 
vorably on her performance and sense of caring for JM. She 
has made my life much more manageable and certainly 
more enjoyable. I would also like to thank my three research 
assistants, Matthew O'Brien, Birud Sindhav, and Stephen 
Vargo, for their diligent efforts and hard work. Professor 
Barton A. Weitz, University of Florida, and AMA Vice Pres- 
ident of Publications, was consistently available for counsel 
and advice, which was always sound and appreciated. The 
AMA publications staff, especially Francesca VanGorp 
Cooley, managing editor, always have been supportive and 
timely in responding to our needs. At the University of Ok- 
lahoma, I would like to thank Dean Richard Cosier and my 
department chair, Professor Rod Evans. Finally, my partner 
in life, Virginia, always has been supportive and under- 
standing of the time and effort I have thrown into my acad- 
emic pursuits. To her I am especially thankful. 


ROBERT F. LUSCH 


From the Editor / 1 


Beginning Again: Change and 
Renewal in Intellectual Communities 


nal of Marketing (JM). I follow a remarkable group 

of previous editors, a group that includes founders 
of the modern discipline of marketing and scholars who re- 
main among the most frequently cited authors in marketing 
and business scholarship today. The first issue of JM under 
my editorship will be the January 2000 issue, though most 
of the articles in that issue have been accepted in collabora- 
tion with Robert Lusch, who has shepherded most of them 
through the review process. I thank Bob for his help in mak- 
ing the transition from editor to editor a pleasant and pro- 
ductive task. I also thank him for the opportunity to offer a 
statement of my editorial goals and philosophy in his last is- 
sue as editor rather than in the first issue I edit. Finally, I 
thank the editor selection committee, chaired by Bart Weitz, 
for its confidence in my ability; the wisdom of its choice 
will be determined in due course. 

Contemplation of the task of editing a journal is a hum- 
bling experience. Editors exercise far less influence on the 
content and quality of a journal than is commonly assumed. 
АЛ of the articles that will be published in my first issue 
were submitted long before I assumed the role of editor, and 
most of the papers that I will receive during my first year as 
editor have already been written, at least in draft form. This 
means that most of the articles that will appear in ЈМ during 
the first half of my three-year term were already in progress 
before I became editor. Nevertheless, I do believe that new 
editors have a unique opportunity to influence discourse in 
a discipline. Each new editor has the opportunity to offer a 
perspective, a point of view, and a philosophy. Whether 
scholars agree or disagree with the views offered by a new 
editor, the point of transition between editors provides an 
important and necessary opportunity for dialogue and re- 
newal within a discipline. Although changes in the content 
of journals appear to be slow, changes do occur, and they 
occur with greater speed than might be obvious upon casual 
observation. Examination of the content of JM over time re- 
veals rather remarkable change; this change means that the 
field is vital. 

Placed in large perspective, a journal is the tangible 
manifestation of an intellectual community. This communi- 
ty includes authors, members of the editorial board, ad hoc 
reviewers, readers, and the people who are influenced di- 
rectly or indirectly by the journal. All members of this com- 
munity play an important role in its definition and 
well-being, though some members of this community, the 
authors and editor, may be momentarily more visible than 
others. Nevertheless, the community would be different and 
less vital without the participation of all its members. Au- 
thors of articles published in the journal contribute the visi- 
ble substance of the community, but the authors of papers 
that are submitted and not published help establish the con- 
text and quality of the journal. Papers that are not accepted 
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for publication establish a baseline of quality; they raise the 
hurdle for acceptance and, in doing so, raise the overall 
quality of articles published in the journal. As Bob Lusch 
notes in this issue, some of the most difficult decisions edi- 
tors face involve the rejection of papers that are quite good, 
but not quite good enough for publication in ЈИ. Most of 
these papers will find publication outlets elsewhere; the wel- 
fare of the community requires that these papers be better 
for having been submitted to JM. 

Regardless of their quality, the articles published in a 
journal are of little value without readers. The reputation of 
a journal rests on the frequency with which it is read and its 
content used and cited by others. Readers multiply the in- 
fluence of a journal when they use its content. This use may 
take many forms: Articles published in the journal may be 
cited by readers in their own scholarship; readers may use 
the content of the journal in practice; and the ideas in the 
journal may be communicated to others in the classroom, 
consulting practices, and informal discussion. Reviewers' 
primary role in this community is the improvement of the 
papers submitted to the journal, whether those papers are ac- 
cepted for publication or not. The substance of the articles 
published in the journal usually reflects some of the think- 
ing of reviewers. The encouragement and ideas offered by 
reviewers contribute to the energy of the community, moti- 
vate authors, improve the quality of what the readers see, 
and ultimately increase the influence of the journal. 

I very much appreciate the opportunity to serve the 
larger community in the role of editor of JM. Although I rec- 
ognize my own responsibility as the facilitator of communi- 
cation within the larger community, I also have a keen 
appreciation for the community itself and its individual 
members. Аз editor I can do nothing of significance without 
the cooperation of the many constituencies that compose our 
community; I must rely оп the work of many others—au- 
thors, reviewers, and readers—for success. I am grateful to 
the editors of JM who have preceded me and to the past re- 
viewers, authors, and readers of JM for providing me with 
an exceptionally strong publication as I begin my term. 


The Journal of Marketing 


With a circulation of more than 10,000, JM is the American 
Marketing Association's most widely circulated journal or 
magazine. It is the recognized leader in its field, and its read- 
ers and subscribers include a diverse group that encompasses 
marketing academicians, executives in a wide variety of mar- 
keting settings, consultants, students, and respected academic 
institutions and libraries. As editor of JM I hope to build on 
its rich legacy and broaden the influence of an already highly 
successful publication. I also hope that I can communicate to 
all members of our community the value that they add to our 
intellectual enterprise. This will be an easy task with review- 
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ers and authors of articles published in JM; it will be a more 
challenging one with readers and authors of papers that are 
not published. Nevertheless, each member of the community 
plays an important role, and I hope I can communicate the im- 
portance of this role even when I must do so very indirectly 
or I must deliver unwelcome news. 

Change is important and necessary, but without some 
modest structure, there is anarchy. As with any well- 
managed enterprise, JM operates within a broad and flexible 
mandate. The stated editorial goals of JM are (1) the ad- 
vancement of the science and practice of marketing (to 
make a difference by adding. to what we know about mar- 
keting phenomena and changing how we study and practice 
marketing) and (2) to serve as a bridge between the scholar- 
ly and the practical, each of which has a vital stake in what 
is happening on the other side (JM Editorial Statement). The 
positioning of JM is as a broad-based journal that can serve 
as a vehicle for the publication of papers that have the po- 
tential to make a significant contribution to knowledge in 
any area of marketing. It is positioned as the premier broad- 
based, scholarly journal of the marketing discipline focusing 
on substantive issues in marketing and marketing manage- 
ment (JM Editorial Statement). 

Clearly, JM has achieved its goal of being the premier, 
scholarly journal in marketing, and it is also one of the most 
influential journals in business literature. As Bob Lusch 
notes in his editorial, a recent analysis estimated the citation 
impact of JM to be third among the 343 journals examined. 
This ranking for JM represents a substantial improvement 
over its ranking as recently as a decade ago. An analysis of 
the subjective reputation of JM (Hult, Neese, and Bashaw 
1997) also found that it was the most highly regarded jour- 
nal in marketing by a large margin and across a variety of 
constituencies. Again, this represents a significant change in 
the reputation of JM relative to only a few years ago. I be- 
lieve the increased impact and reputation of JM illustrates 
the growing importance of the marketing discipline in busi- 
ness and society. Not only is JM the most influential publi- 
cation in marketing, it is also highly influential within the 
business literature at large, and this influence appears to 
have been increasing over time. 

The goal of being a broad-based journal also appears to 
have been achieved by JM in recent years. A content analy- 
sis of the past three volumes reveals a diversity of content. 
Topics represented in JM during the past three years include 
advertising and promotion (16 articles), market orientation 
and organizational design (8 articles), personal selling and 
sales management (8 articles), product development and 
management (7 articles), channels of distribution (5 articles), 
marketing strategy (5 articles), customer satisfaction (4 arti- 
cles), pricing (4 articles), relationship marketing (4 articles), 
services marketing (4 articles), history and philosophy of 
marketing (3 articles), knowledge management and decision 
support systems (3 articles), public policy and regulation (3 
articles), social influence (3 articles), Internet marketing and 
interactive shopping (2 articles), marketing research and de- 
mand forecasting (2 articles), retailing (2 articles), buyer be- 
havior (1 article), and packaging (1 article). This content 
analysis clearly demonstrates the breadth of JM, though 
some areas are far better represented than are others. 


Thus, as the new editor of JM I will inherit a strong lega- 
cy. The journal is strong and has a powerful upward trajec- 
tory in influence and prestige. The special issue, 
"Fundamental Issues and Directions for Marketing" (1999), 
should stimulate further research and will be frequently cit- 
ed. I believe that I and the intellectual community that JM 
represents face the pleasant challenge of maintaining the 
positive momentum of JM. There are always opportunities 
for improvement, however, and I have three broad goals for 
my tenure as editor. 


Objectives for the Journal 


As the next editor of JM, I will focus on three primary ob- 
jectives: (1) increasing journal content related to important 
but underrepresented areas of work in the marketing disci- 
pline, (2) improving the efficiency and effectiveness of the 
review process, and (3) enhancing the accessibility of jour- 
nal content. 


Objectives Helated to Journal Content 


The content analysis described previously indicates that JM 
offers a remarkable breadth of content. It also suggests that 
certain important areas of scholarship are underrepresented. 
Such underrepresentation is not a great problem when other 
well-regarded publication outlets exist, as is the case for 
marketing research (Journal of Marketing Research) and 
consumer research (Journal of Consumer Psychology and 
Journal of Consumer Research). However, there are areas of 
import that are growing in significance that have no obvi- 
ous, high-profile outlet for dissemination, at least within the 
marketing discipline. Many of these areas represent exten- 
sions of domains that are already represented in JM's con- 
tent. Among the underrepresented areas are the contribution 
of marketing to and the impact of marketing on society. For 
example, recent research in macroeconomics suggests that 
business cycles have been moderated in recent years by the 
presence of better inventory management systems and pro- 
cedures (cf. Zarnowitz 1998). These results are the direct 
consequence, at least in part, of closer monitoring of mar- 
kets and greater integration of information systems and in- 
formation exchange among suppliers, manufacturers, and 
distributors. Discussions of such results, and the contribu- 
tions of the marketing discipline to these positive macro- 
economic outcomes, are appropriate content for JM. 

Marketing appears to have ceded large portions of its do- 
main to other disciplines, such as quality, supply-chain man- 
agement, and international business. The journal is a natural 
outlet for work in these areas. This suggests that JM might 
increase its content related to the management of value de- 
livery systems (supply chain management, enterprise and 
cross-enterprise requirements planning, and governance 
systems), customer satisfaction (increasingly the domain of 
quality professionals rather than marketers), and interactive 
marketing through information exchange media, such as the 
Internet (rapidly being claimed by management information 
systems professionals). 

Aside from reclaiming the long-standing "turf" of mar- 
keting by encouraging JM as an outlet for work in these ar- 
eas, there are other areas of work that should be encouraged: 
the appropriate role of transaction marketing (governed by 
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price) as compared with the role of relationship-based mar- 
keting (governed by social covenant), the integration of the 
marketing mix (perhaps best captured by work on efficient 
consumer response), and work on database marketing/inter- 
active marketing (in which some of the most interesting and 
challenging applications of artificial intelligence and neural 
networks are occurring). 

The decline of communism has produced an interesting 
recognition of the differences in market economies around 
the globe (cf. Hampden-Turner and Trompenaars 1993). 
This has raised a variety of issues that might be examined 
within the context of comparative marketing systems. The 
Journal of Marketing is an especially appropriate outlet for 
such work. Finally, although there are many outlets for rig- 
orous work on individual consumer behavior and for popu- 
lar business forecasts, there are few serious outlets for work 
on aggregate markets and societal trends that influence mar- 
kets. Serious work on the forecasting of aggregate market 
behavior (e.g., applications of techniques such as influence 
diagrams) would have a place in JM. 

Ultimately, every journal editor can only publish the best 
of the papers that are submitted. I do not expect to be able to 
make extraordinary changes in the content of JM, nor do I 
believe radical change is needed. I do hope to make some 
impact on the direction of research in the field by means of 
moral suasion and use of the "bully pulpit." 


Objectives Related to the Manuscript Review 
Process 


Bob Lusch, the current editor of JM, has done an extraordi- 
nary job of integrating information technologies into the re- 
view process. His development of a Web-based review 
system has been an important innovation. The next stage in 
the innovation process is to change the behavior of review- 
ers by speeding their response. Ideally, the entire review 
process would occur within the context of electronic trans- 
mission (submission, review, and feedback). It is probably 
still unrealistic at this point in time to expect all authors and 
reviewers to respond electronically, though we must and 
should move in this direction. 

The benefits of electronic response do not yet corre- 
spond to its promise. Time to market has become an in- 
creasingly important competitive advantage, and academic 
literature is especially time dependent with respect to certain 
topics and areas of inquiry. As editor of JM I will promote 
faster response from reviewers by electronic media. Mem- 
bers of the editorial review board who are habitually slow in 
providing reviews will be asked to resign. Deadlines for the 
return of reviews represent the maximum time for return of 
a review, not the point at which reminders begin without 
consequence. Members of the editorial review board already 
have been asked whether they would be willing to receive 
papers by electronic transmission, and more than two-thirds 
of the board have responded in the affirmative. There re- 
main some technical problems to work through, such as 
compatibility of word processing systems and the transmis- 
sion of graphics, but we will begin the transition to elec- 
tronic submission and review, at least on a limited scale. 

The speed of the review process is important, but the 
quality of the review is even more important. The current sys- 
tem of blind review provides especially useful information to 
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authors, but little constructive (as opposed to descriptive) in- 
formation to reviewers. Ás editor I will provide feedback to 
reviewers about how useful and constructive their reviews 
have been. I will also continue Bob Lusch's practice of ask- 
ing authors to provide feedback about the review process, and 
I will share this information with reviewers. 

The new editorial review board is already in place. А 
part of the renewal process for a journal is matching the ex- 
pertise of the editorial review board more closely with the 
content of the manuscripts that are submitted. This matching 
process should produce better reviews and higher quality 
papers. I have asked about a third of the previous editorial 
review board to "retire" and added a small number of mem- 
bers with expertise in areas in which JM is experiencing a 
significant increase in submissions. The net effect of these 
changes has been to reduce the size of the editorial review 
board, but I expect to add more members to the board as 
time passes. The smaller board provides the flexibility to de- 
velop ad hoc reviewers and ultimately move the best of 
these reviewers on to the board. I very much appreciate the 
graciousness and responsiveness of past and present board 
members to this renewal. 


Objectives Related to Enhancing the Accessibility 
of Journal Content 


More marketing professionals read JM than any other 
marketing-oriented journal or magazine. Аз editor of JM I 
will continue the practice of asking the authors of published 
papers to write executive summaries that provide simple de- 
scriptions of their papers. These summaries will be dissem- 
inated in a variety of media. By doing so, we should increase 
the reach and influence of JM, enhance the reputations of 
authors, and enlarge our community. 


Differences from Present Editorial 
Direction 


Change is often frightening, so in closing I want to be 
clear about the future of JM. Renewal is necessary and im- 
portant, but it should not sacrifice the foundations of prior 
success. I expect only modest changes in the current editori- 
al direction of JM. As I observed previously, I believe JM is 
currently strong and on a very positive trajectory. I look for- 
ward to three years of intense interaction with the exciting, 
stimulating, and creative intellectual community that JM rep- 
resents. I hope the rest of the community has as much fun as 
I have. And, if you are not having fun, please let me know. 


Davip W. STEWART 
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Susan Fournier & David Glen Mick 


Rediscovering Satisfaction 


The authors present a phenomenological and longitudinal investigation of satisfaction, as revealed through con- 
sumers' ownership experiences with technological products. The study seeks to serve a provocative role in this ma- 
ture research area by stepping back from the historically dominant comparison standards paradigm to question, 
invigorate, and, in certain ways, redirect satisfaction research along emergent lines. Although results show that the 
dominant paradigm of satisfaction and its competing models (i.e., those based on the confirmation/disconfirmation 
of preconsumption standards) are distinctly operative In some of the consumer cases, they are also found to be in- 
sufficient or even irrelevant in others. The authors consider several theoretical extensions in light of this learning 
and induct a new satisfaction paradigm. Overall, the findings support a more holistic, context-dependent, and dy- 
namic process of satisfaction. This process is revealed as a multi-model, multi-modal blend of motivations, cogni- 
tions, emotions, and meanings, embedded in sociocultural settings, which transforms during progressive and 


regressive consumer-product interactions. 


cept. With evidence of strategic links between satis- 
faction and overall firm performance (Anderson, 
Fornell, and Lehmann 1992), it is now common to find mis- 
sion statements designed around the satisfaction notion, 
marketing plans and incentive programs that target satisfac- 
tion as a goal, and consumer communications that trumpet 
awards for satisfaction achievements in the marketplace. 
Research on satisfaction has been commensurate with its 
growing managerial importance. Most studies have been 
conducted within the overarching comparison standards 
(CS) paradigm, which posits that consumers hold precon- 
sumption product standards, observe product performance, 
compare performance with their standards, form confirma- 
tion or disconfirmation perceptions, combine these percep- 
tions with standards levels, and then form summary 
satisfaction judgments (Oliver 1989). An extensive and re- 
spected research tradition has supported this paradigm and 
its assorted models.! Rarely do researchers consider con- 
sumer satisfaction from a perspective other than that of the 
CS paradigm, especially as examined through an economet- 
ric or survey lens (Iacobucci, Grayson, and Ostrom 1994). 


C onsumer satisfaction is central to the marketing con- 





1We use the term models to refer to specific theoretical repre- 
sentations within a general conceptual “‘paradigm.” Differences in 
comparison standards thus represent different models of satisfac- 
tion within the CS paradigm (cf. Tse and Wilton 1988). 
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However, reliance on a single paradigm or method may 
pose serious limitations for any marketing phenomenon (cf. 
Fournier and Yao 1997; Mick and Buhl 1992), including 
consumer satisfaction (cf. Arnould and Price 1993). Follow- 
ing this same logic, we explore consumer satisfaction using 
a comparatively nontraditional approach: lengthy and un- 
structured in-home interviews—some of which tracked new 
owners of technological products over time. Our approach 
permits us to step back from the dominant paradigm to ex- 
plore and describe satisfaction from the firsthand viewpoints 
of the persons involved. Our goals are threefold: (1) to de- 
velop a more realistic account of satisfaction as it unfolds in 
the course of daily life, (2) to contrast this learning with the 
prevailing paradigm and its models to reveal anomalies and 
omissions of the dominant approaches, and (3) to propose 
extensions and new discoveries that address the limitations 
and exclusions in existing theory. 


Literature Overview 


Thorough summaries and critiques of the marketing satis- 
faction literature exist (Anderson and Fornell 1994; Ia- 
cobucci, Grayson, and Ostrom 1994; Yi 1990) and need not 
be duplicated here. Our study goals require only a selective 
overview of past research to highlight areas of closure on 
important theoretical issues and the concomitant need for re- 
search that breaks with established tradition. 

Satisfaction generally is conceptualized as an attitude- 
like judgment following a purchase act or based on a series 
of consumer-product interactions (Yi 1990). The popular 
view is that the confirmation/disconfirmation of precon- 
sumption product standards is the essential determinant of 
satisfaction (Erevelles and Leavitt 1992; Oliver 1996). This 
CS paradigm posits that confirmed standards lead to moder- 
ate satisfaction, positively disconfirmed (exceeded) stan- 
dards lead to high satisfaction, and negatively disconfirmed 
(underachieved) standards lead to dissatisfaction. Several 
different comparison standards—each exclusively tied to 
positively valenced aspects of product features and their im- 
plications for consumers—have been used in past research. 
By far the most common are predictive expectations of at- 


Rediscovering Satisfaction / 5 


tribute performance, as incorporated in the expectations-dis- 
confirmation (ED) model of satisfaction response (Boulding 
et al. 1993; Oliver 1996; Tse and Wilton 1988). Desires 
based on features and benefits that are considered ideal or 
aspirational in the product domain have also been recom- 
mended (Westbrook and Reilly 1983). Other models use eq- 
ипу expectations based on what the consumer believes 
reasonably should occur given the product/service price 
(Oliver and Swan 1989) and experience-based norms de- 
rived from personal experiences or information received 
(Cadotte, Woodruff, and Jenkins 1987). Although these four 
types of comparison standards reflect the four principal sat- 
isfaction models articulated within the CS paradigm, past 
researchers probably have overemphasized the significance 
of predictive expectations and the ED model (Cadotte, 
Woodruff, and Jenkins 1987). Iacobucci, Grayson, and Os- 
trom (1994) recently called for research into conditions that 
determine the use of certain standards over others and the 
possibility of multiple simultaneous standards, and new em- 
pirical work has begun to support these ideas (Spreng, 
MacKenzie, and Olshavsky 1996). 

A few CS paradigm researchers have gone beyond 
these cognitively toned model formulations to consider the 
affective nature of satisfaction (Oliver 1996; Westbrook 
1987). Perhaps most intriguing is Oliver’s (1989) sugges- 
tion that there exist five different modes or prototypes of 
satisfaction: contentment (with its primary affect of accep- 
tance or tolerance), pleasure (a positive reinforcement state 
that involves the evocation or enhancement of a positive, 
well-liked experience and a primary affect of happiness), 
relief (a negative reinforcement state occurring when an 
aversive state is removed), novelty (expectations of the un- 
expected that yield a primary affect of interest or excita- 
tion), and surprise (a primary affect of either delight or 
outrage as occurs when the product performs outside the 
range of expectations). Empirical examination of these 
modes has just begun, with initial results indicating a more 
parsimonious structure than originally proposed (Oliver 
1996). In any event, these ideas clearly suggest that re- 
search within the CS paradigm has likely underrepresented 
the emotional aspects of satisfaction and that further study 
of affective satisfaction modes could play a promising cor- 
rective role. 

Although satisfaction has been conceptualized in terms 
of either a single transaction (1.е., an evaluative judgment 
following the purchase occasion) or a series of interactions 
with a product over time, Anderson and Fornell (1994) note 
that nearly all satisfaction research has adopted the former, 
transaction-specific view. Indeed, several observers have 
chastised the marketing field for treating satisfaction as a 
static evaluation derived from a lone trial event, noting that 
comparison standards are likely to change with consumer 
experience (Iacobucci, Grayson, and Ostrom 1994). A pun- 
gent critique by Tse, Nicosia, and Wilton (1990) contends 
that (1) satisfaction is not an evaluative state but a process 
extending across the entire consumption horizon and (2) the 
study of consumer-product interactions following purchase 
is fundamental to advancing knowledge along these lines. 
Among the few satisfaction studies that have adopted longi- 
tudinal designs, most remain wedded to the CS paradigm 
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(e.g., Bolton and Drew 1991; LaBarbera and Mazursky 
1983; Richins and Bloch 1991). 

In summary, lengthy reviews and empirical applications 
suggest that satisfaction research founded on the CS para- 
digm is maturing. At the same time, some propose that this 
tradition has calcified into certain beliefs and methodologi- 
cal predilections that obstruct new knowledge break- 
throughs. Iacobucci, Grayson, and Ostrom (1994, p. 57) 
present their review as “a flashing yellow light—serving as 
a warning to look closer at status quo conceptualizations be- 
fore proceeding further." Despite—or possibly because of— 
the seasoned status of this research domain, satisfaction has 
not been considered thoroughly as it is experienced and ex- 
pressed through the consumer's own voice. Аз yet, the mar- 
keting field has not assessed critically whether the CS 
paradigm and its models characterize satisfaction accurately 
and comprehensively in the contexts of daily life. 


Methodology 


We investigated satisfaction through lengthy and repeated 
in-home interviews that focused on consumers’ purchase 
and usage experiences with technological products.2 Be- 
cause technological products are often complex and involv- 
ing, they fit the profile encouraged by Wilton and Nicosia 
(1986) for advancing insights on satisfaction in the postpur- 
chase period. Moreover, because technology is central to 
contemporary life (Joerges 1988) and reflects deep-seated 
cultural values (Borgmann 1984), it provides a particularly 
evocative arena for learning more about satisfaction through 
personal accounts and behaviors. Last, because technology 
as a cultural category often is associated with attributes of 
newness, consumers' purchase and usage experiences prove 
especially salient, yielding greater possibility for new sub- 
stantive findings and related theory development. This char- 
acteristic newness also affords a juxtaposition to “the 
before” and “the after” of product adoption—a reference 
frame that is integral to the pre- and postcomparison aspects 
of the CS paradigm. 

Our study breaks with tradition in satisfaction research 
in several ways. First, through longitudinal preconsumption 
and at-consumption interviews, we consider the process as- 
pects of satisfaction directly. Second, we examine satisfac- 
tion from the consumer’s perspective, with firsthand 
accounts contained in descriptions of salient past experi- 
ences (i.e., critical incident reports) as well as current and 
evolving experiences. Third, in responding to a call for “in- 
cluding more of the character of the consumer in satisfaction 
research" (Iacobucci, Grayson, and Ostrom 1994, p. 57), da- 
ta collection and analysis attend carefully to sociocultural 
and personal lifeworlds, thus allowing for representation of 
context and meaning in consumers' satisfaction experiences. 





2As per Joerges (1988, р. 221), we define technology as “artifi- 
cial things, and more particularly modern machines: artificial 
things that (a) require engineering knowledge for their design and 
production, and (b) perform large amounts of operations by them- 
selves." This definition covers a wide range of consumer products, 
including but not limited to the newest, high-tech variety. It also 
converges with consumers' opinions about the meaning of technol- 
ову, which arose in different data sets during the present study. 


Overall, the study qualifies аз а phenomenology (Thomp- 
son, Pollio, and Locander 1994) of satisfaction and parallels 
the philosophy and thrust of qualitative research on technol- 
ogy in several nonmarketing domains (e.g., Lindlof 1992; 
Livingstone 1990; Moores 1993a; Morley 1986; Silverstone 
1990). 

Our pilot research included four exploratory interviews, 
a focus group on technological possessions, and several in- 
terviews with consumers at a car repair center. In addition to 
helping design the primary interviews described subse- 
quently, this exploratory research occasionally provides 
supplementary and confirmatory evidence in the analyses 
that follow. 

Two data sets of interviews are emphasized in the pre- 
sent analysis.3 The first involved two long in-home inter- 
views (as per McCracken 1988) with 16 informants (32 
total interviews; each ranging from 90 minutes to three 
hours). Informants comprised a convenience sample of ca- 
sual acquaintances of the authors; informant selection 
leveraged prior knowledge of the personal and sociological 
backgrounds of the persons concerned. The first interview 
in this series sought background information about infor- 
mants as well as their definitions of the broad, subjective 
category of technology. The second interview probed infor- 
mants’ experiences with specific technological possessions. 
Following the principles of phenomenological inquiry, this 
interview started with the prompt, “Tell me about a techno- 
logical product you own that you would like to talk about.” 
Informants thus were allowed to select a technological pos- 
session that was salient to them and to reveal satisfaction as 
it naturally occurred in their interactions with that particu- 
lar technology. Interviewers probed for elaboration on the 
basis of informants’ own words (e.g., evaluative expres- 
sions describing the product interaction) and of ideas from 
the marketing satisfaction literature (e.g., preconsumption 
standards). It was common in these follow-up interviews 
for informants to mention and discuss several other tech- 
nological possessions, which led to further probing and 
elaboration. 

The second data set involved longitudinal interviews 
with 13 persons and/or families intercepted at consumer 
electronics retail stores as they were purchasing for them- 
selves a technological product they had not owned previ- 
ously. The focus on products sold through electronics outlets 
resulted from the background interviews noted previously, 
which suggested that mechanical, computerized, and elec- 
tronic products embody the essence of the technological 
(see footnote 2). Informants were interviewed in their homes 
three times: within 24 hours of purchase (but prior to actual 
product usage), at six to eight weeks after purchase, and 
again at six to eight months, yielding a total of 39 interviews 
ranging from 90 minutes to three hours each. Probing dur- 
ing these interviews followed the same strategy as in the 
other primary data set. 





3These data sets, plus a few others and the aforementioned pilot 
research, are part of a larger study on consumers and technology 
supported by the Marketing Science Institute. Pull details are pro- 
vided in Mick and Fournier’s (1995) report. 


Informants included in these two primary data sets pur- 
posively spanned a range of demographics thought to influ- 
ence consumers’ responses to technological products. 
Informants’ ages ranged from 20 to 79 years, and the gender 
split was approximately even. Occupations were also quite 
varied. Nearly all were Caucasian, however, and most were 
members of the middle to upper-middle class. The specific 
products examined in the study were also diverse.4 Tech- 
nologies at different life cycle stages were considered, in- 
cluding really new products at the time (e.g., caller 
identification [ID] devices) as well as highly diffused items 
(e.g., microwave ovens). Products also differed in difficulty 
of operation, ranging from the simple (e.g., clothes dryer) to 
the complex (e.g., computer). Variability in product life cy- 
cle and sophistication precipitated differences in postadop- 
tion experiences, expanding the range of potential new 
insights. 

The two authors conducted all interviews, each taking 
separate responsibility for an interview series with a given 
informant. Throughout the project, the authors engaged in a 
dyadic memo writing process for recording literature re- 
views, registering hypotheses and interpretations, and mark- 
ing directions for further inquiry. More than 125 memos 
were written in the course of the project. 


Data Analysis 


Our analytical approach flowed from the study’s objectives 
and followed Burawoy’s (1991) call for using qualitative da- 
ta both to challenge existing theory and to develop new the- 
ory. Data were coded and interpreted according to the extant 
CS paradigm and its models, leading to the identification of 
extensions and anomalies. For building grounded theory, we 
adhered to guidelines articulated by Strauss and Corbin 
(1990). Negative cases—those that did not clearly fit a pri- 
ori satisfaction frameworks—played a critical role in the 
analysis, serving as springboards for the modification of ex- 
isting, or instantiation of new, satisfaction paradigms, mod- 
els, and modes. 

Data analysis took place both during data collection, to 
take advantage of opportunities to follow up on emergent 
ideas, and afterward, to collate insights in view of the entire 
corpus of data. Each author separately coded the transcripts, 
using a priori categories (e.g., predictive expectations) and 
emergent categories (e.g., product metaphors, negatively va- 
lenced expectations) that were negotiated between the au- 
thors. Each author then wrote a memo reflecting his or her 
narrative interpretation of the satisfaction process evinced 
within,a given case. After moving back and forth between 
the two memos, pertinent case data, and relevant literature, 
we came to agreement regarding a final case “story fine.” 
One of the authors then wrote a memo summarizing the in- 


4Products discussed across the two pnmary interview data sets 
included telephone answering machines (seven informants/house- 
holds), computers (five), televisions (three), video cameras (two), 
microwave ovens (three), portable phones (three), caller ID de- 
vices (two), automobiles (two), and single instances of a clothes 
dryer, bread maker, dishwasher, stereo system, juicer, stove/oven, 
underground sprinkler system, weed trimmer, video disc system, 
garage door opener, computer software, leaf blower, and depth 
finder (for fishing) 
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terpretive outcomes of the particular case analysis. The end- 
ing analytic goal was to generate thick interpretations of 
consumers’ satisfaction experiences based on the histories, 
current life contexts, and various product interactions of the 
parties involved. Throughout the analysis we circled back to 
relevant literature and again to the data in developing codes 
and interpretations. This “tacking strategy” extended into 
the review process, in which nonmarketing literature that al- 
50 intimates satisfaction issues was recommended and in- 
corporated. Triangulation of insights across informants and 
researchers, plus selected member checks (comments on the 
paper by informants}, were employed to elevate the trust- 
worthiness of the findings. 


Findings 

Our goals in presenting the findings are to maximize re- 
vealed data about selected cases and to do so more effi- 
ciently than commonly is observed in qualitative studies in 
marketing and consumer research. To those ends, we present 
in the Appendix eight exemplary story lines that resulted 
from our interpretative efforts. Because these vignettes sup- 
ply details necessary to comprehend more fully the analyses 
that follow, we recommend reviewing the Appendix before 
going forward. Additional cases are brought occasionally in- 
to the subsequent discussion for their complementary or 
contrasting qualities. Taken together, the cases illustrated 
and discussed are chosen for their ability to point toward 
plausible theoretical insights, through either their represen- 
tativeness of major themes or, in a few instances, their dis- 
tinctiveness. The findings are structured according to three 
theory-relevant categories: (1) support and extension of the 
CS paradigm and its models, (2) revealed anomalies of the 
CS paradigm, and (3) induction of a new satisfaction para- 
digm. Relative attention to these categories is commensu- 
rate with our goals, with theory-building findings given 
precedence over those that confirm extant views. 


Support for and Emergent Extensions of the CS 
Paradigm and Its Models 


The ED model. Consistent with considerable prior re- 
search, the ED model was clearly evident in our data. Con- 
sider, for example, Ben's purchase of an answering machine 
(Appendix, Case A). Ben formed definite preconsumption 
expectations regarding specific product features (e.g., re- 
mote access dial-in) and benefits (e.g., capturing social invi- 
tations and receiving notice of available work hours). In the 
early weeks of ownership, these expectations largely were 
met, leading Ben to declare himself “satisfied” with his pur- 
chase and reflecting Oliver’s (1989) satisfaction-as-pleasure 
mode. Hank’s satisfaction with his bread maker (Case B) al- 
so derived from confirmed predictive expectations for con- 
venience benefits anticipated and received. 

As noted previously, the ED model has been restricted 
historically to expectations for positively valenced product 
features and benefits that, when confirmed or positively dis- 
confirmed (overachieved), lead to satisfaction and, when 
negatively disconfirmed (underachieved), lead to dissatis- 
faction. Interestingly, we observed cases in which the logic 
of the standard ED model was reversed, with disconfirma- 
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tion of disbenefits compelling satisfaction. Oliver (1996) 
discusses this possibility, building on work by Richins and 
Bloch (1991) that examines how the alleviation of product 
problems helps determine satisfaction judgments. Research 
on television use in the home implicates this same issue 
(Hirsch 1992), though not relating it explicitly to consumer 
satisfaction per se. From our data, consider Bonita’s story 
(Case C). Bonita’s product expectations were largely nega- 
tive, stemming from a genuine fear of becoming a “slave to 
technology.” Specifically, she expected that her new an- 
swering machine would make demands on her that she 
dreaded, leading to increased phone contact and unavoid- 
able machine maintenance. Satisfaction evolved over the 
first six months of ownership nonetheless—a result of the 
failure of her anxieties to come to fruition. That is, Bonita’s 
predictive expectations about disbenefits were negatively 
disconfirmed or underachieved, compelling a relieved and 
contented satisfaction. 

A related case involved Paul, his wife Mary, and their 
seven-year-old car Matilda. Matilda was “a temperamental 
car requiring constant repairs” that occasionally left the cou- 
ple “stranded, feeling exposed, just a constant feeling of vul- 
nerability.” Just before one of our interviews the couple 
drove Matilda 1700 miles, over mountains, to visit an ailing 
grandmother. As Paul described it, 


We were afraid she was going to break down every mile 
we went, and she never did and we got back here and J 
think the first thing I did the next day as a kind of reward 
to the car, [ wound up washing it and changing the oil, you 
know, that it had somehow earned this kind of treatment ... 
giving Matilda her due. 


Similar to Bonita, Paul and Mary’s satisfaction could not 
have arisen had their nervous expectations been confirmed 
or positively disconfirmed (overachieved), as per the con- 
ventional ED model. Rather, satisfaction came about, at 
least in part, because predictive expectations about product 
disbenefits were negatively disconfirmed. 


The desires model. Spreng, MacKenzie, and Olshavsky 
(1996) and others (Westbrook and Reilly 1983) have formu- 
lated satisfaction in terms of the consumer’s assessment of 
the degree to which a product meets or exceeds desires (al- 
so known as ideal expectations). Applying a means—ends 
theoretical framework, these authors define desires as the 
levels of product attributes or benefits that a consumer be- 
lieves will lead to, or are connected with, higher-order ter- 
minal values. Ben’s initial satisfaction with his answering 
machine (Case A) derives in part from his achieved desire to 
Maintain and reciprocate social contact with others, where- 
as Bonita’s satisfaction (Case C) partly reflects a fulfilled 
desire to minimize unwanted social interaction in her life. 
Our data also suggest an extension of the desires model, one 
that clarifies valued end states in terms of life themes (Csik- 
szentmihalyi and Beattie 1979) and adds two middle-level 
constructs—life projects (Little 1989) and current concerns 
(Klinger 1987)—as interim stages in the goal-oriented mod- 
el that connects consumer and product (cf. Fournier 1998: 
Mick and Buhl 1992). Together these constructs expand the 
desires model from one that emphasizes mindfulness and 
motivational stability to one that incorporates less conscious 


operations and motivational pliancy. This extension is sup- 
ported by recent work in media psychology and sociology 
that stresses various higher-order goals as shaping desires 
for product features and benefits (Lindlof 1992; Mangold 
1997). 

Consider Bob and Tina Jones (Case F), who purchased 
the household’s first telephone answering machine. For Tina, 
a Korean national, the machine fulfilled a prominent life 
theme based on harmonizing family and other interpersonal 
relations. Tina’s present life projects involving motherhood 
and career were also fostered by machine ownership, as were 
related current concerns such as knowing when her daugh- 
ters needed a ride home from school and securing a nursing 
internship. Thus, the satisfaction-as-pleasure that Tina devel- 
oped over the first six months of ownership accrued largely 
from her ability to fulfill desires (e.g., being available for 
family and friends) that flowed from her dominant life 
theme, as injected into key life projects and concerns. Her 
husband Bob derived his satisfaction-as-pleasure from simi- 
lar connections to higher-order goals. Specifically, by allow- 
ing Bob to shape his daughter’s social agenda through the 
machine’s call-screening and deletion features, the machine 
delivered squarely on his fatherhood project as linked to a 
life theme reflecting authoritarian control. As he admitted, 


Oh, does she hate that! Finding out that someone had called 
and knowing that I had erased the message without telling 
her. She hates that machine, but I think it’s great myself. It’s 
for her own good. Some of those friends of hers just aren’t 
the kind of people she should be associating with anyway. 
They’re people 1 just don’t agree with, and [ told her that. 


Arelated case involved a retired man 75 years of age and 
his first video camera. Sam’s purchase was triggered by a 
lamentation that he could not recall what his father was like 
and did not want his children to experience similar regret. 
Sam recognized the urgency of his advancing age and 
moved with fervor into crafting a desired image of himself 
for the family record. Over the first weeks of ownership, 
Sam compiled “a master tape” containing footage of his 
house, his coin collection, a photograph of a favorite boat he 
once owned, and a family birthday celebration. Over the 
next several months, Sam added to and edited this tape, us- 
ing the time to perfect his knowledge of the camera and its 
capabilities. (“I can’t believe what that thing can do! I can 
zoom in on a penny and get the date so sharp.... I have been 
playing with the fade and it's really useful... I learned I can 
set it on the tripod and catch the deer when they come 
through.") By six months, Sam's satisfaction-as-novelty had 
settled into contentment (“I like the model, I like the cam- 
era. I'd buy the same one again if I had to make the choice 
over."). Evolving through these modes, Sam's satisfaction 
arose from the provision of desired benefits that emanated 
from his age-graded life project as patriarch and a current 
concern as the family's self-appointed historian. 


The experience-based norms model. The experience- 
based norms model suggests that a consumer will be satis- 
fied to the extent that his or her comparison level (CL) is 
met or exceeded (Woodruff, Cadotte, and Jenkins 1983). 
The CL is conceptualized as product rewards received mi- 
nus costs incurred in acquisition and use. Outcomes below 


CL lead to dissatisfaction, whereas those at or above CL 
lead to satisfaction. The CL standard is determined by the 
consumer's prior experiences, the known experiences of 
others, or outcomes promised by marketers. 

Jack's story about computer upgrades (Case D) evinced 
this model insofar as the perceived costs of updating the 
computer system did not meet Jack's hope for sufficiently 
faster computing time, thereby causing dissatisfaction as his 
outcomes fell short of his prior productivity, a normed stan- 
dard as per the model. The CL model also appeared in an- 
other informant's story about a juicer machine: 


Ed: My wife's sister got a juicer and she was so excited. 
Lent us her machine to try for ourselves. My wife filled 
the house with food. I mean she had pears and straw- 
berries and carrots. She was going to juice all this stuff 
up. It was neat for about a day and a half, and after that, 
it was a pain in the neck to clean it, you know, because 
you use it and then you got to take it apart and dump it 
all, the juices, the pulp.... it was nice, but it was a pain 
to clean ... probably used it three times the first day, 
twice the second day and that was it.... And I said, 
“Well, what do you think, you think you want one?” 
And she said, the first day was "Yes," the second day 
was “I don't know.” And I said, “It’s kind of a pain, isn't 
it, to clean it all the time?” And she said "Yeah." So we 
returned it 


As the experienced-based norms model suggests, Ed's 
wife's dissatisfaction (a mode of negative surprise) devel- 
oped as costs rose relative to rewards, and her outcomes fell 
short of her comparison standard, that is, the convenience 
benefits she felt she should have received on the basis of her 
sister's recommendation. 

Some cases exhibiting the experience-based norms mod- 
el did not reflect the CL standard, however. Consider Case 
E. As Liz's product metaphor suggests (the dishwasher is 
*better than a daughter") and as the emergency bathtub so- 
lution reveals, Liz's product satisfaction resembles a form of 
dependency, as defined within Thibaut and Kelley's (1959) 
interdependence framework. That is, an alternative form of 
the experience-based norms model is implied here: one root- 
ed not in CL but in Сар which is defined as the lowest lev- 
el of acceptable outcomes in view of available alternatives. 
The degree to which present outcomes exceed CL, deter- 
mines the extent of dependency on the current source of out- 
comes, and the satisfaction associated with their receipt. 
Liz's CLy,!—washing dishes by hand—was positioned so 
far below the outcomes she was accustomed to with her 
dishwasher that she was driven to simulate the dishwasher 
with her shower when the washer broke down. Other stories 
of technology breakdowns proved valuable in inducting the 
dependency model of satisfaction based on CL. Interest- 
ingly, although satisfaction researchers in marketing have 
previously ignored CL, it is the dominant standard for sat- 
isfaction models in the marital domain (Rusbult 1980). CL, 
also appears as an implicit standard in media studies of con- 
sumers' experiences with television breakdowns (Winick 
1988). 

It might seem unsound to view dependency in the con- 
text of satisfaction, especially because the notion typically 
has pejorative connotations in Western cultures that highly 
value independence (Neki 1976). Blankfield (1987) argues, 
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however, that dependency is necessary to physical and men- 
tal adjustment and therefore has positive implications. 
Clearly, Liz and several other informants revered rather than 
bemoaned the dependencies they developed on their prod- 
ucts (e.g., "I'm hooked, can’t imagine life without it," 
claims Bob of his answering machine in Case F; see also 
Trudy and her computer in Case G). Our informant Carter 
summarized the СГ, model of positive dependency this 
way: "If something becomes so familiar to you that you ab- 
sorb it into your life without constantly recognizing it every 
day, it probably indicates the high level of success of that 
product in your life.... If it's not there, you'll miss if" (our 
emphasis). 

Dependency was also experienced as negative, however, 
as several of our pilot car-repair interviews revealed. As one 
informant spelled it out: "Unfortunately, my life is arranged 
around a car and I can't live without it, so I am stuck. I’m 
here now, in this shop, waiting for my car, and I can't leave 
until it is done. In the meantime, my life comes to a screech- 
ing halt. I hate that." This same dissatisfaction process ap- 
plied to other regrettable necessities discussed by 
informants, including televisions and computers. Thus, in 
terms of the CL и model, although present outcomes from 
product ownership can far exceed available alternatives, 
some consumers may feel trapped by this dependency and 
experience dissatisfaction accordingly. 


Modes of satisfaction. As intimated previously, several 
of Oliver’s (1989) satisfaction modes were evident in the da- 
ta, including satisfaction-as-contentment (Bonita, Case C), 
satisfaction-as-pleasure (Ben, Bob, and Tina; Cases A and 
F), and dissatisfaction-as-surprise (Ed’s wife and her juicer). 
A new variant of the novelty mode was also revealed, as de- 
scribed in the case of Sam’s satisfaction with his video cam- 
era. His was a novelty that was based not on expecting the 
unexpected, as Oliver (1989) describes it, but on the 
serendipitous discovery of benefits over time. Kris (Case H) 
illustrates the development of this same variant of satisfac- 
tion-as-novelty in that her excitement accompanies virgin 
experience as well and is not derived from purposive expo- 
sure tO a strange consumption setting for the sake of ex- 
tracting the benefits therein (per Oliver 1989). This form of 
satisfaction-as-novelty is likely endemic to owning new 
technologies, especially discontinuous innovations. 

We also noted a different type of satisfaction-as-relief 
than Oliver (1989) initially proposed. As mentioned previ- 
ously, Bonita (Case C) felt relief from the disconfirmation of 
anxieties regarding her new answering machine. Her satis- 
faction-as-relief, however, was not predicated on the prod- 
uct removing an aversive preexisting condition, as when 
aspirin remedies a headache (per Oliver 1989). This con- 
ception of relief involves expectations for positive product 
benefits, and in Bonita’s case, expectations were negatively 
valenced. A similar situation held true for Paul and his car 
Matilda. In both cases, relief ensued from what the product 
did not do. This variant of satisfaction-as-relief has also 
been uncovered in studies of consumers’ early adoption ex- 
periences with their videocassette recorders (Hirsch 1992), 
which suggests that it may be widespread in the context of 
technologies that are routinely feared or at least suspicious- 
ly perceived (Fortin et al. 1995; Weil and Rosen 1997). 
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Five new satisfaction modes also were identified in the 
data, moving classification schemes in the direction of aug- 
mentation and refined complexity, rather than simplification 
(per Oliver 1996). The first is satisfaction-as-awe. This he- 
donically intense and culturally significant satisfaction 
mode was evident in Hank's discussion about his bread 
maker (Case B). The word “simplicity,” which Hank lighted 
on in describing why he is “зо happy with his machine,” lies 
at the heart of his satisfaction. As the novice or harried bak- 
er realizes, bread is anything but easy to make. The “sophis- 
ticated computerized operation” built into the bread machine 
was, for Hank, a striking “accomplishment of contemporary 
science.” Here was a process in which the consumer “does 
nothing but load ingredients" and "marvel" as a “perfect 
loaf” is produced (his emphasis). The satisfaction mode im- 
plied here is not merely contentment, pleasure, novelty, or 
surprise. Hank’s satisfaction is best interpreted as awe, 
which refers to “respect combined with a state of wonder” 
(Oxford American Dictionary 1980, p. 42). Because awe in 
this context springs from a long-standing cultural mytholo- 
gy of technology that is grounded in themes of progress and 
empowerment (Borgmann 1984), it may be an especially 
prevalent mode among consumers of many technologies. 

The second and third newly identified modes relate to 
the dependency model of satisfaction posed previously. 
Liz’s story (Case E) involving positive dependency on her 
dishwasher evinces a satisfaction mode that goes beyond 
simple contentment to trust, which represents “a confident 
belief in the reliability or strength of something” (Oxford 
American Dictionary 1980, p. 738). In cases of negative de- 
pendency, as reflected in consumers’ car repair stories, dis- 
satisfaction is manifest in a mode of chronic helplessness. 
More than elementary discontent, helplessness signifies the 
inability to take opposing action because alternatives are 
considered either unacceptable or unobtainable. Satisfac- 
tion-as-trust and dissatisfaction-as-helplessness also may be 
commonplace in that they reflect sensible human reactions 
to the inevitability of technological momentum in contem- 
porary consumer cultures (Postman 1993). 

A fourth satisfaction mode previously overlooked in the 
marketing literature is that of satisfaction-as-resignation, 
which involves “passive submission and unresisting accep- 
tance of that which is imposed” (American Heritage Dictio- 
nary of the English Language 1978, p. 1106). It is 
interesting to compare resignation with the aforementioned 
mode of helplessness, both of which typically relate to un- 
welcome and unavoidable states of affairs. Whereas help- 
lessness is tied to the dependency model of satisfaction and 
its CL, comparison standard, resignation is tied more di- 
rectly to the long-standing model of ED. In this sense, res- 
ignation involves a process of declining product 
expectations and the subsequent confirmatory belief that 
performance has met this lowered hurdle (see parallel in- 
sights from Campbell, Converse, and Rodgers [1976] in the 
life satisfaction domain). From our data, consider Charlene, 
who won a home computer in a charity raffle. Charlene 
worked as an administrator for a museum, a job that left her 
“very knowledgeable about computer hardware and soft- 
ware.” She had been contemplating the purchase of a home 
computer “for keeping track of the bills, connecting to the 


office from home, word processing, and database access for 
the kids’ school assignments.” But, as Charlene explained, 
“I know how quickly technology advances and I was very 
wary about what to buy and when. And then we won this 
machine, a Tandy, so the decision became a moot point.” 
When asked whether she was satisfied with her acquisition, 
Charlene hedged, “Yeah, I am satisfied. I mean, it is 
nowhere near as powerful as I would have wanted, it does- 
n’t even have a modem and I’m not sure it can support the 
power I need. But it works. The kids like it, you can type let- 
ters on it. It’s fine.” Charlene’s satisfaction mode is one of 
resignation insofar as she begrudgingly acquiesces to an in- 
ferior ownership condition. Pervasiveness of the resignation 
mode is suggested in the speed of technological product 
evolution (Dhebar 1996), which leaves many consumers 
with older-generation products that either cannot or will not 
be replaced. 

The fifth mode, satisfaction-as-love, is encapsulated in 
Trudy’s story of her new portable computer (Case G). Five 
facets of love (cf. Aron et al. 1991; Hendrick and Hendrick 
1989) are incorporated in this extreme form of satisfaction: 
passion (e.g., Trudy admits feeling “a little high” whenever 
she uses her machine), feelings of uniqueness (Trudy “can’t 
imagine any product [she] treasures more” than her ma- 
chine), a sense of caring (Trudy dotes on her computer and 
expresses concern about its welfare, as when a child 
knocked it to the floor), obsessive attachment (Trudy has to 
have the laptop “with her all the time” and does not know 
what she would do without it), and overlapping selves 
(Trudy says, “This computer is me. It’s kind of like a di- 
ary.”). This multifarious satisfaction mode obviously goes 
far beyond unadorned contentment or pleasure to a point 
where the consumer attains a close, high-quality relation- 
ship with the product (cf. Fournier 1998). In its strong be- 
havioral, emotional, and psychological foundations, 
satisfaction-as-love probably constitutes the most intense 
and profound satisfaction of all. 


Emergent Anomalies of the CS Paradigm and Its 
Models 


The lack or instability of comparison standards. The 
CS paradigm persistently has assumed that consumers 
have existing and stable standards to compare with prod- 
uct performance in deriving satisfaction judgments, de- 
Spite occasional contrary findings (e.g., Churchill and 
Suprenant 1982; Oliver 1980; Tse and Wilton 1988). One 
of the most striking aspects of the satisfaction stories re- 
vealed by some of our informants was the violation of this 
fundamental assumption. 

We refer first to the Joneses and their telephone answer- 
ing machine (Case F). Previously we interpreted Bob’s sat- 
isfaction in terms of an extended desires model, which 
allows for product-related desires that are latent and/or bare- 
ly formed. Before his impulse purchase, Bob had few solid 
preconsumption expectations or desires because he never 
actively had considered bringing a telephone answering ma- 
chine into the household. Yet Bob became the machine’s 
main user, and a domineering one at that. His life theme of 
authoritarian control, his fatherhood life project, and his cur- 
rent concern over managing his youngest daughter’s social 


activities led him to realize product benefits (call screening 
and erasing) that were not apparent to him at purchase time. 
Because few if any predictive expectations existed, satisfac- 
tion was not derived from meeting or exceeding prepurchase 
standards. Rather, in support of Iacobucci, Grayson, and Os- 
trom’s (1994) hypothesis that standards arise simultaneous- 
ly with product ownership experiences, it was the 
spontaneous provision of benefits related to life themes, pro- 
jects, and current concerns that led to Bob’s satisfaction-as- 
pleasure mode. 

Other informants expressed stories in which ingoing com- 
parison standards existed but quickly dissolved. A dramatic 
example involves Kris (Case H), whose sole purpose for 
owning a caller ID device (to catch a harassing caller) dissi- 
pated immediately after purchase, rendering her preconsump- 
tion expectation and its potential confirmation irrelevant to 
felt satisfaction. Instead, Kris’s satisfaction originated from 
both discovering and inventing new product benefits. Again, 
these benefits had their roots in salient life projects and cur- 
rent concerns, that is, Kris’s tasks of becoming independent 
and forming meaningful social relationships. What Kris came 
to appreciate in her caller ID was its ability to facilitate these 
goals: specifically, to bring her closer to certain people and to 
take her away from others, while providing some youthful 
fun along the way. Thus, Kris’s satisfaction-as-novelty de- 
rived from a process of product and benefit exploration, with 
key meanings thematicized in her metaphor of the “game.” 

Ben’s (Case A) case is parallel to Kris’s in that situa- 
tional life changes redirected the satisfaction process in 
unanticipated ways. Ben’s ingoing need to capture calls of- 
fering him extra work hours evaporated when he accepted 
full-time employment just weeks after acquiring his ma- 
chine. Moreover, by monitoring calls over time, Ben soon 
clarified his ambitious goals for managing his social life and 
ultimately abandoned the expectations he held for leisure 
planning, which loomed large at purchase time. In addition, 
Ben’s girlfriend moved into his apartment a few weeks after 
product purchase, removing another expectation for cross- 
campus social planning from his agenda. Interestingly, al- 
though a priori expectations regarding social calls were 
tantamount to Ben’s purchase decision, their dissolution ap- 
peared to have no effect on his resulting product satisfac- 
tion. By the end of the first six months, Ben was not using 
the device at all to capture calls as originally expected. 
Rather, he was screening calls so that he could study with- 
out interruptions, spend “quality time with my girlfriend,” 
and actually avoid requests to work on his treasured days 
off. In this way, Ben derived an ironic but satisfying inver- 
sion of predicted product benefits by obstructing rather than 
facilitating communication with others, a circumstance that 
actually fortified the ownership experience for him and his 
girlfriend. (“It’s great.... When my girlfriend and I are eat- 
ing, or watching a movie, or spending quality time together, 
well, we just let it ring. She really likes that. We just sit there 
and smile.”) As in other cases noted previously, benefits that 
were not part of Ben’s initial comparison standards proved 
critical to his satisfaction, suggesting a principal limitation 
of the CS paradigm and its models. 


The presence of simultaneous and sequential satisfac- 
tion models. Researchers within the CS paradigm often 
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compare one model with another—conceptually or empiri- 
cally—to prove which is best at explaining and predicting 
satisfaction judgments. These efforts are consistent with Yi's 
(1990) call to develop a single, superior satisfaction model. 
Some of our cases, however, evinced different comparison 
standards simultaneously, suggesting concurrent, not com- 
peting, models. Again, consider Trudy (Case G). In describ- 
ing her satisfaction, we can highlight evidence of the 
extended desires model by connecting the portability bene- 
fits of her new computer to current concerns and life pro- 
jects (i.e., advancing her book writing project while also 
spending time with her children, which she accomplishes by 
taking the computer to the park). However, because Trudy 
explained to us that she knew about the portability benefit 
from reading articles and querying salespersons and friends, 
her comparison standards were also a form of experience- 
based norms. Similarly, Sam formed both experience-based 
norms and predictive expectations about the features and 
benefits of his new video camera from advertisements he 
mentioned to us at purchase time. He also harbored some 
half-irrational desires to halt his aging process by capturing 
his current life on film. In this sense, Sam's satisfaction re- 
flected a swirl of confirmations related to several types of 
comparison standards. Thus, as Iacobucci, Grayson, and Os- 
trom (1994) suspected and as a few empirical studies have 
begun to find (Spreng, MacKenzie, and Olshavsky 1996), 
more than one comparison standard may be operative in de- 
termining satisfaction at any given time. 

Moreover, we found evidence for sequential satisfaction 
models across time. Consider the cases implicating the CL, 
experience-based norms model. Because dependency is a 
condition that reflects habituation over time, typically these 
cases fit other satisfaction models in early stages of product 
ownership. Liz's (E) and Trudy's (G) cases, for example, 
first evinced the experience-based norms model (CL) and 
the extended desires model, respectively, with the depen- 
dency model (СГ) becoming increasingly prominent in 
both cases. Other cases exhibited model shifts brought on by 
changing life circumstances or situational demands, as with 
Ben (Case A), whose satisfaction evolved from one predi- 
cated on the confirmation of feature expectations to the dis- 
covery of unanticipated benefits. 

Our data provide evidence for the dynamism of satisfac- 
tion modes as well. Bonita's case (C), for example, suggest- 
ed a passage from relief to contentment in the opening 
months of product ownership, whereas Sam's case demon- 
strated contentment evolving after a novelty phase. The car 
repair interviews illustrate evolution of modes as well, sug- 
gesung that consumer displeasure, accompanied by an in- 
ability to disengage ownership from regrettable necessities, 
can grow into helplessness or resignation over time. Interest- 
ingly, the progression of satisfaction modes was not always 
linear. Consumers such as Paul, with his fickle car Matilda, 
may cycle perpetually from relief and contentment to frustra- 
tion and anger as their technologies fluctuate between opera- 
tion and breakdown. This emotional roller coaster is an 
undeniably realistic and complicated dimension of satisfac- 
tion that has not been considered in prior theory and analysis. 


The social dimension of satisfaction. The final two 
anomalies we unveiled also involve oversights within the 
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dominant paradigm for what emerge as vital and distinctive 
elements of satisfaction. The first involves the frequently so- 
cial character of satisfaction, a finding that contrasts sharply 
with the conventional framing of satisfaction as an isolated, 
individualized phenomenon. For example, Ben's (Case А) 
satisfaction with his answering machine at the six-month 
mark was as much a function of his live-in girlfriend's sat- 
isfaction (who revered the machine's ability to block un- 
wanted communications during the couple's time together) 
as it was a function of meeting his own evolving compari- 
son standards. The social dimension manifested itself 
beyond the simple consideration of others' stated (dis)satis- 
factions with the product, however. More subtly, satisfaction 
sometimes accrued from the negotiated integration of the 
product into consumers' social lives, with consequences for 
family structure and processes—including solidarity, power, 
and the uses of time and space—driving product satisfac- 
tions. Bob's (Case F) daughter's dissatisfaction with the 
family's answering machine (“She hates it") can be under- 
stood in this light, as it derived in large part from her father's 
success in governing her social life. 

Consider Penny as well, who told of her satisfaction 
with the family's stereo system. Although she openly de- 
Scribed the quality of the speakers and the range of stations 
the receiver could pull, Penny's satisfaction seemed more a 
function of the system's ability to (1) soothe tensions in the 
home (“When I put on the oldies music, it just makes every- 
thing all better somehow"), (2) guarantee organized time for 
family interactions ("We listen to the top 40 countdown 
every Sunday night—that's our thing"), and (3) afford a 
common basis on which those in the household could relate 
(“I love it when we play the country music and the whole 
family does line dances. That's just the one thing that we all 
do together"). Undoubtedly, the family interactions facilitat- 
ed by the stereo system determined Penny's product satis- 
faction to a remarkable degree. In turn, the product 
satisfaction she felt played an effective role in creating and 
preserving the family relations that gave vital meaning and 
satisfaction to her life. In this sense, Penny's product satis- 
faction can be fully appreciated only when viewed in terms 
of the wider embedding context of the lifestyle and family 
milieu within which her satisfaction ensues. 

Studies of media reception and computing in the home 
have long stressed that product use (and, thereby, satisfac- 
tion) occurs in a social setting wherein consumption and in- 
terpersonal interactions mutually influence and shape the 
other (Brodie and Stoneman 1983; Bryce 1987; Lindlof 
1992; Moores 1993а; Morley 1986; Silverstone and Hirsch 
1992; Spigel 1990). That these studies consistently have im- 
plicated the social dimension of satisfaction provides con- 
vincing evidence of the weight and robustness of this insight. 


Omitted meanings. Research in the CS tradition also typ- 
ically has ignored the culturally and individually constituted 
meanings that we found tantamount to understanding con- 
sumer satisfaction in daily life. Oliver (1989, 1996) men- 
tions meaning in developing the notion of satisfaction 
modes to acknowledge the varied product experiences 
through which satisfaction derives, but marketing acade- 
mics hardly have taken notice (for an exception, see Arnould 
and Price 1993). Interestingly, life satisfaction researchers 


have resonated to this theme (e.g., Campbell, Converse, and 
Rodgers 1976), showing that similar satisfactions, according 
to confirmed expectations, can be quite different in their 
semiotic roots. 

Consider again the Jones’s satisfactions with their an- 
swering machine (Case F). Although Bob and Tina mani- 
fested identical satisfaction modes (pleasure) and models 
(desires congruency), their product meanings were virtually 
opposite, rendering their satisfactions fundamentally differ- 
ent as well. For Tina, the machine was a mechanism for en- 
hancing family harmony. It substituted, in part, for the 
stay-at-home mother she was not, assuaging the conflict she 
felt in pursuing a career outside the home. For Bob, the ma- 
chine served as a tool for paternal dominance, marked hy- 
per-symbolically by the drawing of a skull and crossbones 
he pinned as a warning above the machine. To equate these 
cases because of the satisfaction model and mode they share 
is to ignore major dissimilarities based on the meanings un- 
derlying their respective satisfactions. 

Meanings of coinciding importance led also to a fuller 
appreciation of Keith’s satisfaction with his portable com- 
puter. Although the computer performed as expected by fa- 
cilitating detailed customer bids, there was much more than 
confirmed expectations for convenience benefits behind the 
salesman’s satisfaction. As the following passage reveals, 
Keith used his computer not only for its obvious utilitarian 
benefits but also to construct an ideal definition of his pro- 
fessional self. The meanings underlying his satisfaction re- 
flect prominent American cultural myths of technology 
related to human perfection, intelligence, and skill 
(Borgmann 1984). 

What's the advantage? The advantage [of having the com- 

puter in the field] is that some of the other [salespeople] the 

customers meet are definitely the blue-jeans-and-work-shirt, 
need-a-shave, pencil-behind-the-ear types who come in, 
scratch their heads, and say, “We'll mail you a quote in three 
days" and then they leave.... I almost feel sorry for the guy 

who goes in behind me because, you know, I hate to say I’m 

cocky or anything else, I'm just real happy that I’m trained 

in how to do this паре... You know, when I leave, they have 

a full-blown quoted proposal and energy cost analyses com- 

paring three different systems to their current system, and 

the next guy walks in with a pencil behind his ear ... I am a 

consummate heating and air conditioning professional. 


Revelatory metaphors used by informants provided sig- 
nificant clues to comprehending sociocultural and personal 
product meanings and their roles in satisfaction. Among 
these was the metaphor of the "security blanket," which re- 
vealed Trudy's (Case G) loving attachment to her portable 
computer. The "plant" metaphor underscored Bonita's (Case 
C) reluctant acceptance of responsibility for monitoring the 
operation of her answering machine. Tina's (Case F) refer- 
ence to her answering machine as “a mother that stays home 
for her children" revealed a nostalgic and perhaps guilty 
lamentation, with the machine serving as her technological 
double. Sam called his video camera a "new toy," an inter- 
esting symbolic metaphor for a 75-year old with a current 
concern to freeze his age on film and perhaps restrain his 
fleeting vitality. These metaphorical meanings, and others 
that arose from observations we made about product use and 
placement (e.g., Bob places his answering machine in his 


private bedroom to control others' access to it), suggest that 
product meanings are highly varied but quintessential fac- 
tors in consumer satisfaction. 


Toward a New Satisfaction Paradigm: Balancing 
Paradoxes 


Our data also serve to induct a new satisfaction paradigm 
that is radically different from the CS tradition. This para- 
digm stems from the sociocultural character of owning and 
using technologies, rather than the mental matching of fea- 
tures and benefits against a priori comparison standards. We 
call it the balancing paradigm because it involves con- 
sumers' ongoing attempts to manage the paradoxical quali- 
ties of technological products in postmodern life. 

In previous work (1998), we identify eight central para- 
doxes of technology, each framed by opposing conditions 
that characterize the conflicted experience of technology. 
Specifically, technology (1) facilitates freedom and invites 
enslavement, (2) facilitates control and creates chaos, (3) 
solves problems and creates others, (4) saves time and uses 
tíme, (5) leads people to feel intelligent and makes them feel 
stupid, (6) often seems new but is quickly obsolete, (7) as- 
similates and isolates people, and (8) engages and disen- 
gages human involvement in various activities. According 
to some observers, paradoxes are inevitable and endemic to 
contemporary societies generaily, and to technology specif- 
ically, and their fixed equilibrium is unattainable (Handy 
1994; Winner 1994). Hence, the only viable response to 
paradoxes is acceptance and coping. 

In the balancing paradigm of satisfaction, the concurrent 
and contradictory poles of the technology paradoxes operate 
as consumption-related tensions requiring vigilance and 
strategic action on the part of the consumer. From this per- 
spective, satisfaction becomes a function of the success of 
continuing efforts to keep paradoxes in relative balance. Our 
previous work (1998) identifies a broad range of coping 
strategies dedicated to this end, from purposefully delaying 
acquisition or buying an elementary model, to accommodat- 
ing or partnering with the product. Research in other fields 
also implies that successful coping with technology para- 
doxes yields greater satisfaction. Umble (1992), for exam- 
ple, argues that restrictive rules regarding telephone usage by 
the Amish have helped them deal with a salient freedom/en- 
slavement paradox, thereby granting satisfaction with this 
technology in their daily lives. Spigel (1990) also shows that 
the effective management of paradoxes identified in the tele- 
vision ownership experience (e.g., freedom/enslavement, 
isolation/assimilation) reduces family tensions and increases 
product satisfactions. Additional research on automobiles, 
televisions, videocassette recorders, and computers suggests 
that these technologies can both engage and disengage peo- 
ple in their efforts to interact with the world around them and 
that satisfaction with these products is, at least in part, de- 
pendent on the ability to cope with this basic paradox (Hirsch 
1992; Langer and Piper 1988; Stern and Kipnis 1993; see al- 
so Gutek and Winter 1990 on job satisfaction). 

From our data, the case of Wally and Sally Hilson illus- 
trates this alternate paradigm. The Hilsons were concerned 
about technologies in general, noting several of the nega- 
tive poles of the paradoxes mentioned previously (i.e., 
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“You become a slave to the technologies you buy,” “They 
create nothing but problems”). The Hilsons particularly 
avoided the purchase of a telephone answering machine be- 
cause they believed it would come to dominate their lives 
in particular ways, despite its apparent benefits of freedom 
and control. However, accumulating situational demands 
pushed the Hilsons to acquire an answering machine. Sally 
explains: 
We were forced to get an answering machine when busi- 
ness took us out of town for an extended period. There was 
just no other option. I was expecting calls from my book 
publisher, and I simply could not miss those. And Wally 
was awaiting calls from a prospective employer. We were 
trapped into tt, but the answering machine seemed the per- 
fect solution to our dilemma. 


The Hilsons cleverly decided to place their answering 
machine in a separate studio behind their home, effectively 
distancing themselves from the product and mitigating its 
negative repercussions on the perceived quality of their lives 
(“we promised to activate it only when we left on trips"). 
When asked in the second interview about the ownership 
experience, Sally declared: "We're very happy with it.” We 
attribute the Hilsons's satisfaction at the second interview to 
their perceived success in balancing the paradoxes salient in 
their technology ownership experience through creative 
strategies for product placement and use. Interestingly, at in- 
terview 3, Sally was much less enamored of her possession: 
"When we got back from our last trip there were so many 
messages on the machine. It was stressful to think that we 
were obligated to return all those calls." Reflecting the dy- 
namism fundamental to the balancing paradigm, satisfaction 
ebbed and flowed according to changing life conditions and 
further product interactions, with satisfaction peaking as 
paradoxes temporarily were steadied and quality of life 
maintained. 

Kris’s experience with her caller ID device (Case H) 
provides another example of the balancing paradigm at 
work. To recall, Kris eventually attained satisfaction with 
her caller ID that was quite removed from the ambivalent 
feelings that framed her ingoing, but soon-dissipated, prod- 
uct expectations. The data suggest that Kris achieved her 
satisfaction, in part, by coping with the paradoxes that were 
elemental to her experiences with the machine. The isola- 
tion/assimilation paradox was especially salient in Kris’s 
initial thinking. She was so concerned about offending 
friends with the call-screening device (“How will others feel 
when they know I’m screening their number, deciding 
whether to pick up or not?”), that she did not tell anyone 
about her purchase.5 At first she hid the ID box in a drawer 
near the telephone, out of public view. Before long, howev- 
er, the machine was removed from this secretive location to 
make it more accessible for monitoring. To her surprise, 
Kris found that, though some friends noted the unusual de- 
vice on her table, most did not appear to care what it was. 
Some asked basic questions, heard a legitimate defense, and 
accepted the product straightforwardly. "T tell them it's just 
like an answering machine really," Kris reported during in- 





5The paradox of isolation/assimilation as related to anxieties 
over public product display also is implicated in Moores's (1993b) 
research on the adoption of satellite television technology. 
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terview 2, "but this is better because you don't hover over 
the machine listening to the voice of the person who's call- 
ing and then picking up with some lame excuse about how 
you were in the bathroom when the phone rang." Most in- 
teresting, Kris began to engage in guessing games with her 
roommate about the identity of incoming calls and the geo- 
graphic regions referenced by specific area codes. These 
playful activities added a new sense of joviality to the prod- 
uct relationship that counterbalanced worries about embar- 
rassment and isolation with positive feelings of assimilation 
and integration. 

Kris's anxiety about technology engaging and/or disen- 
gaging the user also was negotiated successfully through 
product usage. Kris lamented about people's reliance on 
technology many times during the interviews, noting that 
"we sacrifice skills that make us human through our inter- 
face with machines." Through ritualistic game playing and 
memory quizzes, Kris learned how the machine could sharp- 
en rather than dull her cognitive senses, a realization that left 
her feeling empowered, not compromised, by a growing de- 
pendency on the product. Through these simple strategies, 
Kris successfully managed another salient paradox, making 
it possible for satisfaction to accrue. 

The paradoxes of technology reflected in the balancing 
paradigm have been expressed through various media for 
nearly two centuries (e.g., Shelley's 1818 novel Franken- 
stein and films such as Gremlins and 2001: A Space 
Odyssey). Today, the manifestation of technology paradoxes 
is also evident in reports that many consumers suffer from 
technophobia and “technostress” (Weil and Rosen 1997). 
Hence, the balancing paradigm of satisfaction may be wide- 
spread, especially among certain population segments 
(Smith and Clurman 1997) and for discontinuous innova- 
tions ın which the negative sides of paradox are especially 
notable (Dhebar 1996). 

In summary, the paradox perspective highlights the in- 
determinacy and uneasiness that often accompany con- 
sumers' interactions with products, thereby emphasizing the 
emotional and dynamic qualities of the satisfaction experi- 
ence. The perspective also readily suggests the notion that 
feelings of (im)balance may accumulate across the con- 
sumer's entire portfolio of possessions, illustrating how 
product satisfaction can blend into and become a base ele- 
ment of life satisfaction, the latter involving the broader con- 
text of the consumer culture with which the person interacts. 


Discussion 


Contributions of this Research 


Our project examined consumer satisfaction through phe- 
nomenological and longitudinal inquiry in the technology 
domain. Although the data provide evidence of the CS par- 
adigm and most of its models and indicate operation of sev- 
eral of Oliver's (1989) satisfaction modes, our findings also 
augment existing theory in several ways: (1) an inverted 
form of the ED model in which the disconfirmation of ex- 
pectations promotes satisfaction; (2) an extended version of 
the desires model, which includes the life themes, life pro- 
jects, and current concerns that propel product desires; (3) 
the induction of a new experience-based norms standard 


(СТ. that underpins a unique dependency model of satis- 
faction; (4) expanded conceptualizations of the relief and 
novelty satisfaction modes; and (5) identification of new 
satisfaction modes, including awe, trust, helplessness, resig- 
nation, and love. 

Perhaps most noteworthy, by investigating satisfaction 
through consumers’ firsthand narratives, formidable anom- 
alies of the CS paradigm also emerged. These findings lead 
to five main conclusions: (1) consumer product satisfaction 
is an active, dynamic process; (2) the satisfaction process of- 
ten has a strong social dimension; (3) meaning and emotion 
are integral components of satisfaction; (4) the satisfaction 
process is context-dependent and contingent, encompassing 
multiple paradigms, models, and modes; and finally, (5) 
product satisfaction is invariably intertwined with life satis- 
faction and the quality of life itself. These observations chal- 
lenge long-running assumptions in the study of satisfaction 
within marketing, providing insights that clarify not only the 
character of consumer product satisfaction but its motiva- 
tions and causes as well. Several of these ideas are concor- 
dant with research on consumer technologies outside of 
marketing which, though rarely addressing satisfaction the- 
ory specifically, clearly implicate it (e.g., Lindlof 1987, 
1992; Livingstone 1990; Moores 1993a; Morley 1986; Sil- 
verstone and Hirsch 1992; Umble 1992; Winick 1988). 


Satisfaction as an active, dynamic process. The CS par- 
adigm consistently has portrayed satisfaction as a steady 
evaluative state arising from a lockstep sequence of stages 
that resembles something akin to the operation of a well- 
structured computer program. This depiction contrasts 
sharply with the constructive, malleable, evolutionary, and 
even circuitous process of satisfaction that we uncovered. In 
cases in which preconsumption standards existed, their roles 
in determining satisfaction often evaporated in the face of 
new situational opportunities or constraints. Rarely did 
comparison standards and satisfaction models relevant in 
the early days of product ownership remain constant as the 
usage experience evolved. In cases in which comparison 
standards were weak or nonexistent at purchase time—a 
common precondition in the adoption of innovative tech- 
nologies—satisfaction unfolded as a continuing interactive 
negotiation between consumer and product that actually 
precipitated the instantiation of expectations and norms, the 
realization or creation of desires, and the discovery of prod- 
uct features and benefits. These insights cohere with a grow- 
ing emphasis on the proactive consumer (Deighton 1992; 
Fournier 1998; Hirsch 1992; Lindlof 1992; Stern and Kipnis 
1993; Thompson, Pollio, and Locander 1994), one who is 
depicted here as a necessary and often lively participant in 
the satisfaction process over time. The findings also support 
and extend the process view advocated in Price, Arnould, 
and Tierney’s (1995) study, which reveals marketers as ac- 
tive participants in the evolution of customer satisfaction in 
the service domain. 

The emergence of the paradox balancing paradigm pro- 
vides particular support for this dynamic view. It specifical- 
ly portrays consumer satisfaction in terms of prolonged 
product usage, focusing on consumption experiences in the 
unpredictable course of daily living. The CS paradigm, in 
contrast, has been restricted to the buying condition and the 


immediate evaluative outcome of that transaction. Whereas 
the latter perspective focuses exclusively on the state of be- 
ing satisfied with one’s recent purchase, the former involves 
the process of developing and maintaining satisfaction 
through various psychological and behavioral strategies 
over time—a broadened question of theoretical and practical 
concern. 

These insights call into question the continued dominance 
of the CS paradigm, particularly its strong transaction-specif- 
ic emphasis. They suggest that transaction-specific assess- 
ments of satisfaction are likely to be incomplete, if not 
misleading and unreliable. Indeed, if satisfaction is a pivotal 
facet of a cumulative and often nonlinear chronology of con- 
sumer-product interactions, restricting theory and measure- 
ment to the immediate postpurchase setting prematurely and 
incorrectly deprioritizes the ownership horizon through 
which satisfaction necessarily evolves. Substantial advance- 
ments in satisfaction research are less likely to occur as long 
as narrow and potentially spurious conceptual and opera- 
tional boundaries are placed on the active, dynamic process 
highlighted here. Further research must give higher priority to 
collecting data longitudinally and in situ, with ample oppor- 
tunities to chart the many paths of satisfaction as they unfold. 


The social dimension of satisfaction. Whereas the CS 
paradigm and its models generally frame satisfaction as a 
solipsistic psychological state, our data expose it as a high- 
ly social phenomenon. Our findings suggest that the satis- 
factions of other relevant household members often 
contribute to the individual consumer’s satisfaction. More- 
over, they reveal higher-order social effects that accrue after 
the product is incorporated into the household, demonstrat- 
ing how these repercussions and negotiations themselves in- 
fluence, and are influenced by, the (dis)satisfactions 
consumers feel. More than simply touching on a different 
level of analysis in the study of product satisfaction, this so- 
cial dimension reframes its understanding altogether, from 
one emphasizing secluded mentalism to one involving col- 
lective interactions among all persons directly and indirect- 
ly affected by the product. In this sense, the social character 
of product satisfactions also implicates issues of life satis- 
faction, a point discussed further in the section “Connecting 
Product Satisfaction with Life Satisfaction.” 


The integral roles of meaning and emotion in con- 
sumers’ satisfactions. Our research also indicates that the CS 
paradigm and its models regrettably have ignored or under- 
stated the roles of meaning and emotion in satisfaction. An 
overemphasis on preconsumption standards, feedback from 
initial product performance, and the formulaic comparison 
of the two has depicted satisfaction as a cold, cognitive, and 
meaning-deficient phenomenon. Alternatively, our cases re- 
veal satisfaction as technical and artful, cognitive and affec- 
tive, purposeful and spontaneous, and interlaced with 
meanings of many kinds. Our data suggest a contrarian view 
that it was not comparison standards matched against per- 
formance perceptions that mattered most in our informants’ 
satisfactions. Rather, what carried more weight were the 
meanings and emotions that particularized consumers’ us- 
age experiences. Many of the modifications we proposed to 
existing theory—the inclusion of life themes and life pro- 
jects, new affective modes, and felt paradoxes—all are а5- 
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sociated distinctly with the cultural and personal contexts in 
which technology ownership occurs. Collectively, these 
modifications document the unassailable importance of 
meanings and emotions in consumer satisfaction—an obser- 
vation that similarly has reshaped theories of life satisfac- 
tion (Campbell, Converse, and Rodgers 1976) and 
consumption in fields outside the marketing domain 
(Lindlof 1987, 1992; Livingstone 1990; Moores 1993a; Sil- 
verstone and Hirsch 1992). 

The metaphors invoked when informants referred to 
their possessions (e.g., slave, toy, mother) provided an in- 
dispensable key to unlocking the meanings of consumers’ 
satisfactions (see also Thompson, Pollio, and Locander 
1994). By overlooking meaning, much prior research on sat- 
isfaction has produced only a faint resemblance to the cul- 
turally constituted and personally driven consumer 
experiences we observed. That is, satisfaction has not only 
structure but content as well. It seems inarguable that con- 
certed attention to the product and consumption meanings 
that predate or arise during ownership leads to a deeper, 
more refined understanding of the process of satisfaction. 
Put more bluntly from phenomenological and semiotic 
viewpoints, meaningless satisfaction is no satisfaction at all. 

Our data also encourage an expansion of the role of 
emotions in satisfaction theory, beyond their usual treatment 
as appendages to a rational calculus of response. Indeed, 
emotions were shown to capture the defining tone of a con- 
sumer’s satisfaction at a given point in time. The idea that 
satisfaction has different affective modes or instantiations 
(Oliver 1989) is, in our view, an astute insight on the cen- 
trality of emotions and the varieties of satisfaction. More 
modes are likely to exist, awaiting specification through fur- 
ther research. 


Toward a contingency theory of satisfaction. In toto, our 
empirical findings support and further specify an expanded 
view of satisfaction that others variously have espoused in 
prior conceptual work (Deighton 1992; Iacobucci, Grayson, 
and Ostrom 1994; Tse, Nicosia, and Wilton 1990). This view 
advocates satisfaction as a context-dependent process con- 
sisting of a multi-model, multi-modal blend of motivations, 
cognitions, emotions, and meanings, embedded in sociocul- 
tural settings, that transforms during progressive and regres- 
sive consumer-product interactions. It is a perspective open 
to, and embracing of, alternate paths of satisfaction, includ- 
ing those that do not rely on the preeminence or even pre- 
existence of standards or the associated mathematics of 
standards versus performance in the predictive analysis of 
satisfaction (see also Fornell 1992), 

One ramification of this more holistic view is that it dis- 
putes the persistent practice of conducting confirmatory 
tests of lone satisfaction models or comparative tests of 
competing models, whose goal is the establishment of a sin- 
gle, preferred explanatory model across products, people, 
and situations. This criticism of marketing satisfaction re- 
search has been foreshadowed in the life satisfaction 
(Michalos 1980) and job satisfaction (Hamner and Harnett 
1974) domains, in which multiple comparison standards 
have been documented and accepted. The more liberal view 
of consumer satisfaction proposed here underscores the 
need for a flexible contingency approach that identifies a 
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range of satisfaction models (some based on comparison 
standards, others not) and then isolates the variables that 
serve as boundary conditions for determining when a given 
model will or will not operate. Spreng, MacKenzie, and Ol- 
shavsky (1996) tested a model incorporating both desires 
and expectations and, in discussing their findings, proposed 
conditions in which desires may supersede expectations in 
influencing satisfaction. Our findings endorse this valuable 
direction by pointing to a fuller range of paradigms and 
models that must be accommodated and a longer time peri- 
od across which the various models should be examined. 

Detailing a full-fledged contingency theory of satisfac- 
tion is beyond the scope of our study and this article. For il- 
lustration, however, we can point to a few moderating 
factors suggested in our data, with the hope that other re- 
searchers can advance these ideas further. Consumer exper- 
tise, an individual-difference factor, and the circumstance of 
product acquisition, a situational factor, both may influence 
the engagement of the ED model versus the desires model. 
In cases of low consumer expertise or when products are re- 
ceived as unexpected gifts, our data suggest that satisfaction 
will emerge from a muddling-through, trial-and-error 
process that leads to the discovery of usage benefits and dis- 
benefits. Thereby, the desires model is indicated, as ıt stems 
considerably from preexisting motivational factors (e.g., life 
themes) that are capable of patterning interpretations and ac- 
tions during ambiguous or first-time events (cf. Mick and 
Buhl 1992). In contrast, the ED model may be more likely 
among consumers with high levels of expertise or when ac- 
quisition has been well planned, because both factors imply 
well-formed predictions about features and benefits. Certain 
satisfaction modes also may be more prevalent in cases of 
expected versus unexpected product acquisition, with the 
latter more likely to encourage satisfaction as novelty, sur- 
prise, or resignation. 

Another insight into contingency factors comes from 
what our data failed to uncover—a form of negative or 
"missing case" analysis—namely, the equity model in the 
CS paradigm. The equity model is based implicitly on the 
consumer's opportunity to interact with a marketing agent 
so that input—output ratios (costs/benefits) between the con- 
sumer and the agent's firm can be compared. This compari- 
son leads to a judgment about the fairness of the exchange, 
from which satisfaction in the equity model is determined. 
In our project, consumers reported limited encounters with 
marketing agents (including retail assistants), perhaps ex- 
plaining why equity themes did not appear in their stories. 
That is, without sufficient interaction between consumer and 
marketing agent, the equity model may not be germane. This 
suggests that the equity model may be more likely in the 
purchase of services, as compared with products, a contin- 
gency hypothesis that seems to explain why Tse and Wilton 
(1988) found little support for the equity model in their 
study of record players, whereas Oliver and Swan (1989) 
did in their study involving automobile sales personnel. Ab- 
sence of equity issues in our data also seem to challenge a 
contingency hypothesis recently advanced by Smith, 
Bolton, and Wagner (1998), who propose that the equity 
standard may be preeminent in the context of product fail- 
ures. In the variety of product breakdown stories that we 


collected, the new CL, model involving issues of product 
dependency, not the equity model, emerged as the dominant 
interpretation of the satisfaction process. 


Connecting product satisfaction with life satisfaction. 
Our data also offer glimpses into other concepts that exist in 
nonrecursive, mutually supporting relationships with prod- 
uct satisfaction. In several of our cases, satisfaction with 
technological products was accompanied by the fulfillment 
of motivations central to life satisfaction, notably self-es- 
teem, self-efficacy, and self-actualization (Ryff 1989). In 
contrast, dissatisfaction occasionally was accompanied by 
heightened tensions in human relations, frustrations and 
fears in the product ownership experience, new responsibil- 
ities amid overloaded calendars, the depletion of human 
abilities, and the encouragement of mythic, unrealizable 
goals—all of which are motifs of technology that populate 
works outside the marketing discipline (e.g., Borgmann 
1984; Moores 1993a, b; Morley 1986; Norman 1993; Spigel 
1990). These linkages clearly point to something greater 
than satisfaction with one’s purchases: They involve the 
overall quality of life and the role that product interactions 
can play in achieving, maintaining, or diminishing it. 

Although the tie between consumer satisfaction and 
quality of life has been presumed readily (Oliver 1996; Yi 
1990), it has received virtually no theoretical or empirical 
attention in marketing (for an exception, see Neergaard and 
Venkatesh 1989). This connection, however, is fundamental 
to our positing the paradox balancing paradigm. Extrapolat- 
ing from social psychological research (e.g., Emmons and 
King 1988; Holahan and Moos 1987), the inability or refusal 
to cope with product paradoxes is likely to intensify the 
stress that paradoxes precipitate. If so, and considered 
across multiple possessions, the feelings of security and 
contentment essential to life satisfaction may be compro- 
mised substantially. As Winner (1994, p. 194) summarizes 
this impact, “The dreams of technology have been in- 
evitably frustrated. As we fill life’s every niche with high- 
tech gadgetry, we gradually whittle away those restful 
places where genuine satisfaction is nurtured.” 

The linkage between product satisfaction and quality of 
life also was implicated in the extended desires model we 
proposed, building on research in social psychology that 
demonstrates a relationship between the fulfillment of per- 
sonal projects and satisfaction with life (Campbell 1980; 
Palys and Little 1983). It also is implied in our findings in- 
volving the social dimension of consumer satisfaction. The 
marketing field’s past focus on satisfaction as an individual- 
level, segregated phenomenon has obscured the recognition 
that product satisfactions affect family relations and social- 
ization processes, which, in turn, highly influence satisfac- 
tion with life (Campbell, Converse, and Rodgers 1976; 
Michalos 1980). 

Interestingly, outside of marketing, researchers of life 
satisfaction have expressed only limited interest in con- 
sumer—product interactions as a source of happiness or well- 
being. The state of this theorizing is captured in the 
prevailing hypothesis that increased ownership of material 
possessions leads to greater satisfaction with life (Campbell 
1980). Similarly, marketing researchers interested in life sat- 
isfaction and quality of life (e.g., Samli 1987; Sirgy 1996) 


seldom have related these ideas to product satisfaction, fo- 
cusing instead on macro issues involving marketing ethics 
and public policy concerns (e.g., advertising to children). 
Overall, it seems safe to assume that consumers derive 
(dis)satisfaction from the totality of their engagements in the 
world of consumer goods and that this gestalt impinges on 
something greater than the material aspects of well-being. 
Further research is needed to understand the hierarchy of 
satisfaction responses that extends upward from concrete 
products to the more abstract dimensions of life and the role 
of marketing in affecting that hierarchy at both individual 
and social levels. 


Managerial Implications 


Our research provides direction for several areas of market- 
ing practice. First, our findings recommend refinements in 
the way firms measure satisfaction and track it over time. If 
satisfaction is more evolutionary and more socially oriented 
than previously believed, if multiple satisfaction models and 
modes exist, and if meaning and emotion are as elemental as 
we have suggested, an assessment of satisfaction that is 
based on feature-oriented rating scales will provide only 
meager information at best. These scores reveal little of how 
or why satisfactions come about, their developmental direc- 
tion, their emotional tenor, or the significance of the product 
satisfaction to the consumers involved. Indeed, two con- 
sumers each circling the number five on a ten-point satis- 
faction scale may have much less equivalent satisfactions 
than formerly presumed. Moreover, if these two consumers, 
and others, are part of the same household, their individual 
scores tell nothing about the configuration and interdepen- 
dencies of (dis)satisfactions in the family. As.a result, man- 
agers must consider more advanced satisfaction analyses 
involving sociocognitive mapping (see Ward and Reingen 
1990) and the supplementation of rating-scale information 
with substantial qualitative data, lest their insights be im- 
poverished by the belief that consumer satisfaction is solely 
a matter of quantity, absent of quality. Longitudinal investi- 
gations, in situ, particularly are implicated to reveal satis- 
faction as the dynamic, and often interpersonal, process our 
research accentuates (see also Arnould and Price 1993; 
Price, Arnould, and Tierney 1995). 

Second, the observation that there are multiple models 
within the satisfaction process, and that these are moderated 
by product, person, and situational factors, points to the op- 
portunity for market segmentation along these lines. Com- 
munication strategies can be tailored carefully to manage 
different segments’ satisfaction models and modes, resulting 
in messages that are more relevant to the goals at hand. For 
example, the facilitation of life projects can be emphasized 
with respect to purchases made during life stage transitions, 
whereas paradox balancing strategies may be suggested 
tactfully in the promotional messages and product manuals 
for radical technology acquisitions. 

Insights into the meaning-based nature of satisfaction 
take on particular urgency in the arena of international mar- 
keting. A product benefit such as convenience, for example, 
may be expected or desired by many consumers. Yet, con- 
venience does not have universal meaning across cultural 
bounds, because meaning depends on the local system of 


Rediscovering Satisfaction / 17 


lifestyles and tastes, as well as the life themes and life рго- 
jects that make up each person’s sense of self. Hence, con- 
venience may mean simplicity in product setup, lower time 
commitments for use or maintenance, multiplicity of uses 
for family members, or something else. Managers must be 
cautious about treating satisfaction as a context-free out- 
come and consider it more comprehensively as a situated 
process of meaning investment. 

Third, new product development activities may be im- 
proved through a methodological approach such as ours, 
which advocates the study of consumers’ product interac- 
tions in actual daily life (cf. Fournier, Dobscha, and Mick 
1998; Leonard and Rayport 1997). In particular, our inquiry 
uncovered substantial lability in consumers’ experiences 
with technological products. This suggests that companies 
seeking satisfaction feedback about their innovations should 
strive to place early-stage prototypes in the homes and work 
sites of target consumers as soon as possible, with data then 
collected on an open-ended basis during prolonged usage. 
Beta testing works similarly in obtaining reactions to proto- 
types from employees using the product. However, com- 
pared with our research, this technique is likely to be less 
helpful because of social desirability biases and the shorter 
time spans typically used. Research designs closer to that 
which we employed should produce more accurate and sur- 
prising insights about the opportunities and challenges com- 
panies face in designing, testing, and marketing innovations 
that will keep their purchasers satisfied. 


Limitations and Concluding Thoughts 


Limitations of the present study deserve acknowledgment 
and consideration moving forward. First, although the num- 
ber and length of interviews we conducted matched or ex- 
ceeded most other phenomenological studies in consumer 
behavior, our immersion in the lives of informants was less, 
by comparison, than that which ethnographies can attain. 
Protracted ethnographies could reveal more, if not different, 
knowledge about the dynamics of satisfaction, including 
deeper insights into the connections between product and 
life satisfaction, the dynamic interplay of satisfactions with- 
in the home, and the process mechanisms that underlie con- 
sumers’ satisfactions. Second, our study design naturally 
limits the scope of findings reported here. Specifically, the 
interviewing method we employed constitutes an intensive, 
evocative activity. As such, it may have magnified satisfac- 
tion issues that, on a day-to-day basis outside of an inter- 
view setting, are less cognitively accessible and less 
influential than suggested here. In addition, the definition of 
technology we used—one focusing on computerized, me- 
chanical, and electronic exemplars—though dominant for 
informants interviewed in several phases of this research, 
likely has constrained our conclusions about satisfaction 
with consumer technologies. Whether the theoretical and 
managerial insights offered here extend to other views of 
technology, or to nontechnical product and service domains, 
remains an issue for further research. 

Another and more fundamental aspect of our work, 
which represented a limitation for one reviewer, involves 
the direct relevance of our findings to satisfaction theory. 
This criticism, in its most extreme form, would maintain 
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that what we have examined is not satisfaction but the more 
general construct of consumer attitudes. Indeed, the differ- 
entiation of satisfaction from attitude or, in the temporal ap- 
proach we undertook, from the process of experience-based 
attitude change is a conceptual thicket that most satisfaction 
researchers have sidestepped. We believe that this avoidance 
has been abetted by the field’s commitment to the transac- 
tion-specific view, which, in essence, removes the need to 
worry about the demarcation by binding satisfaction tightly 
to the purchase occasion. Although this binding may help 
dodge the satisfaction-attitude distinction, we also believe 
that restricting satisfaction to the transaction-specific per- 
spective ironically devalues the construct for managers and 
social theorists alike. We strongly concur with Tse, Nicosia, 
and Wilton (1990) and Anderson and Fornell (1994) who 
have called for more satisfaction research from a non-trans- 
action-specific view, that is, one that elevates to greater 
prominence the study of consumers' experiences with prod- 
ucts over time. Nonetheless, we also acknowledge that the 
current dividing line between this viewpoint on satisfaction 
and the concept of attitude is tenuous and contentious in- 
deed. Our research suggests that recognizing varied modes 
of satisfaction, the nuanced role of product meanings, and 
suggested linkages among life satisfaction, life goals, and 
product satisfaction may help clarify these distinctions. Dif- 
ferentiating satisfaction from attitude remains a serious con- 
cern, however, one on which the unique and long-term 
payoff of satisfaction research ultimately may ride. 

We also must highlight a similar issue involving the 
paradox balancing paradigm posited here. Whether satisfac- 
tion with technological products forms the crux of these in- 
sights, or whether our findings are more about the inevitable 
anxiety or exuberance humans experience in the face of 
change, is a point worthy of consideration. Because many of 
the products we examined were new to our informants' 
lives, they served as perturbations to existing structures and 
routines. Аз such, satisfaction in the technology domain 
may be less about happiness or unhappiness directed at par- 
ticular objects of consumption and more about the ease with 
which people welcome, or at least accept, change. Within 
societies that champion unremitting leaps of innovation, 
such as the United States or Japan, the relationship between 
consumer satisfaction and response to change becomes a 
theoretical and practical frontier that the marketing field 
barely has begun to address. The paradox balancing para- 
digm, in which the trajectory of consumer-product interac- 
tions is truly emergent and stochastic, may be more 
appropriate in this regard than the rather artificial boundary 
between "before" and "after" that patterns the CS paradigm. 

As with most discovery-oriented inquiry, this research 
raises more questions that it answers. In line with Wells 
(1994), we cannot help but view this as a constructive out- 
come in the context of recent years, when most satisfaction 
research has become entrenched in closed-form studies 
leading to incremental advances of received wisdom. Our 
findings support the value of stepping back from the domi- 
nant CS paradigm and its models, and stepping empatheti- 
cally and longitudinally into consumers' lives, to rediscover 
satisfaction as the complex human process our project sug- 
gests it to be. 


Appendix 
Consumer Satisfaction Cases: 
Selected Vignettes 


Case A 


Ben, an undergraduate student 23 years of age, was new to 
town and working part-time at a local photocopy center 
when he purchased his first telephone answering machine. 
Although he never owned one before, Ben refers to the ma- 
chine as a “necessity” and exhibits several predictive ex- 
pectations regarding machine use. These expectations are 
based largely on the fact that several of his friends own an- 
swering machines, and Ben has asked many questions. He is 
aware of several features that are “important to have” (e.g., 
remote access capability to hear recent messages). Ben’s 
purchase motives are varied, though the main ones are so- 
cial and economic. He expects that the machine will prevent 
missed calls from friends when get-together events are be- 
ing planned and capture calls from his supervisor when she 
has extra hours (and income) to offer him. According to 
Ben, in his first interview, “T try to be a very organized per- 
son, а very time-conscious person, so it’s a benefit to me. It 
allows me to make sure that I am in touch with everybody 
that’s trying to get in touch with me. I try to be very courte- 
ous. You know, somebody calls me, I like to call them 
back.” Eight weeks into ownership, Ben notes that “when I 
first got it, it was really like, ‘Oh let's see if we got mes- 
sages' kind of a thing. And after a while, you know, I only 
have like four friends here in town and most of them I see 
in class every day.... So, you know, I wasn't getting that 
many messages ... and it seemed like they called less after I 
got the machine ... and after my girlfriend moved in with 
me." By this time Ben also had accepted an offer to work 
full-time at the photocopy center. Asked how he felt about 
the answering machine at that time, he said, "I really like it. 
I mean I got everything I want out of it. I'm very pleased 
with it... I’ve used most of the main functions of it.” At the 
end of six months, Ben was still quite pleased with the ma- 
chine. Ап important new usage had developed at this time, 
namely, screening calls: “I use it to screen calls sometimes, 
like if ... [on] my days off, ... I absolutely don’t want to 
work or I've been planning а trip or something that day, I 
won't answer the phone. And when my girlfriend and I are 
eating, or watching a movie, or spending quality time to- 
gether, well, we just let it ring. She really likes that. We just 
sit there and smile." He also asserts that "I don't think it's as 
big a necessity anymore as it was, as I used to think it was." 
Nonetheless, as he observes, "It's pretty much done every- 
thing that I bought it for, everything that I knew it had when 
I bought it. It's lived up to expectations." 


Case B 


Hank is a chemist 31 years of age, married, and the father 
of two young children. In an initial interview, Hank defined 
technology as “the advancement of knowledge,” adding, “It 
always gets down to improving upon something ... a better 
way of doing something... If you make a better mousetrap, 
that involves technology, but the real impetus behind it is 
you are trying to do something better. You are trying to find 


a better way to kill a mouse." In a subsequent interview, 
Hank talked confidently about the way technologies “make 
life simpler, easier, more comfortable, and more enjoyable." 
He identified the family's new bread maker as "a remark- 
able little device" that both he and his wife "really appreci- 
ate." On many days his wife and four-year-old daughter 
make bread together in preparing for the evening meal. 
Asked what he likes most about the machine, Hank says, 
"Its simplicity. You know, you don't do anything. You just 
take all the ingredients, you dump them in, close the lid, 
push the button. Three hours later you have this wonderful 
loaf of bread. It's picture perfect. A perfect loaf of bread." 
Hank explains his *marvel" in terms of the scientific know- 
how that went into developing the machine and its “precise- 
ly staged, sophisticated computerized operations” (e.g., 
mixing ingredients; kneading, spinning, and baking the 
dough). "It's really an enormous amount of technology that 
went into a very simple but involved procedure," he says. 
“Making a loaf of bread is a pretty basic but incredibly com- 
plex thing. This machine really is an accomplishment of 
contemporary science." Hank smiles as he notes that the 
whole house has the sweet smell of fresh bread as the ma- 
chine completes its work. “К comes out," he says, "so hot 
and fluffy ... a perfect little loaf of bread." 


Case C 


Bonita is a shy, religious woman who works at the local 
university as a lab technician. She is 28 years of age, sin- 
gle, and lives alone in her small house—save for her coterie 
of cats. Her friends and family have been encouraging her 
to buy a telephone answering machine so they can reach 
her when she is not at home by leaving recorded messages. 
But Bonita delayed in buying an answering machine, not 
because she cannot afford one, but because she does not 
like to use the telephone. At times when she is at home in 
the evenings and the phone rings, she simply does not an- 
swer it. She finds it intimidating to talk on the phone: “It’s 
a very vulnerable situation you are getting into there, you 
are talking to someone that lots of time you don’t know 
very well.” She opines that she has avoided buying an an- 
swering machine because it would “obligate” her to return 
calls and thereby “use the phone more often.” She likens 
the machine to “a plant” to which she will be a “slave.” At 
the repeated urgings of her friends and family, Bonita fi- 
nally acquiesces and reluctantly buys an answering ma- 
chine. She places it on a wooden crate half-hidden in the 
back corner of her bedroom. About six weeks later, Bonita 
triumphantly indicates that she receives few messages on 
the machine, only two or three per week, and mostly from 
close family and friends. She reports her enjoyment in pass- 
ing on messages for relatives, mainly between her brother 
in New York and her parents, who live locally and do not 
themselves own an answering machine. Six months after 
purchase, Bonita’s frequency of using the machine has re- 
mained low (“I don’t get that many messages”). She states 
in self-assured self-contradiction, "It turned out about the 
way I thought it would,” and, she admits, “It hasn't ге- 
quired as much tending.... I am glad I have it.... I am sur- 
prised and impressed that it's been as useful as I think it has 
been." 
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Саве 0 


Jack is an electrical engineer (married, age 28 years) who 
characterizes technology mostly in terms of state-of-the-art 
improvements in manufacturing processes and products. 
Jack is quick to note that these improvements, however, do 
not always meet people’s needs any better, so “buyer be- 
ware.” As Jack emphasized in an initial interview: “I think 
most people are blinded by technology in general and they 
don’t really evaluate cost/benefit ratios so much. They are 
too willing to accept the myth of efficiency, always thinking 
that new stuff does the job better and faster than before.” 
Gairis have to be weighed against costs, according to Jack, 
and costs are not only financial, but also psychological and 
behavioral. Speaking of upgrading his computer in a subse- 
quent interview, Jack noted, “Invariably it takes а tremen- 
dous amount of time to do these upgrades and get yourself 
back to the same level of productivity that you were at be- 
fore. And we are talking stuff, the stuff I do like compiling 
programs and stuff, it takes me two minutes on the comput- 
er that I use now, or a minute and a half if I get a faster com- 
puter, maybe it is going to take me a minute and 15 
seconds." But, he asked rhetorically, "Is it worth a week's 
worth of time getting this system upgraded and going for 
15-second gains for stuff I do six, seven, eight times a day? 
Doesn't add up to much, does it?" 


Case E 


Liz is a married, 48-year-old jewelry designer who came of 
age in the 19605. She does not embrace the role of home- 
maker readily and does not own many kitchen appliances. In 
fact, Liz does not even own a stove with burners and, as for 
small appliances, she says, “I just hate them." But one ap- 
pliance has special significance to her. As she explained, “Т 
had to do dishes all my life, growing up, and everything. 
T've always hated it.... My sister and I [did the dishes]. But 
she was older. She left home first.” Asked about her current 
dishwasher, Liz calls it her “little kitchen slave.... I could 
stick every little dirty, rotten, nasty thing in there and walk 
away from it, listen to it hum for 20 minutes or а half-hour, 
and it's done.... You never even have to think about them." 
And she added with emphasis, "Wouldn't live without it. It's 
a lifesaver. Better than a daughter! I keep a Sears warranty 
on it so that if anything goes wrong they come and fix that 
sucker too. I do not want to live ever again without a dish- 
washer—or at least somebody to do my dishes." Liz told a 
story of a time when her dishwasher broke down. While 
waiting a few days for the repairman, and in the meantime 
refusing to do the dishes by hand, Liz laid the dishes out in 
her bathtub and then turned the hot shower on them. She ad- 
mitted, “I’m so awful about dishes. I don't even offer to do 
dishes for people when I’m eating at their home or visiting. 
I will vacuum, I will scrub their floor, but I don't do the 
dishes. God, I love my machine." 


Case F 


Bob is a semiretired naval engineer (age 68 years). His Ko- 
rean wife, Tina (age 44 years) currently is completing her 
nursing education. They have two teenage daughters. Re- 
cently, they purchased their first telephone answering ma- 
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chine at a local warehouse discount store. "It was on sale, 
$19.99. Couldn't pass it up; they were giving it away. Did- 
n't need or really want one, never even thought about own- 
ing one, but it was a bargain and I just grabbed it." At 
purchase time Bob denies much interest in the machine, say- 
ing, "I don't think ГП really use it at all.... I don't expect no 
calls." In contrast, Tina sees the machine as a way to ensure 
that she does not miss calls from family back in Korea, from 
her daughters when they are gone from home and may need 
her (e.g., a ride home), and from the hospital that is sched- 
uling her nursing internships. She emphasizes family issues 
heavily in the initial interview and describes the answering 
machine's main benefit in terms of "security," as in going 
“without worry." Six weeks into ownership, Bob says, "I'm 
hooked on the machine," "It's like a car. Can't live without 
it." Everyone in the house is receiving calls on the machine, 
including the younger daughter who “got three calls on there 
just last night.” Nonetheless, because the daughters change 
the machine’s settings, Bob reports, “We don’t allow no- 
body to mess with that machine at all anymore. I put the ma- 
chine in [our] back bedroom so that no one can touch it. As 
a matter of fact, when the kids go in to check it, one of us is 
right there with them.” For reinforcement, he also has put a 
sign over the machine that has a drawing of a skull and 
crossbones: a powerful warning that “no one mess with the 
machine.” In essence, Bob has become the main operator of 
the answering machine, retrieving all calls and maintaining 
the settings. Tina receives many recorded calls, including 
some from Korea (about ill relatives and a nephew going to 
New York), some from neighbors (e.g., from an Ш neighbor 
asking for assistance), and some from the hospital in regard 
to her work hours. Six months into ownership both Bob and 
Tina report that they are “very pleased” with the machine, 
asserting that it is has become a “necessary” part of each 
family member’s life. Tina anthropomorphizes the machine 
by likening it to a mother in past eras who “stays home all 
the time” to be available for her children. Meanwhile, the 
youngest daughter has begun some new friendships that the 
parents “disapprove of,” so Bob has been erasing most of 
the messages intended for his daughter before she gets home 
to hear them. He said, "T told her outright, and I told the old- 
er one too, that if there was people calling here that I didn't 
agree with, they would be erased from the machine.” In fact, 
the older daughter’s boyfriend will not leave messages on 
the machine anymore because he knows that they are not be- 
ing passed on. Bob admitted, “They don't like that, no, but 
I sure think it’s useful.” 


Case G 


Trudy (age 35 years) is a divorced mother of five children. 
She works full-time as a language instructor at a local high 
school and part-time as a waitress. She likes country danc- 
ing, plays volleyball twice a week for recreation, and plans 
to take scuba diving lessons in the coming summer. Trudy 
also aspires to be a published writer and is currently writ- 
ing a motivational book of hope and advice for single 
mothers based on her Christian beliefs and principles. She 
suffers from an arthritic condition in her hands that makes 
writing longhand virtually impossible, but typing poses no 
problems. She owned an old model personal computer, 


which she has used to begin writing her book. The comput- 
er required her to write at home, however, preventing her 
from spending more time outdoors with her kids. Because 
of this limitation, she has coveted a portable computer for 
a long time and finally purchases one when it goes on sale. 
She sees the new portable as offering the “chance to write 
anywhere, anytime.” Her daughter even remarks: “Well, 
now we can go some places finally.” By the end of the first 
six months of ownership, Trudy says, “Except for my kids, 
I can’t imagine anything that I own that I treasure more 
than that.” With the new computer she has written four 
chapters of her book and many personal letters, completed 
classroom assignments and records, and assisted her chil- 
dren with their homework. She takes the laptop to the park 
and uses it while her kids play and to relatives’ and friends’ 
homes during weekend trips away. She notes, “It fits so 
many aspects of my life.” She confesses at one point, “This 
computer is me.” She spills more and more of herself into 
the machine, noting that it is “kind of like a diary because 
I have all these tests and everything else on it as well, so if 
somebody 20 years from now opened up this computer, 
they would know so much about me.” Trudy says also that 
one of her friends calls the computer her "security blanket,” 
to which she adds, “I have to have it with me all the time” 
and “I like it so much that if it was to be taken, I think I 
would be heartbroken.” When using the machine, Trudy 
says she feels “a little high” (“I don’t know, I can’t explain 
it. It just makes me feel good”), a feeling that no other com- 
puter (e.g., her father’s) has been able to grant for her. Dur- 
ing the day, Trudy keeps the computer locked in her drawer 
at school. At night she keeps it hidden on the floor in the 
back of her hall closet. She does this as well when she is 
gone on errands, fearing that “someone might break into 
the house and steal it” from her. Overall, Trudy’s feelings 
about the portable computer are certainly unabashed: “I 
love it! I love it! I totally love it!” 


Case H 


Kris is a college junior, age 20 years, who, at the time of our 
first interview, was receiving threatening phone calls from 
an unidentified male. On recommendation from local police, 
her father purchased for her a caller ID device that would 
record the number of the originating phone and allow au- 
thorities to track down the harassing caller. At the time of 
purchase, Kris envisioned no other specific need or use for 
the device. In fact, she resisted getting it: “I was hesitant to 
get it, but for this situation it’s most likely the only way 
we’re going to find who is doing this. Beyond that I’m not 
entirely sure how useful it would be. I certainly don’t want 
it. I am afraid my friends will be embarrassed or offended 


when they find out that I am screening their calls before an- 
swering.” Kris is so hesitant that she puts the machine in a 
drawer near the phone, so friends will not see it and learn 
that she is screening their calls. Ironically, the very day the 
machine is hooked up, the threatening calls cease altogeth- 
er. At the six-week interview mark, Kris reports that she at- 
tends to the device “the minute” she comes home and 
becomes “excited” every time a call is registered. She tells 
us that she will actually run from another room to see what 
number is being flashed across the display. Kris also notes, 
“It is just there, working all the time. It became an instant 
part of my life the minute I took it out of the drawer and put 
it out on the table. I mean, you can’t miss it, you can’t help 
but use it.... It just seems like such a natural part of my life 
now, like it was always there. It’s grown on me. I’ve grown 
really accustomed to it.” She confesses, “I like to check it a 
lot. Even if I’m bored, ГП go and look, maybe I missed 
something.” Kris and her roommate even entertain them- 
selves with the device: “We have a little game we play that 
I see when it rings and it says [the call is from] out of the 
area, we try and guess who it’s for.” Together they keep a list 
of numbers with which each is familiar so that the daily log 
of calls can be checked and verified. They memorize com- 
mon numbers and see who can be first to recognize incom- 
ing calls. Between her telephone answering machine (which 
takes messages but does not record numbers of callers who 
hang up) and her new caller ID device (which records all 
numbers), Kris recognizes that she now has much informa- 
tion about who does or does not call, including her employ- 
er, boyfriend, and other friends: “This just nails it down 
perfectly, and I know exactly who I want to talk to.... It’s 
just a more informed choice and I like that. My boyfriend 
can’t say, ‘Oh I tried to call you’ anymore because now 1 
know if he really did or not.” As for the device now sitting 
out on an end table, Kris says: “Nobody really asks about 
it.... Nobody’s ever really commented on my having it once 
I explained to them that it is not as deceptive as screening 
calls on an answering machine.” By the end of six months, 
Kris is receiving many calls that are not recognizable (1.е., 
she cannot match the numbers with people she knows). De- 
spite her initial fears about the harassing caller (who has 
never called again), she describes these unknown calls as a 
kind of drama, wondering “Who could this be?” In some 
cases she even calls back the numbers to find out who they 
are—as a matter of intrigue and thrill. Kris also talks about 
trading up to a new model that operates on a wider calling 
area. She also freely admits that she wishes she had a sec- 
ond caller ID device as a matter of convenience—one for 
the living room and one for her bedroom—because she uses 
it so much. 
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Michael L. Rothschild 


Carrots, Sticks, and Promises: 
A Conceptual Framework for the 
Management of Public Health and 

Social Issue Behaviors 


The author presents a framework that considers public health and social issue behaviors and is based оп self-in- 
terest, exchange, competition, free choice, and externalities. Targets that are prone, resistant, or unable to respond 
to the manager's goal behave on the basis of their motivation, opportunity, and ability and on a manager's use of 
the strategies and tactics Inherent in education, marketing, and law. 


that half of these deaths are “premature” and attribut- 

able to lifestyle and environmental factors (UC Berke- 
ley Wellness Letter 1997). Advances in biomedical sciences, 
mass immunization, and sanitation have resulted in a de- 
crease in the incidence of infectious diseases (Matarazzo 
1984), so that the health status of the population in econom- 
ically developed countries now has less to do with acute ill- 
ness than with lifestyle issues such as excessive drinking, 
unhealthy diet, or the use of tobacco products (Walsh et al. 
1993). Influencing lifestyle can do more to increase the 
health of the population and lower the cost of health care 
than can treatment of illness. 

In this article, a conceptual framework is proposed for 
the management of public health and social issue behaviors. 
The article relies on education, marketing, and law as its 
three primary classes of strategic tools. These tools will be 
considered with respect to specific targets and specific pub- 
lic health or social issues for which the targets may or may 
not have any motivation, opportunity, and/or ability to coop- 
erate but that nevertheless have been selected for manage- 
ment (e.g. keeping preteen girls from beginning to smoke). 
The tools are considered with respect to targets who are 
prone, resistant, or unable to comply with the manager’s 
goals.! The relative appropriateness of the use of various 


Т: million U.S. residents die each year; it is estimated 





1Мапавег ıs used here as a generic term that includes, but is not 
limited to, various persons such as civil servants, nonprofit admin- 
istrators, legislators, and/or private sector managers who attempt to 
direct the behavior of individuals for the good of society (as defined 
by the managers, the leaders, and/or the constituents of the society). 
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combinations of education, marketing, and law will be deter- 
mined by these states for the purpose of assisting managers 
in dealing with tremendously complex societal problems. 

These issues are of societal concern when they tie to 
freely chosen behaviors that result in social costs for which 
other members of the society must pay either directly or in- 
directly (externalities). This article also considers the macro 
policy trade-offs between the free choice rights of individu- 
als and the rights of others not to have resulting externalities 
thrust on them. The selection of issues for which the use of 
education, marketing, and/or law are appropriate will be de- 
termined on the basis of this trade-off of conflicting rights. 

Given the existence of these trade-offs, cooperation be- 
tween parties may be necessary for the manager's goals to 
be met. As Ouchi (1980, p. 130) points out, "Cooperative 
action necessarily involves interdependence between ındi- 
viduals. This interdependence calls for a transaction or ex- 
change in which each individual gives something of value ... 
and receives something of value ... in return." This article 
considers the potential impact of transactions when cooper- 
ation may be hindered by the competing self-interested 
views of the target group (whose members may be comfort- 
able with their current behaviors) and the manager (who 
seeks a particular behavior).2 

Current public health behavior management relies heav- 
ily on education and law while neglecting the underlying 
philosophy of marketing and exchange. A goal of this re- 
search, therefore, is to show the relevance of marketing 
along with education and law while recognizing that each 
tool set has its own strengths, weaknesses, and most appro- 
priate application opportunities. Major tasks are to deter- 
mine the circumstances in which education, marketing, and 
law are most appropriate, as well as to determine the soci- 


2Тћеге also are cases in which the individual may not be com- 
fortable with the current behavior but is unable to make changes. 
In these cases, the target and manager are not competing, but the 
manager still must choose among education, marketing, and law as 
tools to manage behavior. 
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etal values as to the desire to impose society’s interests on 
individuals through the several sets of available tools. 


Introducing Education, Marketing, 
and Law 


The use of the tripartite classification of education, market- 
ing, and law is based on previous work. Lindblom (1977) 
frames his macro analysis of the major politicoeconomic 
systems of the world into three classes of social control: per- 
suasion, exchange, and authority. Smith (1996) has five 
classes of micro management tools, which he refers to as the 
5Fs: facts (informational education), feelings (emotional ed- 
ucation), facilitation (product, price, and place), freebies 
(promotions), and force (force of law). Hastings and Elliott 
(1993) use 3Es—education, environment, and enforce- 
ment—in their micro level framework. Before proceeding, 
several terms must be clarified. 

Here, education refers to messages of any type that at- 
tempt to inform and/or persuade a target to behave volun- 
tarily in a particular manner but do not provide, on their 
own, direct and/or immediate reward or punishment (e.g., 
“Quitting isn't easy—keep trying,” “Just don't do it,” “Eat 
five fruits and vegetables per day”). Education can teach and 
create awareness about existing benefits but cannot deliver 
them, even though the resultant knowledge may have value 
for long-run behavior in the pursuit of benefits. Education 
(alone) requires the target to initiate the quest for the bene- 
fit and/or solicits voluntary compliance. Compliance may be 
for a previously known reward (e.g., “Stop smoking and re- 
duce the chances of heart disease”), a reward not previously 
received (e.g., teens are taught that “kissing a smoker is like 
licking an ashtray”), or for no explicitly apparent reward 
(e.g., “Don’t forget to vote”). Education, if alone, can sug- 
gest an exchange but cannot deliver the benefit of the ex- 
change explicitly. 

Lindblom’s persuasion is similar and comprises several 
forms of social control from ideological instruction and pro- 
paganda found in totalitarian systems to the free competition 
of ideas found in liberal democracies. Education is also sim- 
ilar to what Wiener and Doescher (1991) term a behavioral 
solution, that is, a solution that asks people to make volun- 
tary sacrifices. Finally, education is similar to what Rasmu- 
son and colleagues (1988) define as health communications, 
that is, “the development and diffusion of messages to spe- 
cific audiences in order to influence their knowledge, atti- 
tudes, and beliefs in favor of healthy behavioral choice.” 

Although messages often are used to inform or persuade, 
as an aid to the marketing of a product or service in an ex- 
change or as an aid in the enforcement of law, these sup- 
porting tactics are not included under the rubric of education 
here. Messages that support in these ways are important to 
the overall integrated behavior management process but are 
different from messages that stand in isolation. The former 
are included under marketing and law; the latter are consid- 
ered education. 

Marketing refers to attempts to manage behavior by of- 
fering reinforcing incentives and/or consequences in an en- 
vironment that invites voluntary exchange. The environment 
is made favorable for appropriate behavior through the de- 


velopment of choices with comparative advantage (products 
and services), favorable cost-benefit relationships (pricing), 
and time and place utility enhancement (channels of distrib- 
ution). Positive reinforcement is provided when a transac- 
tion is completed. 

Lindblom regards exchange as the fundamental rela- 
tionship on which market systems are built; one party gives 
up something to get something from another party. Kotler 
and Roberto (1989, p. 24) define social marketing as “a 
program planning process that promotes the voluntary be- 
havior of target audiences by offering benefits they want, 
reducing barriers they are concerned about, and using рег- 
suasion to motivate their participation in program activity.” 
Marketing offers a direct and timely exchange for a desired 
behavior. 

Law involves the use of coercion to achieve behavior 
in a nonvoluntary manner (e.g., military conscription) or 
to threaten with punishment for noncompliance or inap- 
propriate behavior (e.g., penalties for littering). Law also 
can be used to increase (by the use of price subsidies) or 
decrease (by the use of taxes, which effectively raise 
prices) the probability of transactions that might not de- 
velop as desired through free-market mechanisms; in 
these ways, law can be used to facilitate marketing solu- 
tions. According to Black’s Law Dictionary (1990, p. 
884), “law, in its generic sense, is a body of rules of action 
or conduct prescribed by controlling authority, and having 
binding legal force.... That which must be obeyed and fol- 
lowed by citizens subject to sanctions or legal conse- 
quences is a law.” 

Lindblom’s authority is similar and exists when one in- 
dividual or group implicitly or explicitly, freely or by force, 
recognizes the control of another individual or group. Au- 
thority consists of commands backed by specific penalties 
that threaten to disadvantage noncompliance. Law 1s also 
similar to what Wiener and Doescher (1991) term a struc- 
tural solution, that is, a political act that mandates individ- 
ual behavior. For Taylor and Singleton (1993), the distinc- 
tion between marketing and law could be that marketing 
works through self-monitoring and self-sanctioning after ne- 
gotiating, whereas law is used as external monitoring and 
sanctioning when the transaction costs of marketing are too 
high and the community is not strong enough to reduce 
these costs on its own. ' 

Although the use of law generally is thought of as coer- 
cive and punishing, the coercion also can be positive and of 
assistance. The use of law can force a behavior that is desir- 
able to the target but is not viable because of pressure to 
conform to a different standard. In this case, the law can pro- 
vide an external motivator when an internal one cannot be 
accepted by the target (e.g., forcing a motorcyclist to wear a 
motorcycle helmet by legal means can work when no indi- 
vidual motorcyclist would choose this option freely). Law 
and marketing both can offer environmental opportunities 
and reinforcement for behavior, but in marketing the behav- 
ior is voluntary, whereas in law it is coerced. 

In still other cases, law is used to create marketing ex- 
changes. When the law is used to set up voluntary programs 
such as Head Start, such action is categorized as marketing. 
Law (herein) is used to manage by coercive punishing of ın- 
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appropriate behavior without choice; marketing manages by 
offering incentives and choice.3 

Education and marketing are similar in that both propose 
uncoerced, free-choice behavior. In addition, marketing of- 
fers a specific timely and explicit payback, whereas educa- 
tion can offer only a promise of future potential payback and 
is unable to reinforce directly. Whereas marketing offers an 
explicit exchange and brings it to the target, education im- 
plies that an exchange might exist but the target must search 
for it. Marketing adds choices to the environment, whereas 
education informs and persuades within the set of choices 
that already exist. Law is similar to marketing in that both 
offer exchanges in the target’s environment; marketing’s of- 
ferings, though, are presented with free choice that is re- 
warded, whereas the force of law generally imposes sanc- 
tions for noncompliance with the proffered choice. In 
general, the presence of a reinforcer is incentive (market- 
ing), whereas the withholding of a reinforcer or the onset of 
a punishment is coercive (backed by the force of law). 

Consider the following example of how the three classes 
of tools might be used: A social issue with behavior man- 
agement implications facing many societies involves ge- 
netic testing and the opportunity to lessen the occurrence of 
disabilities. If society wishes such management, while also 
considering the rights of its citizens, should the management 
be through education, marketing, or law? 


*With education, the government could inform and persuade 
citizens with respect to the value for the individual and the so- 
ciety of genetic testing and, for individuals with relevant ge- 
netic markers, could provide education on the value of volun- 
tarily choosing not to have children. Education offers free 
choice to citizens and accepts the externality costs that would 
result from socially undesirable choices. 

Through the use of marketing, the government could encour- 
age voluntary genetic testing by setting up test sites in shop- 
ping malls and, in exchange, could offer counseling on the 
topic of family planning using the test results and other issues 
of concern to the family. For those with relevant genetic 
markers, voluntarily choosing not to have children might be 
compensated for with a priority status for adoption. Market- 
ing offers free choice and attempts to minimize externalities 
by offering benefits ın exchange for behaviors with fewer ex- 
ternalities. 

*Through law, the government could require genetic testing of 
all citizens as they approach the age of reproduction and in- 
voluntary sterilization of those who carry genes that might 
lead to disabilities. Failure to comply could be punished 
harshly. Law restricts free choice by punishing socially unde- 
sirable choices but manages behavior to minimize externality 
costs 


These options are presented to show the differences 
among, and the opportunities and limitations of, the three 
major classes of tools and how an evaluation of these tools 
is relevant to behavior management. In reality, an issue such 





3There are cases in which there 15 a thin line between marketing 
and law or in which the law is used to create an exchange situation. 
As with marketing, law can be used to create offerings, manage 
price, facilitate distribution, or disseminate messages. Many gov- 
ernment programs that offer freely chosen exchanges are examples 
of products or services being created and marketed by the passage 
of laws. 
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as genetic testing probably would be managed through a 
combination of the three classes of tools both over time and 
across different targets, and the relative weighting of the 
tools would be a function of individual and societal values 
as well as macro public policy considerations. 

Before integrating education, marketing, and law in a 
behavior management framework, some issues of market- 
ing and political philosophy are considered in the following 
section. 


Issues that Influence the Potential 
Value of Marketing in Public Health 
and Social Issue Behavior 
Management 


Because many managers are not trained formally in market- 
ing, they often tend to neglect key issues that are important 
in the use of a marketing perspective. An appreciation of the 
self-interest of the target, the benefits of an exchange, and 
the constraining nature of power and competition are needed 
if marketing is to be used successfully as a class of behav- 
ior-management tools. These issues are considered next in 
comparison with their use in commercial marketing. 


Self-Interest 


In most situations, people act primarily out of self-interest; 
in commercial marketing, this self-interest clearly and con- 
sistently is acknowledged and pursued. In the commercial 
sector, managers appeal to consumers' self-perception of 
short- and long-run self-interest (e.g., *buy my brand and 
you will be better off," "buy my brand and you will feel bet- 
ter about yourself"). In public health and social issues, man- 
agers often ask members of the target market to behave in 
ways that appear to be the opposite of that member's per- 
ception of self-interest and are often the opposite of the cur- 
rent manifestation of that self-interest as observed through 
the member's current behavior. People choose to eat junk 
food, not exercise, smoke and drink to excess, or engage in 
unsafe sex because they have evaluated their own situation 
and environment and made a self-interested decision to be- 
have as they do. 


Primary and selective demand. Commercial managers 
generally seek changes in selective demand after the prima- 
ry demand decision with respect to the product class already 
has been made. That is, the major self-interest decision with 
respect to the product class has been made, and only the mi- 
nor brand choice decision remains. For social managers, the 
desired behavior is more likely to be a change in primary de- 
mand (e.g., start behaving in a way that is new; stop behav- 
ing in a way that has been enjoyable). This difference in em- 
phasis on primary versus selective demand makes the social 
manager's task more difficult. 

When making a selective demand decision, consumers’ 
ambivalence is overcome fairly easily because the differ- 
ences among choices are often minor. The primary demand 
decisions sought with respect to public health issues gener- 
ate more powerful levels of ambivalence. Most people who 
smoke know they should stop; many people who drink to ex- 
cess “hate themselves in the morning.” Many smokers make 


primary demand decisions several times each hour; they are 
determined to quit after each cigarette but then are deter- 
mined to have just one more when their need for nicotine 
builds a few minutes later. This ambivalence with respect to 
the primary demand decision makes public health behavior 
management difficult and often calls for explicit reinforce- 
ment of the behavior that is sought by the manager.4 

Although commercial and social issues differ greatly 
with respect to how managers accommodate self-interest, it 
is important to note that the targets are behaving similarly in 
both domains. Individuals act in their own self-interest 
whether they are given the opportunity to change brands or 
to change health-related behavior. If the individual can dis- 
cern immediate self-interest in the behavior, it is more likely 
to occur; if there is no perceived benefit, it is less likely to 
occur. If the change is minor (selective demand), it is more 
likely to occur; if the change is major (primary demand), it 
is less likely to occur. 


Self-interest. Mansbridge (1990) has edited a book of 
readings put together to show that there are determinants of 
behavior other than self-interest. In the introduction to Be- 
yond Self-Interest (p. ix), though, she states that “Self-inter- 
est explains most of human interaction in some contexts, 
and it explains some role in almost every context. Institu- 
tions that allow self-interest as a primary motive, like the 
market and majority rule, are indispensable when vast 
groups of people who have no other contact with one anoth- 
er need to coordinate their activities or make collective de- 
cisions.” This article involves what happens in the vast ma- 
jority of individual decisions and when self-interest may or 
may not be consistent with societal goals and needs. 

Whereas marketing generally plays on short-run self-in- 
terest through an exchange of reinforcers, education and law 
play on self-interest in quite different ways. Education often 
recommends and encourages behaviors by promising a self- 
interested future return on the behavior investment; though 
there is no explicit exchange, there are offers of possible re- 
turns. Some education campaigns clearly show the target 
why there would be self-interest in behaving appropriately 
(e.g., “If you use a condom, you will be less likely to con- 
tract a sexually transmitted disease"), others show a societal 
benefit but no direct self-interest (e.g., “If you drive more 
slowly, the nation will have greater fuel reserves"), and oth- 
ers do not show either societal or individual benefit but 
merely present moral platitudes (e.g., "Just say no"). Some 
campaigns offer immediate self-interest reinforcers (e.g., “If 
you immunize your baby today, it will be less susceptible to 
a variety of childhood diseases"), whereas others offer the 
possibility of future self-interested rewards (e.g., “If you 
drink milk today, you are less likely to contract osteoporosis 
when you are old”). Some of these campaigns compete di- 
rectly with the behavior they are trying to change (e.g., “If 
you don’t smoke, your mouth will taste fresher; you will be 
more sexually attractive and cool”). 

Law demands nonvoluntary behavior and offers a self- 
interested return by promising not to punish those who be- 
have correctly (e.g., “If you continue to drive without drink- 





4This idea was generated from the comment of an anonymous 
reviewer, 


ing, we will not take away your driver's license") or cease 
behaving incorrectly (e.g., “If you stop drinking and driving, 
we will reinstate your license”). In both education and law, 
the self-interest of the society and its managers is pursued, 
but it is not always clear to the target that its self-interest is 
being considered. 

There are several bodies of literature that support the im- 
portance of considering self-interest. These include behav- 
iorism (beginning with Skinner 1935); evolutionary psy- 
chology (Dawkins 1976; Wright 1994); the evolution of 
cultures, norms, and conventions (Coleman 1990; Young 
1996); neoclassical economics (Block 1994; Hausmann and 
McPherson 1996); behavioral decision theory (Kahneman, 
Slovic, and Thersky 1982}; and economic sociology (Cole- 
man 1990). Work that does not support the importance of 
self-interest often does so by showing exceptions to its uni- 
versality (Mansbridge 1990; Sober and Wilson 1998). 


The Exchange 


In addition to self-interest, the fundamental nature of the ex- 
change must be considered. In commercial marketing, the 
payback in the transaction is defined by an implicit or ex- 
plicit contract, and its timing occurs closely behind, or si- 
multaneous to, the initial behavior of the target. With public 
health and social issues, the payback is often vague, uncer- 
tain, and in the distant future. 


Exchange theory. Although the exchange and transac- 
tion are at the heart of marketing philosophy (Alderson 
1957; Hunt 1976; Sheth, Gardner, and Garrett 1988), much 
of what has been called social marketing in the past has ne- 
glected the exchange (Andreasen 1994). The functionalist 
school of marketing thought (Alderson 1957; Sheth, Gard- 
ner, and Garrett 1988) presents a perspective that often is 
missing in public health behavior management. 

Marketing occurs when there is an attempt to transfer 
value from one entity’s assortment to another’s for the pur- 
pose of enhancing the assortment of the first party (Alderson 
1957). Alderson puts forth the idea that there must be a com- 
mon stake in the survival of both sides; both sides must per- 
ceive the opportunity for enhancing their own value but also 
recognize that there is risk for each involved in the transac- 
tion. According to the functionalist school, each side must 
assume potential costs and risks to achieve potential added 
value, but society places the burden of costs and risks on the 
individual when it uses only education or law. 


Timing and payback. Houston, Gassenheimer, and 
Maskulka (1992) raise two issues that tie directly to the 
transference of marketing to social and public health issues. 
In most cases of commercial marketing, (1) the timing of the 
two parts of any transaction are temporally close and (2) the 
payback is agreed upon explicitly and clearly by both sides. 
In many noncommercial cases, these conditions do not hold, 
and as a result, targets are reluctant to engage in the behav- 
ior being advocated. 

Explicit and temporally close payback, the offer of an 
immediate positive behavioral reward, and accommodation 
of self-interest are some of the conditions that differentiate 
strong and weak exchanges and may result in immediate 
positive reinforcement. Education, marketing, and law all 


Carrots, Sticks, and Promises / 27 


offer exchanges, but those in education are weak (they gen- 
erally are not temporally close and do not show explicit 
payback), and the exchanges in law may be temporally close 
and explicit but generally are based on coercion and are of- 
ten negative. 

In many public health behavior-management cases, 
there is no temporally close or tangible payback in return for 
the behavior. For example, many individuals have made a 
decision, in their own perception of self-interest, to be sloth- 
ful with respect to exercise and diet. The educational mes- 
sages that the social manager presents ask the individual to 
begin to exercise and eat more vegetables while watching 
less television and eating fewer high-fat foods. In return, the 
individual is promised some vaguely lower probability of 
having a heart attack that may or may not occur at some un- 
determined time in the future. Such a message proposes an 
exchange that offers neither a temporally close transaction 
nor an explicit payback. The individual is called on to make 
a choice between a behavior that definitely leads to an easy- 
to-see, certain, immediate, pleasant outcome and a very dif- 
ferent behavior that may lead to a less certain but longer-run 
pleasant outcome. 

Behavior with respect to public health and social issues 
comes about in much the same way as it does for commer- 
cial exchanges; individuals act out of self-interest, accepting 
“good” deals and rejecting “bad” ones. The difference is that 
the public health manager often asks for behavior that is not 
perceived by the individual to be of self-interest. Public 
health issues benefit society and often benefit the individual 
in the long run; the problem lies in showing the individual 
that immediate and sometimes continuous (undesirable) be- 
havior must take place to achieve the long-run benefit. Al- 
though education can present long-run benefits, marketing 
exchanges may be needed to initiate behavior, or law may be 
needed to overcome the perception of a lack of benefit. 


Power and Competition 


A third set of commercial-social differences involves power 
in the relationship and competition in the marketplace. Be- 
cause of the existence of competition in most commercial 
marketing situations, managers know that the target has the 
power to choose from any of the existing vendors. This con- 
sumer power leads to an accommodation of needs. 

In addition, consumer apathy, or low involvement, puts 
more pressure on the manager to show an immediate bene- 
fit for the target; it is this logic, at least in part, that has led 
to the huge increase in consumer sales promotions that lead 
to immediate purchase behavior for frequently purchased 
convenience goods. Commercial marketers long have 
known that the nature and outcome of an exchange will be 
influenced strongly by the relative power of the parties 
(Gaski 1984), but social behavior managers often seem to 
make implicit assumptions about the extent of their own 
power when they represent society or an agency thereof. 
This assumption is manifested through the choice of educa- 
tion or law as the preferred tools of behavior management, 
as managers fail to recognize that in a free-choice society, 
they actually have little power. 

As a group, apathetic, or low-involvement, individuals 
in the target population have tremendous latent power to ex- 
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tract benefits from the society in return for desirable behav- 
ior and curtailment of externalities (Coleman 1990). Be- 
cause the locus of actual power (the individual) is recog- 
nized by managers to be different from the locus of apparent 
power (government), the need for tools that work differently 
than those of law and education becomes more necessary. 
On the individual's side of the ledger, apathy is a strong 
source of power. The greater the value of the exchange for 
one side, the more power can be brought to bear by the other 
through its seeming apathy (Coleman 1990). Although apa- 
thetic individuals often do not realize the power they have 
and may be too disorganized to use it, managers must re- 
spond to this latent power if they are to achieve their goals. 
In this situation, an implicit form of negotiation takes place 
that consists of rejection of offers by the apathetic individu- 
als until the manager creates an exchange that is worthy of 
attention. 

Many social managers are equally presumptuous when 
they assume that they are operating in an environment de- 
void of competition; free choice, apathy, and inertia are 
powerful competitive forces that often are ignored. Social 
managers must recognize that there is always competition. 
For every choice there is an alternative: to be or not to be, to 
binge drink or drink in moderation, to exercise or remain a 
"couch potato." In a free-choice society, many laws are not 
followed if the target cannot discern the reward in doing so. 

Dickson (1992) discusses the invisible hand of competi- 
tion that constrains the self-interest of the firm and forces 
the firm to serve the interests of customers so that the value 
of behavior opportunities will be recognized. The result of 
recognition of power and competition in the marketplace 
leads to a greater balance between buyer and seller, which 
calls for mutual accommodation. 


Issues of Public Policy Philosophy 
that Relate to Public Health and 
Social Issue Behavior Management 


Managers also must consider the normative macro issues of 
political philosophy within which their micro level manage- 
ment is to be considered. These issues center on the rights 
and responsibilities of the individual and the society, when 
the individual lives in a free-choice society, and when the in- 
dividual's actions may create externalities (costs) that affect 
other individuals without their explicit agreement 
(Buchanan 1971). 


Free Choice and Externalities 


А classic example of this trade-off involves the right of the 
state to impose helmet laws on motorcycle riders versus the 
right of the individual to ride without a helmet. If the soci- 
ety allows free choice, it must be prepared to accept the ex- 
ternalities that come from the increased health costs that ac- 
company accidents when riders have not worn helmets. If 
the society wishes to limit externalities, it must be prepared 
to limit free choice as well. Should the state impose helmet 
sanctions through law, should it try to educate and persuade 
its citizens to wear helmets, or should it develop an ex- 
change that allows citizens the opportunity to go without 
helmets but imposes all health care costs back on the hel- 


те ез5 individual (or his or her insurance provider) through 
an exchange contract? 


The Tragedy of the Commons 


A large subset of the cases dealing with these trade-offs of 
free choice and externalities involves the issue of overuse of 
a limited resource. Freely choosing to use a limited resource 
can lead to externalities as the resource is exhausted. The 
classic example here involves a common grazing area: Each 
unit of the community pursues personal self-interest by 
adding one more head of cattle to its own herd to increase its 
own fortune, but when each continues to add cattle, the 
common area becomes overgrazed and all suffer. Although 
each has acted rationally and with self-interest, the collec- 
tive actions are tragic for the community. 

This scenario first was presented by Lloyd (1833) as a 
rebuttal to Adam Smith’s notion of the invisible hand that 
promotes the public interest through increased competition 
and capitalism (Smith 1776). Some behaviors that are indi- 
vidually uninhibited but collectively costly include behav- 
ing in an unhealthy manner (e.g., smoking, drinking exces- 
sively, having a high-fat diet), having large families, 
polluting, and littering. When society is asked to fund the 
health care needs of those with unhealthy lifestyles, these 
behaviors yield eternality costs for other citizens and tax- 
payers. How does a society manage population growth, 
moderation in alcohol consumption, or sensibility in diet 
and exercise? Hardin (1968) notes that these sorts of issues 
cannot be controlled in the long run by appeals to con- 
science (education). In the short run, some members of so- 
ciety may restrain their use of the commons, but in the long 
run, they will see that others are taking advantage of their 
good nature. As a result, over time more members of society 
will act in their own self-interests to the detriment of the 
greater good. 

To balance this, Hardin (1968) suggests that there must 
be costs associated with the use of the commons such that the 
costs will lead to proper behavior. This can be done, for ex- 
ample, by increasing the tax burden for families as they con- 
tinue to have children or taxing alcohol usage at a level that 
develops funds to pay for the health care costs associated 
with its abuse (law). Conversely, children from small fami- 
lies can be offered college scholarship subsidies that are not 
made available to children from larger families (marketing). 
Hardin’s initial work has led to a vast literature and many 
studies involving the conditions in which his model holds. 


Social Dilemmas and Social Traps 


Social dilemmas (Dawes 1980; Wiener and Doescher 1991) 
are characterized as situations in which each individual re- 
ceives a higher payoff for a socially defecting choice, but all 
individuals are better off if all cooperate than if all defect. 
For example, there is a net benefit to society when all citi- 
zens recycle, even though each citizen is inconvenienced by 
the activity; if no one recycles, all suffer the costs of a larger 
waste management problem. 

Social traps (Dawes 1980) occur when a behavior that 
results in a short-term benefit leads to a long-term cost. 
There are many health issues for which individuals can find 
short-run benefit in not behaving in a cooperative manner 


(e.g., smoking, drinking, having a poor diet, not exercising), 
but these behaviors often lead to long-term individual costs 
and also impose future health care costs on the society. 

In addition, individuals may perceive themselves as 
playing the role of the sucker when others are not behaving 
appropriately or when they are giving up the opportunity to 
be a free rider (Messick and Brewer 1983). Information 
asymmetry and monitoring problems often make it easy to 
defect and free ride. Many social issues have these charac- 
teristics; some, such as recycling, provide little direct per- 
sonal benefit to the individual regardless of effort, whereas 
others, such as health issues, have the potential to provide 
personal payback over time. Society must consider these 
tragedies, dilemmas, and traps in the development of fair 
and compassionate policy, as well as of workable micro 
level strategies. 


What Are Some of the Rights and 
Responsibilities of the State? 


In the present context, it commonly is agreed that the (de- 
mocratic) state has the right and responsibility not only to 
protect the rights of free choice of its citizens, but also to 
protect them from the externalities caused by others. The 
difficult judgments arise when considering the level of ex- 
ternalities that society should accept, the level at which it 
must protect others from these externalities, and the level of 
free choice it wishes to maintain. 


What Are Some of the Rights and 
Responsibilities of the Individual? 

The individual’s rights and responsibilities (in democratic 
states) include the right to free choice, tempered with the re- 
sponsibility to not impose externalities on others through ei- 
ther active creation of costs or being a free rider. In addition, 
individuals have the right to be free of externalities caused 
by others. This balance is difficult, as it is often in each in- 
dividual’s self-interest to allow externalities to be imposed 
on others, to be a free rider, and to not pay a fair share for 
services received. When each individual acts with self-inter- 
est (micro motivations), society overall may suffer to the 
point at which no individual is able to be maximally effi- 
cient (macro behaviors) (Schelling 1978). 

There are many philosophies of government that con- 
sider these conflicts between the individual and the state. 
Paternalism operates from the view that the state knows 
what is best for the individual; it then imposes this knowl- 
edge on its constituents. Paternalism has been described as 
actions by society for the benefit of the individual without 
the consent of, or contrary to the wishes of, the individual 
(Brock 1983). Libertarianism operates from the view that 
the individual knows what is best and should be left alone to 
make choices freely. Libertarianism allows free choice and 
maximum liberty, but there is a resulting concern that free 
choice will lead to greater externalities as individuals make 
choices that impose costs on others. 

The three classes of management tools map onto these 
philosophies as follows: Education clearly offers free choice 
when it is used to inform and/or persuade, but also can lead 
to greater externalities when citizens choose not to act as 
managers wish. If a libertarian were to allow any form of 
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governmental intervention, it would be through informative 
education. Education suggests society’s view of the individ- 
ual’s self-interest to the individual. Law is clearly coercive; 
even if used with the best of intentions, it would be a tool of 
a paternalistic government and would limit free choice to 
control externalities. Law imposes society’s view of the in- 
dividual’s self-interest on the individual. 

What, though, is marketing? One view is that marketing 
offers free-choice opportunities in a competitive environ- 
ment by providing incentives that can be accepted or re- 
jected within the environment. Another view is that market- 
ing presents a package that is so appealing as to be coercive 
and, therefore, reduces choice and manipulates behavior. A 
third view is that marketing assesses the individual’s self-in- 
terest and makes behavioral opportunities available that sat- 
isfy that self-interest; in the resulting exchange, the individ- 
ual gives up a behavior that leads to the externalities and 
receives satisfaction of self-interested needs. 


What Is Marketing, and How Does 
It Differ from Education and 
Force of Law? 


The previous literature and discussion lead to the following 
definition of marketing: 


Marketing consists of voluntary exchange between two or 
more parties, in which each is trying to further its own per- 
ceived self-interest while recognizing the need to accom- 
modate the perceived self-interest of the other to achieve 
its own ends. 


This definition is based explicitly on the self-interest and 
behaviorist notions that emerge from several of the basic 
disciplines that have had a great impact on marketing. It is 
an extension of the marketing concept, which “holds that 
achieving organizational goals depends on determining the 
needs and wants of target markets and delivering the desired 
satisfactions more effectively and efficiently than competi- 
tors do" (Kotler and Armstrong 1994, p. G-6). Organizations 
succeed (1.е., fulfill their own self-interests) by assessing 
and meeting needs (i.e., accommodate the self-interest of the 
other). The definition of marketing presented here is consis- 
tent with Alderson's (1957) and Dickson's (1992) writings. 

Marketers attempt to manage behavior by creating alter- 
native choices in the target's environment that lead to vol- 
untary self-interested exchange. Direct immediate positive 
reinforcement in the self-interest of the target is given when 
a transaction is completed or consumption occurs. Market- 
ing is used in an attempt to assess and meet needs and to cre- 
ate a direct free-market exchange between the manager and 
the target with the greatest efficiency for each party. This 
separates marketing from education and law. 

Education assesses and discusses needs but urges the 
targets to figure out how to meet their own needs. Education 
is used to assist targets by helping them realize their needs 
and be motivated to pursue them, but it cannot be used to 
satisfy needs because it offers no direct rewards. 

Law operates in at least two ways: It is used (1) to assess 
needs and then force some endogenous subset of the envi- 
ronment to behave in a way that enables the target to meet 
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its needs and (2) to force target behavior to meet the man- 
ager's own needs. When used in the first way, law is close 
to marketing in accommodating the self-interests of a target, 
though it does so at the expense of creating potential ineffi- 
ciency for some other entity that is forced to behave to ac- 
commodate the manager and the target. (See, for example, 
the case of iodized salt discussed in P; in the section “А 
Conceptual Framework for Public Health and Social Issue 
Behavior Management.") The exchange in law is indirect 
and/or potentially inefficient, in that it forces either a third 
party to accommodate a need that was not pursued in the 
past or the target to behave inefficiently for the benefit of the 
manager. 

Another way to consider differences among education, 
marketing, and law is in relation to the congruence of рге- 
existing self-interests held by the target and the manager. 
Education will be an appropriate tool when individual self- 
interest is strong and consistent with societal goals but the 
target merely is uninformed; in such cases, no additional re- 
inforcement is necessary. For example, in the 1970s it was 
discovered that aspirin taken to relieve the symptoms of 
chicken pox caused Reyes' Syndrome in some children. By 
educating parents about this finding, the incidence of the 
syndrome almost was eliminated. Marketing will be appro- 
priate when the level of self-interest is insufficiently consis- 
tent with societal goals to elicit behavior. For example, the 
Peruvian government wishes to control births, but merely 
educating the population has not been sufficient to gain the 
desired result; the government now has begun to offer an ex- 
change of clothing, food, and money to women who agree 
to voluntary sterilization. Law will be appropriate when the 
preexisting self-interest of the target cannot be overcome 
with additional rewards through exchange, when rewarding 
1$ inconsistent with societal goals, or when the rights of the 
target are believed to be irrelevant. For example, California 
now has 90% compliance to seat belt laws, whereas the 
overall U.S. compliance level is 7096. Some believe this 
higher level is due to stricter enforcement of laws that per- 
mit spot checks of drivers. 


Costs and Benefits of the Issue 


Rangan, Karim, and Sandberg (1996) present a 2 x 2 matrix 
that considers costs versus benefits and suggests another 
perspective for the issues at hand. It could be inferred from 
the matrix that the more favorable the individual cost-bene- 
fit relationship (low cost; tangible, personal benefits), the 
more likely that education will be sufficient. Similarly, the 
less favorable the individual cost-benefit relationship (high 
cost; intangible, societal benefits), the more likely that law 
will be needed. The middle cases (mixed costs and benefits) 
would be most likely to use marketing solutions to improve 
the cost-benefit relationship. 


A Conceptual Framework for Public 
Health and Social Issue Behavior 
Management 


In this section, education, marketing, and the force of law 
are considered from a micro normative managerial applica- 
tion perspective within the context of the prior macro public 


policy discussion. In considering any public health ог social 
issue, a target may be prone, resistant, or unable to accom- 
modate the manager’s goals. The selection of tools to be 
used in the management of any target will be a function of 
where the target is perceived to be in this set. 

MacInnis, Moorman, and Jaworski (1991) have pre- 
sented a model of information processing of advertising in 
which motivation, opportunity, and ability (MOA) influence 
consumers' level of processing and shed light on the sort of 
tactics that might be useful in developing an advertising 
campaign. These components are modified here to have 
value for the management of public health and social issues. 
Tactics can be developed to match existing levels of MOA 


or enhance the probability of achieving future desired levels . 


of MOA. 

A target will be more prone to accept the manager's 
goals if it is easy for that target to discern the self-interest in 
changing or if it is easy for the manager to convey this point. 
Conversely, a target will be resistant or unable to accommo- 
date the manager's goals if one or more of the set of MOA 
are lacking. 

Figure 1 presents an overview of the relationship among 
(1) targets who are prone, resistant, or unable to accommo- 
date the manager's goals; (2) the target's MOA; and (3) the 
use of the tools of education, marketing, and law. Figure 1 
shows the eight segments of any market that result from the 
combinations of the presence or absence of MOA and in 
what conditions education, marketing, or law can be supe- 
rior at achieving the manager's goals of obtaining appropri- 
ate behavior from a variety of targets. 


The first three propositions consider MOA separately. 
Motivation is goal-directed arousal (MacInnis, Moorman, 
and Jaworski 1991; Park and Mittal 1985). Individuals are 
motivated to behave when they can discern that their self-in- 
terest will be served. As such, self-interest is a strong com- 
ponent of motivation.5 For many issues, there is no inherent 
motivation to comply because there is no perception of the 
potential accommodation of self-interest. An analogous sit- 
uation in profit marketing exists when brands in a product 
class are perceived to be similar. Advertising may have a 
slight impact, but a larger impact results from sales promo- 
tions (Tellis 1988). Therefore, the following is proposed: 


Ру: Motivation to act voluntarily will be increased slightly 
through education by discussing self-interest or increased 
moderately by accommodating self-interest through mar- 
keting. Law will be called on when the target cannot be 
motivated to act voluntarily. 


Lack of opportunity includes situations in which the in- 
dividual wants to act but is unable to do so because there is 
no environmental mechanism at hand. For example, stu- 
dents who binge drink on college campuses located in small 
towns often complain that they do so because there just is 
not anything else to do on the weekend. Marketing could 
lead to the introduction of alternative forms of recreation to 


*The term self-interest has been used previously in this article 
because it is used commonly in the literature being referenced. Mo- 
tivation is the more common term of choice in the consumer be- 
havior literature. 


FIGURE 1 
Applications of Education, Marketing, and Law 
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compete with binge drinking. Р is based, in part, on the 
previous discussion of exchange. 

Situations in which there is lack of opportunity also can 
be overcome by use of law. Marks (1997) presents a case in 
which South Africans in rural areas and townships tradition- 
ally did not have ready access to iodized salt because it was 
only distributed in urban areas, where demand was higher. 
Free-market incentives for manufacturers to market iodized 
as well as regular table salt to these poor segments did not 
exist. Regulations to iodize all salt were passed in 1995, and 
though consumer motivation (nonurban residents’ demand) 
had not been addressed by policymakers, mandating oppor- 
tunity led to universal usage of the healthier alternative. It 
follows that 


Ро: Although education will make the target aware of existing 
opportunities, it cannot create opportunity; opportunity can 
be created through marketing or indirectly through law. 


Ability to act is the third element of MacInnis, Moor- 
man, and Jaworski’s (1991) model and is referred to as con- 
sumers’ skills or proficiencies in interpreting brand infor- 
mation in an advertisement (see also Alba and Hutchinson 
1987). In the present case, ability refers to individual skill or 
proficiency at solving problems and may include breaking a 
well-formed or addictive habit or countering the arguments 
of peers. Another relevant determinant of ability comes from 
Bandura’s (1997) self-efficacy theory, in which those with 
high expectancies of personal achievement show greater 
abilities on a variety of tasks that relate to personal and pub- 
lic health issues. 

Р; is based, in part, on the preceding discussion of power 
and competition. À dominant competitor can impede the 
ability of the target to behave, either directly or through the 
peer group. For example, teenagers in a drug-prone envi- 
ronment often talk about their inability to resist the pressure 
put on them by their friends. It is proposed, therefore, that 


Ра: The ability to behave can be developed through education; 
marketing will assist in imparting ability by reinforcing a 
newly developed skill. The force of law may frustrate a tar- 
get who is unable to act or does not have the ability to 
make appropriate choices. 


Returning to Figure 1, a target is totally receptive to the 
goals of the manager and prone to behave appropriately only 
when MOA are all present (cell 1). In such a case, education 
will be sufficient to manage behavior; the target wishes to 
act, knows how to act, and can find the environmental 
mechanisms to do so. The power of competition would be 
minimal with respect to this target; the target only needs to 
be reminded to engage in the proper manner. In cases in 
which opportunity is missing (cell 2), marketing may be suf- 
ficient to gain behavior by introducing a product/service 
into the environment that enables the target to manifest its 
motivation and ability. Similarly, if only ability is missing 
(cell 5), education and/or marketing may be sufficient to 
teach the target how to behave and pursue its motivation 
through existing opportunities. When motivation exists but 
cannot be executed, there should be no need for the use of 
law. Self-interest will drive the target to the proper behavior 
when the hurdles associated with lack of ability and lack of 
opportunity are removed. 
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А target is resistant to the manager’s goals when moti- 
vation does not exist, regardless of existing opportunities or 
abilities. In the extreme case in which there is opportunity 
and ability but no motivation (cell 3), it may be necessary to 
resort to the law to manage behavior. In cases in which op- 
portunity also is missing (cell 4), marketing should be at- 
tempted before law is used. Similarly, if ability is missing 
(cell 7), education and marketing may be sufficient and 
should be used before law. Often when opportunity and abil- 
ity problems are remedied, motivation follows; in these 
cases, it may be proper for the manager to resist the tempta- 
tion to resort quickly to the use of law. 

Figure 1 can be used to segment a market. Consider, for 
example, binge drinking on college campuses. It has been 
proposed (Saur 1998) that students who become binge 
drinkers almost always do so shortly after arriving on cam- 
pus as freshmen; as they mature, many give up their binge- 
ing habits during their junior and senior years. The man- 
ager's goals here are to minimize the number of freshmen 
who begin to binge drink and to maximize the number of 
juniors and seniors who become more moderate and re- 
sponsible drinkers. In this case, there is a self-interested 
need to belong, explore identity, and experiment with new- 
found independence. Easy access to alcohol provides 
strong competition, and the university has little power to 
control behavior easily. The benefits of binge drinking tie 
directly and immediately to self-interested needs, and the 
benefits of moderation and/or abstention often are pre- 
sented as vague and distant. Binge drinking has become a 
serious problem because secondary effects—such as dam- 
age to property, sexual harassment, drunk driving, unpro- 
tected sex, and, occasionally, death—lead to unacceptable 
levels of externalities. The following example involves the 
onset of freshmen binge drinking. 

Students in cell 1 only need to be reminded not to binge 
drink; they will be receptive to educational messages. Cell 2 
students know they should not binge and are motivated not 
to do so but cannot find other recreational opportunities; 
therefore, they binge. Offering a midnight intramural bas- 
ketball league on Friday and Saturday nights provides one 
example of alternative opportunity. Cell 5 students also 
know they should not binge, are motivated not to do so, and 
know that midnight basketball is available; however, they 
do not have the ability to tell their friends that they would 
rather play ball than drink. They continue to drink because 
they do not want to be perceived as socially deviant; they 
need to develop the ability to stand up to their peers. This is 
a task to be accomplished through education and then rein- 
forced through the good feelings that come from, for exam- 
ple, playing ball. Cell 6 combines the issues of cells 2 and 5. 
The members of cells 2, 5, and 6 are motivated to comply 
with the goals of the manager but need help in doing so. 
Marketing and/or education can provide this help and aid in 
reducing externalities. 

In cell 3, students are quite happy with their binge drink- 
ing behavior; they see no need to change even though they 
are in an environment that offers choice and they have the 
ability to change their behavior. Marketing and education 
tactics may have been presented in the past, but behavior has 
not changed. In this case, law is necessary if it is important 


to manage behavior. Cells 4, 7, and 8 correspond to cells 2, 
5, and 6, respectively. Education and marketing are appro- 
priate here and should be used before relying on the law. 
Cell 4 students may have no motivation to stop bingeing be- 
cause there are no alternative forms of recreation available 
to them. Cell 7 students may have no motivation to stop be- 
cause they do not have the ability to deal with the resultant 
social situation within their peer group. Marketing and/or 
education interventions indirectly may create motivation 
and remove the need to use law. 

Public health and social issue cases such as binge drink- 
ing currently may overuse education and law. The power of 
education is limited because it does not offer a short-run rein- 
forcing exchange of self-interest; though this is not an issue 
when the target is clearly receptive to the goals of the man- 
ager, it may be that managers are relying on education in cases 
in which the target is lacking in opportunity and/or ability. 

Another explanation (which does not seem appropriate to 
binge drinking) would hold that the cells in which there is no 
motivation are dominated by a lack of awareness, and that by 
using education to raise awareness, motivation would result. 
Such a case would exist if education had been underused. 

In other cases, managers may overrely on the force of law. 
Although there clearly are cases in which the only way to 
achieve appropriate behavior is to use the law, there are also 
cases in which an unnecessary overuse of the law leads to re- 
sentment. College students do not seem to be drinking less as 
a result of relevant laws, but they are becoming more resent- 
ful of their universities and the local police for enforcing 
these laws. In some recent cases, this resentment has led to ri- 
oting and property damage. Marketing provides opportunity, 
and with the onset of opportunity, motivation may increase. 

The previous discussion presents various scenarios in 
which only education, marketing, or law dominates. The real 
world is, of course, not that simple, and as a result, the man- 
ager will need to consider the proper ordering with which to 
bring these tools to bear on a situation. For example, in cell 5, 
education and marketing will be used most often to manage 
students who have motivation and opportunity but no ability 
to reject binge drinking. There are, though, cases in which law 
may be appropriate if education and marketing do not work. 
Consider the case in which pressure is so great that students 
need some outside force to prohibit them from behaving, so 
that they do not lose face with peers. Ability to behave appro- 
priately can be enhanced when the target is forced to do the 
right thing. It may be more comfortable to behave and be able 
to blame the law than it is to behave and be ridiculed by peers. 

Similarly, the segments in cells 4, 7, and 8 can be pur- 
sued with marketing and/or education strategies. If the re- 
sulting opportunity and ability does not raise motivation, the 
legal strategies used in cell 3 can be brought to bear; if mo- 
tivation increases with the onset of opportunity, the educa- 
tion strategies of cell 1 can be brought to bear. 


Other Varlables Influencing the Selection of 
Education, Marketing, and Law 


There are many other variables that can influence managers 
in their selection of education, marketing, and/or law as 
classes of strategic tools. The following sections suggest 
several of these. 


Current usage as an indicator of readiness to behave. 
Targets who are not yet engaging in an unwanted behavior 
may be more prone to exhibit the desired behavior; these 
targets are more likely to be found in cell 1 of Figure 1. 
Those currently engaged in the unwanted behavior will be 
more resistant to change; they will have less motivation to 
change and will be less able to do so. These targets are more 
likely to be in cells 7 and 8 but also might be in cells 3 and 
4. For example, Hankin and colleagues (1993) show that 
warning labels on alcohol beverages decreased consumption 
during pregnancy for light drinkers but had no effect on 
women who drank more heavily at the time of conception. 
Therefore, the following is proposed: 


Ра: Those who are not engaging in a socially undesirable be- 
havior will be more receptive to continuing the desired be- 
havior and more responsive to education, whereas those 
who are behaving, realizing the benefits of the previously 
selected reinforcing behavior, will be more resistant and 
more likely to need marketing or law to effect a change. 


Level of competition. The more passive the competitive 
choice, the more likely it is that education can be a sufficient 
tool for eliciting the desired behavior. For example, there are 
few strong arguments to be made against childhood immu- 
nizations; when parents of young children are urged to get 
their children immunized, most parents respond appropri- 
ately (cell 1). There are, though, some parents for whom ap- 
athy can be a competitive force that subverts action. In these 
cases, marketing may be more appropriate (perhaps through 
channels tactics that would make immunizations more eas- 
ily available, or through sales promotions) (cells 2 and, per- 
haps, 6). In other cases, parents may oppose immunization 
on religious or philosophic grounds; now the competition 
can be regarded as severe, and force of law may be needed 
to achieve the desired behavior. In these cases there are, for 
example, laws requiring immunization before children can 
begin school (cells 3 and, perhaps, 7). The diffusion of in- 
novation literature (Rogers 1962) provides strategies for 
cases in which competition is passive or moderate. There- 
fore, the following is proposed: 


P5: When competition is passive, education may be sufficient; 
as the competition of other behavioral options, or of apa- 
thy, intensifies, a more obvious exchange will be needed, 
and marketing should be called on. As the power of the al- 
ternative behavior choice intensifies even more, marketing 
no longer will achieve the desired result, and the force of 
law will become appropriate. 


Developing a target of critical mass. There are behaviors 
that can be influenced by pursuing one individual at a time 
(e.g., spousal abuse), whereas with other issues, behavior 
will not occur until all in the target agree to change at the 
same time. Schelling (1978) uses the example of profes- 
sional hockey players who would wear helmets but cannot 
do so until all are forced to do so, lest their macho image be 
lessened. It may be more difficult to stop a single student 
from binge drinking and deviating from peer norms than it 
would be to manage the behavior of the entire group. Those 
who may not have the ability to resist the group’s norms in- 
dividually (cells 5—8), may be able to behave collectively (at 
least in cells 5 and 6). 
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А related issue deals with the free rider problem; an in- 
dividual will be reluctant to behave if there is a perception 
that this will allow others to free ride off that behavior. Ed- 
ucation may lead to enough people volunteering, but mar- 
keting and law can provide an exchange so that those be- 
having appropriately will feel rewarded; pricing that 
rewards prudence and penalizes flagrancy provides a mar- 
keting solution that offsets the advantages otherwise accru- 
ing to free riders. Soda and beer bottle and can deposits at- 
tempt to serve this purpose. Free riders are most likely to be 
found in cells 3, 4, 7, and 8. 

Force of law may be needed to produce a critical mass 
when individuals do not have the opportunity or ability to 
act alone. Although citizens could be told of the virtues of 
fluoridating their own water or given the opportunity to buy 
fluoride powder to sprinkle in each glass of water, a law that 
forces the provision of fluoridated water to all may be a 
more efficient way to provide opportunity. Cells 3, 4, 7, and 
8 contain individuals who are resistant to being part of the 
critical mass needed in these cases. Individuals in cells 1, 2, 
5, and 6 are unable to effect behavior without the coopera- 
tion of those who are resistant. 

Although individuals in small groups are often willing to 
make sacrifices to help one another, this is less likely to hap- 
pen in larger, more heterogeneous communities (Schelling 
1978). A consideration of social dilemmas and social traps 
(Dawes 1980) plays an important role here. Some efficient 
choices are self-sustaining through education after they are 
discovered, but others need the incentives of a marketing ex- 
change or the coercion of law to be maintained. 

When the target of critical mass consists of the entire 
community, the force of law is used to protect the majority 
from an aberrant minority. An extreme example occurred 
when Sweden changed its legal driving side from left to 
right. Although education could be used to manage those 
who would make the proper free-choice decision, the law 
could threaten to punish those for whom free choice was in- 
adequate. Therefore, 


Ре: When individuals can respond to the manager’s goals with- 
out feeling that they are at a disadvantage relative to others 
in the community, marketing and education should be used. 
If a critical mass of support is needed, marketing or law 
will be required. If the entire market must behave simulta- 
neously, law will be required. 


Sharing community costs and benefits. Related to the 
preceding proposition is the perceived share of the commu- 
nity cost imposed on, and the benefit to be garnered by, the 
individual. The greater the perception of a payoff, the easier 
it will be for the individual to behave. For example, parents 
generally will support a bond drive to pay for a swimming 
pool for the local school; others in the community will sup- 
port the pool if they are given an exchange that offers them 
the opportunity to use it outside classroom hours. Other 
members of the community reluctantly will pay taxes to 
support it when the first two groups have enough votes to 
force a bond issue on them. Behavior is most likely to occur 
when there is a payoff to the individual and those most sim- 
ilar to him or her (Olson 1965). Those who are most sup- 
portive of the issue are likely to be in cell 1; those most re- 
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sistant are in cells 3, 4, 7, and 8; and members of 4, 7, and 8 
may be managed by allowing them the opportunity and/or 
ability to share in the benefits. P; returns to a consideration 
of the importance of self-interest and provides more depth to 
the issues of motivation and self-interest presented in P}: 


P4: When individuals perceive that they will receive a large 
share of the community benefit (and/or some nonsocial 
benefit), education will suffice to manage behavior. When 
individuals perceive that they will receive a share of the 
community benefit, marketing will be used if it can provide 
additional benefit. Law will be used when individuals per- 
ceive they will receive a very small or no share of the 
community benefit, with no opportunity to share in any fu- 
ture benefits. 


In addition to the preceding issues, it also is necessary to 
consider the sequencing of the movement of a target across 
the cells of Figure 1. For example, as members of cell 4 are 
given opportunities to behave and are made aware of them, 
they may move to cells 3 or 1. Those in cell 1 are now prone 
to behave and will respond to an educational push, but those 
who remain unmotivated, despite now having both opportu- 
nity and ability, will move to cell 3 and should face the 
threat of legal intervention. 

Consider that the level of smoking in the United States 
decreased from approximately 4096 of the population to ap- 
proximately 2096 in the past 25 years. The reduction was 
mostly in response to a tremendous education effort, which 
did an excellent job on the members of cells 1 and 5. As 
managers continued in their attempts to reduce smoking lev- 
els, it was necessary to concentrate more on the other cells 
with stronger legal efforts, such as forbidding smoking in 
public buildings and commercial establishments. The future 
may bring other legal and marketing efforts. 


How Public Policy Issues Affect the 
Use of the Conceptual Framework 


Democratic societies have an ongoing concern with the bal- 
ance of free choice and externalities. Although the philoso- 
phy of marketing can provide a compromise position be- 
tween the extremes of paternalism and libertarianism, the 
practice of marketing often is neglected in favor of educa- 
tion and law when such considerations are made. Marketing 
can offer a middle ground by allowing exchange through 
management of the environment (paternalism), as well as 
free choice and accommodation of self-interest (libertarian- 
ism). Trade-offs between individual and societal needs and 
rights create behavior management difficulties. This alloca- 
tion of rights is central to the functioning of any social sys- 
tem as the questions of who acquires what and who gives up 
what are considered (Coleman 1990). The following section 
considers several variables that might yield insight into the 
relationships between the philosophies and tools discussed 
previously and leads to several propositions. 


Propositions Related to Public Policy 


Predicted level of externalities. Selection of a tool of be- 
havior management will depend on the externalities pre- 
dicted to result from the behavior. For example, drug abuse 


may be believed to have unacceptable externalities because 
of the perceptions of related crime or lack of productivity in 
the workforce, so there are laws to manage its abuse. Alco- 
hol abuse, in contrast, may be believed to have lower exter- 
nalities, so policymakers have passed less severe laws and 
advocate education to inform and persuade relevant popula- 
tions as to appropriate behavior. The predicted and tolerable 
level of externalities for tobacco use have changed dramati- 
cally in the past years, and as a result, policy with respect to 
managing tobacco usage behavior also has changed. The re- 
lationship of behavior management and externalities has a 
long history in political philosophy under the concept of 
“harm to others” (Feinberg 1984; Mill 1859). Therefore, 


Pg: If externalities are predicted to be'low, a policy advocating 
education will be sufficient. Conversely, government will 
impose itself through the force of law when the predicted 
cost to society of an undesired individual behavior is high. 
Marketing will be used when neither extreme exists. 


Whose rights dominate? In a free-choice society, indi- 
vidual rights dominate unless there is a compelling reason 
to favor the state (Feinberg 1984). For example, in many 
democratic countries (other than the United States), indi- 
viduals are not believed to have strong rights with respect 
to drinking and driving; therefore, strong laws protect other 
motorists. In the United States, the rights of individual 
drinkers are of greater concern, with the result that laws are 
weaker and greater emphasis is placed on education. 
Therefore, 


Ро: If the issue is perceived to be one in which the rights of the 
greater society dominate, managers will turn to a strong le- 
gal system, but without this perception, education or mar- 
keting will be used. 


Locus of power. When managers perceive that they have 
power, they have less need to offer an exchange. It is only 
when they perceive a lessening of their own relative power 
that they would engage in a transaction that involves com- 
promise. Pig is derived from the previous discussion of 
power: 


Pio: If managers perceive that they have power, they will use 
either force of law or education. If power is balanced be- 
tween the society and the individual, or resides with the 
individual, the manager will need to offer an exchange 
and will call on the use of marketing. 


Homogeneity and behavior management. In their 
work on collective action problems and transaction costs, 
Taylor and Singleton (1993) propose that the stronger the 
community, the less need there is for institutions that 
manage behavior (and their costs) or for outside forces to 
enforce and coerce behavior. This model suggests that 
more homogeneous communities can manage with educa- 
tion, but as homogeneity breaks down, more formal ex- 
change relationships are needed, and eventually laws 
must be enforced to solve collective problems. As com- 
munities get larger and less homogeneous, there is less re- 
liance on education, though solutions still can be negoti- 
ated through cooperation (marketing?). As still more 
individuals enter the community with different self-inter- 


ests, there is ever less cooperation, and managers rely 
more heavily on law. 

Similarly, Ouchi (1980) considers the transactions costs 
of clans, markets, and bureaucracies and posits that clans are 
efficient when goal incongruence is low and performance 
ambiguity is high; markets are efficient when goal incon- 
gruence is high and performance ambiguity is low. Bureau- 
cracies are efficient when both goal incongruity and perfor- 
mance ambiguity are high. As Taylor and Singleton (1993) 
do, Ouchi concludes that members of a closely knit commu- 
nity are more prone to behave as per the group norms and 
will do so in response to education. Congruence of goals is 
most likely to occur when there is overlap in self-interest. 
Therefore, 


Ри: The most homogeneous communities will manage behav- 
ior primarily through the use of education, moderately ho- 
mogeneous communities manage with marketing, and the 
least homogeneous communities will rely on law to man- 
age behavior. 


What Does Marketing Offer Public Policy? 


In an era of increasing political centrism and economic 
deregulation, marketing offers a philosophic and pragmatic 
middle ground. In an era of increasing individual self-in- 
terested demands, decreasing homogeneity, and diminished 
respect for government, marketing offers the philosophy of 
exchange. Marketing may offer a philosophic middle 
ground between paternalism and libertarianism on several 
dimensions. It offers free choice, while also offering be- 
havior management through environmental changes. 
Marketing offers a mechanism to find a cooperative bal- 
ance between the rights of the individual and the rights of so- 
ciety. By operating through free choice, marketing protects 
the rights of the individual, because none is forced to accept 
the societal offering. Marketing assists society in achieving 
its rights by offering an incentive to the citizenry to behave 
in a societally appropriate manner. Ultimately, marketing of- 
fers free choice, consistent with the philosophies of both 
capitalism and democratic processes, as well as with the 
American mythic philosophy of rugged individualism. 


Some Concluding Thoughts 


This research has brought together several disparate themes 
with the goals of creating a conceptual framework for social 
marketing and of showing that social marketing is unique in 
relation both to commercial marketing and to education and 
the force of law. Within this framework, the manager can 
consider variables relevant to the selection of education, mar- 
keting, and law as sets of tools that can be brought to bear on 
the management of public health and social issue behaviors. 
The article continues with a consideration of the decline and 
reemergence of marketing philosophy in social marketing. 


The Decline of Marketing Philosophy in Social 
Marketing 


Social marketing emerged in the late 1960s and 1970s from 
the work of Bagozzi (1978), Kotler and Levy (1969), Kotler 
and Zaltman (1971), Rothschild (1979), and Shapiro (1973), 
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among others. In this literature, the core concept of market- 
ing was perceived as the exchange (Bagozzi 1978; Kotler 
and Levy 1969) or the transaction (Kotler 1972) and was re- 
garded as being in the self-interest of both the manager and 
the target (Shapiro 1973). Although this focus remains at the 
core of commercial marketing, many who claim to practice 
social marketing have drifted far afield from this philo- 
sophic base. 

Many policymakers and social marketing managers now 
seem to regard social marketing as consisting of educational 
(informative and/or persuasive) messages and seem to be un- 
aware that the core concept of marketing resides in the ex- 
change (Andreasen 1995). It is possible that this shift in focus 
has occurred in large part because most social marketing 
managers come from a public health or mass communications 
background, and few have had broad training in marketing. 
William Smith (1993), one of the leading practitioners of so- 
cial marketing, has said that “the problem with social mar- 
keting practice is clear, there is often little or no marketing.”6 

“Social marketing” has become a generic term that en- 
compasses education and marketing but too often has been 
co-opted by education. Without a clear commitment to a so- 
cial marketing that is rooted in the philosophy of the ex- 
change, the field will remain focused on education and com- 
munications, but exchange and transactions are necessary and 
important 1n a framework of behavior management. Educa- 
tion should be used when no explicit exchange is possible or 
necessary or when the target is prone to behave appropriately 
without the development of an exchange; marketing should 
be used when the target is unlikely to behave as desired with- 
out receiving something (tangible or intangible) in return. 


The Reemergence of Marketing Philosophy in 
Behavior Management 


When used properly, education, marketing, and law can help 
move the target from its current state to that of the man- 
ager’s goal. To do so, managers must have a good under- 


6To support this point, a search of the PSYCLIT database 
1991-1997 was conducted using “social marketing” as the key- 
word There were 32 articles; 6 of them used marketing in the way 
that this article has separated marketing from education. At the 
1997 Innovations in Social Marketing Conference, 6 of 18 papers 
discussed marketing; in 1998, 10 of 25 did so. 


standing of and accommodate the target’s MOAs and the 
trade-off of free choice and externalities. 

The potential for success of the three sets of tools is de- 
rived from the target’s assessment of the “risk premium” 
(Ouchi 1980) associated with an action. When this is close 
to zero, education will be sufficient to elicit behavior; 
when the risk premium is low to moderate, marketing- 
based exchanges can compensate for the cost of the risk; 
when it is too high, law often is needed because the man- 
ager is unable to compensate for the risk premium. The 
goals of the manager should be to reduce the perception of 
the risk premium (education), compensate for the risk pre- 
mium (marketing), and force behavior so that no individual 
can take advantage of another’s incurred risk premium 
(law). 

As Weibe (1951) noted almost 50 years ago, it is dif- 
ficult to sell brotherhood like soap. When marketers sell 
soap, they have a product that has certain benefits; when 
they advertise, they can refer buyers to these benefits. 
Too often, managers of public health behaviors, 1п effect, 
tell the target to stop being dirty or threaten to fine those 
who remain dirty, rather than offering the target a brand 
of soap and a rationale as to why the soap’s benefits and 
rewards are superior to remaining dirty. To sell brother- 
hood like soap, there must be soap; however, in too many 
cases there is no immediately apparent soap, and as a 
consequence, it is difficult to show why behavior should 
occur. 

Developing social marketing to its next level of growth 
and contribution calls for a wider focus on behavior man- 
agement. The current focus leads managers to biases that are 
based on their backgrounds and the singular choice of edu- 
cation, marketing, or force of law as a paradigm of choice. 
Each paradigm has a role to play in behavior management; 
behavior management must be considered from the prag- 
matic reality created by targets and environments (What are 
the MOAs?), coupled with the normative perspective of pol- 
icy development (How should society address a particular 
issue?). 

In the early 19705, it was said that the question was not 
whether to do social marketing but rather whether to do it 
well or poorly. Because all societies attempt to manage the 
behavior of their citizens at some level, the question now is 
not whether to manage public health and social issue behav- 
ior but rather how to do so appropriately. 
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Linda L. Price & Eric J. Arnould 


Commercial Friendships: 
Service Provider-Client 
Relationships in Context 


The authors describe commercial friendships that develop between service providers and clients as one Important 
type of marketing relationship. They report results of five studies that employ quantitative and qualitative data analy- 
sis. They develop a measure of commercial friendship, identify Important correlates, and illustrate how friendships 
form. Context and tension between instrumental and expressive goals circumscribe commercial friendships, but 
friendships are associated with satisfaction, strong service loyalty, and positive word of mouth. Qualitative data 
illustrate varied temporal ordering among satisfaction, loyalty, and friendship for both service providers and clients. 
The authors identify implications of their findings for an array of Industries in which commercial friendships may 


form. 


True customer intimacy—the backbone of a successful, 
rewarding relationship—requires a deep understanding of 
the context in which our products and services are used in 
the course of our customers' day-to-day lives. 


—Fournier, Dobscha, and Mick 1998 


Connections between people have rhythms beyond their 
content. 


—Josselson 1996 


front of academic marketing research and practice 
(Baron 1996; Berry 1983, 1995). It even sometimes 
is referred to as a new paradigm for theory and practice 
(Fournier, Dobscha, and Mick 1998; Gronróos 1989, 1994; 
Gummesson 1987; Sheth and Parvatiyar 1995; Webster 
1994). Recent explorations have begun to provide some in- 
sight into consumers' valued relationships with businesses 
(Spake et al. 1998; Stern, Thompson, and Arnould 1998) 
and with brands (Fournier 1998). Related research explores 
the use of preexisting social ties to stimulate economic ex- 
changes (Deighton and Grayson 1995; Frenzen and Davis 
1990), but insights from this research have yet to be drawn 
into relationship marketing theory. Despite a growing litera- 
ture, few attempts to conceptualize what marketing relation- 
ships are or should be can be found (Bagozzi 1995; Barnes 
1997). 
The services marketing literature has explored cus- 
tomer-service provider relationships more thoroughly than 


Rv: marketing has moved rapidly to the fore- 
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other research streams in marketing because of the unique 
characteristics of both relationships and services (Bendapu- 
di and Berry 1997). Some research distinguishes service re- 
lationships that are functionally (or constraint) motivated 
from those that are socially (or dedication) motivated (Ben- 
dapudi and Berry 1997; Goodwin and Gremler 1996; 
Reynolds and Beatty 1998), the latter being more relational 
in character. Other services research suggests that certain 
service encounters are liable to be more similar to a meeting 
between friends than merely economic transactions (Mars 
and Nicod 1984; Price, Arnould, and Tierney 1994; Siehl, 
Bowen, and Pearson 1992). Research on service encounters 
indicates that reciprocal self-disclosure, an important factor 
in friendship formation, can contribute positively to com- 
mercial exchange satisfaction (Crosby, Evans, and Cowles 
1990; Price, Arnould, and Deibler 1995). Finally, without 
unpacking the meaning of the term friend, other researchers 
identify some consumers who think of retailers or service 
providers as friends (Goodwin and Gremler 1996; Gwinner, 
Gremler, and Bitner 1998; Reynolds and Beatty 1998). 

The absence of conceptual clarity about what relation- 
ships, especially friendships, mean in marketing contexts is 
inimical to the successful deployment of relationship mar- 
keting. In popular use in North America, the term relation- 
ship has become so hackneyed and carries so many 
meanings that it may have little connotative force in mar- 
keting (Josselson 1996). Indeed, many customers may find 
the idea of commercial relationships oxymoronic, manipu- 
lative, undesirable, or incredible (Fournier, Dobscha, and 
Mick 1998). Charging ahead with relational programs with- 
out an understanding of what marketing relationships can 
and cannot be puts the cart before the horse. 

The purpose of this research is to describe one kind of 
commercial relationship: friendships that form in a service 
setting. We show that the characteristics and recurrent na- 
ture of service encounters launch "friendly exchanges" that 
can lead to the development of more intense friendships 
(Kurth 1970). In addition, this research emphasizes the way 
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the situational context delimits commercial friendships. 
Commercial friendships are associated with outcomes that 
interest marketers, including commitment, service loyalty, 
and positive word of mouth. An additional contribution is to 
develop a measure of commercial friendship. Finally, we 
identify other relationship contexts in which we might ex- 
pect commercial friendships to form. 

In the first section, we review literature on friendship 
and how the content and structure of market exchanges in- 
fluence friendship formation. We include discussion of the 
potential marketing significance of commercial friendships. 
In the next section, we describe four studies focused on 
friendships formed in a particular service context. Our ap- 
proach is consistent with Bagozzi’s (1995, p. 275) recom- 
mendation that relationship marketing research begin with 
specification of a small number of fundamental relation- 
ships and then attempt to integrate these into a broader con- 
ception of marketing relationships. After reporting on a fifth 
study that includes a variety of commercial exchange set- 
tings, we discuss the significance of our findings for other 
relationship contexts and conclude with directions for fur- 
ther research. 


Friends and Friendship 


Explorations of relationships in North American social sci- 
ence find that relationships involve a longer time period 
than a single encounter and each interaction episode is in- 
fluenced by other interactions (Fehr 1996, p. 6; Hinde 
1979). “Two people are in a relationship with one another if 
they have impact on each other, if they are ‘interdependent’ 
in the sense that a change in one person causes a change in 
the other and vice versa” (Berscheid and Pelau 1983, p. 12). 
The more specific term “friendship” is portrayed as a vol- 
untary, personal relationship, typically providing intimacy 
and assistance, in which the two parties like each other and 
seek each other’s company (Fehr 1996, p.7; Hartup 1975; 
Hays 1988; Reisman 1979; Wright 1985). 

Relationship research specializes in particular relation- 
ships, notably dating, marital, and mother-child relations, 
but not commercial relationships. A review of the friendship 
literature provides some indications of what we may find in 
commercial friendships. Yet, the friendship literature does 
not address specifically the incidence, nature of, or contexts 
for commercial friendships (Allan 1989; Fehr 1996; Fine 
1986). Nevertheless, in North America at least some people 
mobilize their notions of friendship in managing repeated 
commercial exchanges. We find examples of businesses 
ranging from jewelry stores to restaurants, life insurance 
companies to brokerage houses, banking services to auto- 
mobile brands that promise clients friendship in their mar- 
keting communications. Thus, the use of friendship as an 
idiom for commercial relationships is worth exploring. But 
we are confronted with a paucity of specific hypotheses for 
an analysis of friendships formed in commercial contexts. 


The Fuzzy Meaning of Friend 


North Americans use the term friend "loosely and often" 
(Fischer 1982, p. 298), and what they have in mind when 
they use the term varies by context, demographics, and life 


concerns (Allan 1989). Frequently mentioned features of 
friendship include intimacy, loyalty, honesty, trust, and en- 
joyment of each other's company (Bell 1981; Fischer 1982; 
Hays 1988; Rawlins 1992; Tesch and Martin 1983). De- 
spite a fairly consensual idealized definition of friendship, 
the reality of relations with identified "friends" and even 
“best friends" often contrasts with these ideals. People of- 
ten do not agree about being friends, and sometimes even 
do not agree about being best friends (Gouldner and Strong 
1987; Rubin 1985). Such issues argue for collecting data 
that express multiple viewpoints about particular types of 
friendship. Furthermore, people's friendships are best un- 
derstood in the context of “the network of actual social re- 
lationships they maintain" (Allan 1989; Bott 1971, p. 99; 
Fehr 1996; Fine 1986; Gouldner and Strong 1987). As a re- 
sult of these considerations, we expect actors' representa- 
tions of commercial friendships to lack clarity and 
consistency. 


Types of Relationships and Friendships 


Previous research has provided some useful ways to con- 
ceptualize interpersonal relationships, including friendship 
(Duck 1994). One way is in terms of the level of closeness 
or intimacy in the relationship (Wright 1985). The quality 
and quantity of self-disclosure separates friends from ac- 
quaintances (Hays 1985; Hornstein and Truesdell 1988). 
Rubin and Shenker (1978) posit a reciprocal causal relation- 
ship between self-disclosure and closeness. Therefore, in 
service settings we expect to find an association between 
self-disclosure and participants’ view of the customer- 
provider relationship as a friendship. 


Instrumentality. In general, friendship is depicted as ex- 
pressive rather than instrumental (Lopata 1981). In other 
words, friendships are not generated or sustained for extrin- 
sic material benefits that accrue. Perceiving that one party is 
sustaining a friendship for instrumental purposes is likely to 
damage it (Allan 1989). Nevertheless, friendships originate 
in settings in which cooperation and friendly relations serve 
instrumental goals (Fine 1986; Gouldner and Strong 1987). 
People also use friends to achieve a variety of objectives 
and, in this sense, serve instrumental ends (Allan 1989; 
Gouldner and Strong 1987). In short, instrumentality is a 
key tension framing many adult relationships and is particu- 
larly evident in work relationships (Rawlins 1992). We ex- 
pect to find evidence of this tension between expressive and 
instrumental goals in commercial friendships formed in ser- 
vice contexts. 


Sociability. Regular and frequent interaction 15 an im- 
portant correlate of friendship formation and maintenance 
(Fehr 1996). In fact, sociability is viewed by most as intrin- 
sic to friendship (Allan 1989). Nevertheless, time may be 
spent socializing with people who are not regarded as 
friends, and “true friends" may not socialize very often (А]- 
lan 1989; Gouldner and Strong 1987). Complexities relating 
to the relationship between sociability and friendship con- 
tribute to the ambiguity surrounding the construct. Thus, we 
expect that frequent and regular interactions, combined with 
outcome dependency, are likely to promote "friendly rela- 
tions" that may be viewed as superficial acquaintanceship 
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by one party and as а stage in the formation of a friendship 
by another. 


Reciprocity. Friendships vary along a continuum from 
agentic to communal. Agentic relationships are based on 
joint activities and projects, characterized by fairly explicit 
individual rights and “tit for tat” reciprocity, limited in emo- 
tional investment, and maintained for as long as their bene- 
fits to self exceed their costs (Rawlins 1992, p. 168). 
Communal relationships are based on wide-ranging conver- 
sation and joint activities, characterized by diffuse mutual 
responsibilities and obligations, or generalized reciprocity. 
They are deepened by emotional attachment and empathy 
and maintained through shared commitment and personal 
loyalty (Rawlins 1992, p. 168). We expect personal service 
relationships to evolve from an agentic to a more communal 
orientation, such that consumers who have interacted with a 
service provider for a longer period of time are more likely 
to view that service provider as a friend. 


Factors Influencing Friendship Formation 


Structural, individual, situational, and dyadic factors must 
coalesce for friendships to form (Fehr 1996). Friendships 
first require structural opportunities for sociability. In other 
words, proximity affects the formation of friendships (for a 
review, see Fehr 1996; Rawlins 1992). Other research de- 
tails how shared environments influence the formation of 
friendships. If an environment presents structural opportuni- 
ties for interaction, persons then may look for rejection fac- 
tors, such as disliked characteristics. That is, they first 
decide whom they do not want as friends (Rodin 1982). The 
unsuitability of a candidate for friendship involves drawing 
inferences about overlap in personality, norms, or lifestyles 
(Gouldner and Strong 1987). Judgments about unsuitability 
have received little empirical investigation (Fehr 1996). We 
expect heterophily—inferred normative differences—to im- 
pede commercial friendship formation in service contexts. 
We investigate the extent to which service providers and 
consumers view each other as suitable friendship choices. 

Finally, individual persons, situations, and dyadic inter- 
action patterns together determine whether a potential friend 
actually will become one. Research has focused on individ- 
ual characteristics, such as attractiveness, social skills, re- 
sponsiveness, and similarity, that contribute to the formation 
of friendships (for a review, see Fehr 1996). Much less stud- 
ied are situational characteristics. Research suggests that an- 
ticipating future interactions, frequent interaction, outcome 
dependency, and availability for friendship greatly enhance 
the likelihood a friendship will develop. Marketers will note 
that these situational factors characterize many exchanges in 
services, channels, and industrial relationships. However, 
Situational nuances in exchange contexts may inhibit com- 
mercial friendship formation (Allan 1989; Gouldner and 
Strong 1987; Rawlins 1992). 


Instrumental Contexts for Friendships 


Research has described “work-based friendships,” as well as 
other settings in which friendships are formed, but has not 
distinguished friendships that might form during market ex- 
changes. Similar to work-based friendships, commercial 
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friendships should originate in settings in which cooperation 
and friendly relations serve instrumental goals (Fine 1986; 
Gouldner and Strong 1987; Plattner 1985). In addition, both 
types may develop as a consequence of shared membership 
in an organization, which in turn creates a common interest 
and basis for talking and disclosure (Clark 1994; Marks 
1994). But the context of commercial friendships includes 
an array of situational factors that differ from workplace 
friendships. For example, buyer-seller or service provider— 
client relationships often implicitly pit the goals of one 
against those of the other. Moreover, though work relation- 
ships may serve instrumental goals, the explicit exchange of 
money for goods and services is not common in workplace 
friendships. Therefore, commercial relationships may be an- 
chored more tangibly in instrumental goals than work rela- 
tionships are. In addition, work friendships generally do not 
require and usually eschew physical intimacy. By contrast, 
some personal service relationships—such as physical ther- 
apy, medical treatment, and hairstyling—compel intimacy. 
Similarly, work friendships generally do not necessitate self- 
disclosure between workers in the same way that psy- 
chotherapy, legal counsel, dating services, and financial 
services do, or even encourage it in the same way as do 
many service-provision settings. For example, bartenders, 
hairdressers, and divorce lawyers frequently become infor- 
mal sources of social support and assistance to clients with 
personal problems (Adelman, Ahuvia, and Goodwin 1994; 
Barrera and Ainley 1983; Cowen 1982; Goodwin 1994). 
Thus, some factors favor friendship formation between ser- 
vice providers and customers, including regular contact, in- 
terdependent outcomes, and the need to cooperate in 
producing them (Adelman, Ahuvia, and Goodwin 1994; 
Locke 1996; Mills and Morris 1986). Others may inhibit 
friendship formation, such as instrumentality. Given the 
fuzziness of the term friendship, however, these indications 
provide limited guidance about what we may expect of par- 
ticular commercial friendships (Goodwin and Gremler 
1996; Reynolds and Beatty 1998). 


Social bonding. Marketing researchers have not ex- 
plored friendship in North American market exchange con- 
texts. Yet we recognize that many marketing encounters are 
also social encounters (Clark 1994; Clough 1985; Herreman 
1997), and consumers may be motivated to maintain rela- 
tionships with service providers because of social factors 
(Bendapudi and Berry 1997; Gwinner, Gremler, and Bitner 
1998; Reynolds and Beatty 1998). Attempts at social bond- 
ing are sometimes a powerful way to augment the core prod- 
uct or service (Berry 1995; Czepiel 1990; McCallum and 
Harrison 1985). Social support, listening, and genuine hu- 
man contact sometimes are offered by sales staff in retail 
contexts (cf. Mick, Demoss, and Faber 1992; Otnes, Lowry, 
and Shrum 1997; Reynolds and Beatty 1998). Activities 
such as self-disclosure and gift giving described in some re- 
search on marketing exchanges are emblematic of the be- 
haviors we associate with friends (Crosby, Evans, and 
Cowles 1990; Fehr 1996; Price, Arnould, and Deibler 1995; 
Price, Arnould, and Tierney 1994). Thus, we may expect 
that social support, self-disclosure, and gift giving will be 
associated with commercial relationships described by par- 
ticipants as friendships. 


Friendly relations and emotion work. Previous research 
acknowledges that emotional work such as displays of 
friendliness sometimes can augment effectively the core 
product or service (Ash 1984; Hochschild 1983; Price, 
Arnould, and Deibler 1995; Rafaeli 1989; Rafaeli and Sut- 
ton 1987). But marketing agent friendliness has been ex- 
plored primarily in the context of relatively transient 
exchanges such as banks (Schneider and Bowen 1985; 
Suprenant and Solomon 1987), convenience stores (Rafaeli 
1989), and supermarkets (Rafaeli 1989). As such, the per- 
spective of consumers as coparticipants in the exchange is 
underrepresented (Deighton 1992; Gwinner, Gremler, and 
Bitner 1998). We expect that service provider friendliness 
will be associated with relationships described by partici- 
pants as friendships. 

In summary, this section emphasizes five points. First, 
friendship is a fuzzy concept that is rendered more so by ide- 
alization and self-deception (Allan 1989; Wilmot and 
Shellen 1990). Second, friendship is situation dependent, 
but few studies have looked at friendships within particular 
cultural milieu (for example, see Berman, Berman, and 
Pachauri 1988). Third, friendship can be differentiated from 
other types of relationships, and friendships also can be par- 
titioned into subcategories (Wright 1985). Fourth, friend- 
ships are circumscribed and bound by social arrangements 
and patterns of organization. But little research has ad- 
dressed friendship formation in task-oriented, commercial 
contexts. In the service setting, we expect to find a complex 
relationship among instrumentality, sociability, and friend- 
ship. Fifth, friendliness may be an important aspect of many 
commercial exchanges, particularly in service contexts. 
Nonetheless, such friendships are likely to differ from other 
kinds of task-oriented relationships, such as work friend- 
ships, and will mix instrumental objectives with communal 
ones (social bonding) in complex ways. 


Description of Research Activity 


We sought to select a service context in which a marketing 
agent and client might become friends with the intention of 
unraveling the meaning and characteristics of such friend- 
ships and the way these friendships are shaped by their com- 
mercial setting. In the discussion section, we extend our 
consideration to other commercial contexts in which friend- 
ships might form. In this research, we studied hairstylists 
and their clients. This service delivery process is highly in- 
teractive, requiring inputs from both hairstylist and client; 
involves intimate proxemics; is relatively extended in dura- 
tion; is affectively charged; and is repeated at semiregular 
intervals over time (Locke 1996; Price, Arnould, and 
Deibler 1995; Siehl, Bowen, and Pearson 1983). Each of 
these factors enhances the likelihood that a friendship or 
friendly relation will be formed. Moreover, hairstylists often 
are identified as informal helpers and providers of social 
support (Bitner 1995; Cowen 1982; Milne and Mullin 
1987). In addition, consumers mention hair salons when 
talking about valued relationships with businesses (Gwin- 
ner, Gremler, and Bitner 1998; Spake et al. 1998). 

Our research consists of four studies that represent dif- 
ferent methods and perspectives. We attempted to represent 


customer and hairstylist perspectives, using both qualitative 
and quantitative data analysis. All four studies were con- 
ducted in a large metropolitan area in the Southeastern Unit- 
ed States. Our sampling should not be construed as 
representing the incidence of commercial friendships among 
the population of hairstylists and clients but rather enables 
us to discover whether commercial friendships develop, 
what they mean to participants, and how they may affect 
marketing outcomes. 

In Study 1, we investigate general client beliefs about 
commercial friendships. We administered a short survey to 
a convenience sample of 216 consumers. Of these, 19 con- 
sumers reported no use of a hairstylist and were dropped 
from further consideration. Of the remaining respondents, 
87% had visited their hairstylists within the past three 
months, more than 50% within the past three weeks. This 
survey focused on clients’ most recent encounter with a hair- 
stylist and explored the nature of relationships formed with 
hairstylists, correlates of these relationships, and some 
marketing-related consequences.! This survey also explored 
whether customers viewed hairstylists as suitable friendship 
choices. 

Study 2 enriches our understanding of the dyadic con- 
struction of friendship and the influence of setting on this 
construction. Study 2 aims to identify both commonalties 
and differences in hairstylist and client views of friendship. 
We conducted semistructured personal interviews that last- 
ed approximately one-half hour to one hour with hairstylists 
and clients. In half of the 24 interviews, we interviewed a 
hairstylist first and then asked for the name of a client to in- 
terview; in the other half, we interviewed a client first and 
then asked for the name of the hairstylist. We interviewed 
the hairstylist with respect to all his or her clients but obvi- 
ously focused on a particular hairstylist when talking with a 
client. The interviews were transcribed and scrutinized by 
hand and with the aid of a computer-based text analysis 
package, NUD*IST. Analysis proceeded primarily across 
cases to identify a priori categories identified in the rela- 
tionship and service marketing literatures. We uncovered 
emergent categories, such as those reported subsequently in 
the section on the influence of setting through standard in- 
terpretive procedures (Spiggle 1994). When reporting hair- 
stylist interviews, we include in parenthesis gender and 
years of salon experience. When reporting client interviews, 
we include client and hairstylist genders in parentheses (first 
and second, respectively).2 

Study 3 examines the extent to which hairstylists’ and 
clients’ definitions of their relationship agree. We sampled 
45 particular encounters between hairstylist and client 
dyads, with special emphasis on how both viewed their re- 
lationship and service delivery. In addition, as in Study 1, 
we sought to explore some correlates of commercial friend- 





l^Marketing-related consequences” refers to such things as sat- 
isfaction, loyalty, and word of mouth (Zeithaml, Berry, and Para- 
suraman 1996). Although we use the term consequences, it is more 
accurate to describe concepts such as friendship and loyalty as be- 
ing in a reciprocal relationship with each other. This point is 
strongly evident from findings in Study 2. 

2Some research based on hair salons has reported gender effects 
(Fischer, Gainer, and Bristor 1997, 1998). 


Commercial Friendshlps / 41 


ships and delve into their marketing-related consequences. 
To sample particular hairstylist and client encounters, we 
gained cooperation from hairstylists at several different sa- 
lons with differing types of clientele, different price points, 
and residing in different parts of the city. Hairstylists we in- 
terviewed were asked to sample a specific appointment (i.e., 
first, second, third, and so on) to randomize which of their 
clients received the questionnaire. 

Finally, Study 4 focuses specifically on examining rela- 
tionships among friendship, competence, satisfaction, loyal- 
ty, and word of mouth immediately following customers' 
service encounters. In Study 4, we sampled 187 clients of 
several different salons marketing to different price points 
and located in different parts of the city. Across the sample, 
the price for a shampoo and cut for a female client ranged 
from $6.50 to $45.00. Customers completed a short survey 
immediately following their appointment. In hopes of con- 
trolling the data collection process and minimizing any dis- 
ruption to hair salon activities, we used a quota sampling 
technique in which we completed only a few surveys (4 to 
8) over a short period of time (typically one day) at each of 
24 different hair salons. Both hairstylists and customers co- 
operated. Of the hairstylists contacted, 10096 participated. 
Of the 220 questionnaires distributed, 187 clients respond- 
ed, an 8596 response rate. 

Our intent in analyzing across the four sets of data was 
to allow (but not force) themes to recur and retain the dif- 
ferent timbre represented in the different data sets (Price and 
Arnould 1998). Each step informed the next step; thus, our 
understanding of commercial friendships was emergent and 
iterative (Spiggle 1994). For example, survey items generat- 
ed in Study 1 were refined in Studies 3 and 4. We did not ex- 
pect that multiple methods would render only redundant 
meanings but instead that cross-rhythms would emerge. For 
example, we expected that service providers and clients 
might talk differently about commercial friendships, round- 
ing out meanings and behaviors in nonredundant terms. 
Thus, the depth interview data helped explicate differences 
in quantitative measures between clients and service 
providers. 


Findings 

Findings are structured around important questions and 
themes emergent across the research that describe the social 
construction of friendships within this setting. We address 
three general questions: First, what are the meanings of 
friendship within the context of hairstylist-client interac- 
tions? Second, how does the commercial setting affect the 
characteristics of the relationships that evolve? Third, what 
marketing-related consequences have these friendships? 


Meanings of Friendship 


Clients’ perspectives on friendships. Our intention in 
this research is to find out whether friendships occur in this 
setting, and if so, what “friend” is assumed to mean within 
the cultural context of a commercial exchange. In Study 1, a 
large minority of client respondents (39.7%) agree with the 
statement “I think of this hairstylist as a friend” (mean = 
3.17/5). Consistent with the idea that some commercial ex- 
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changes seem like meeting with a friend, 43.396 of Study 1 
respondents concur that "My interaction with this hairstylist 
feels like а meeting with one of my friends" (mean = 
3.12/5). 

In Table 1, we summarize basic findings from the four 
studies on the characteristics of these friendships from the 
client perspective. Across Studies 1, 3, and 4, factor analy- 
sis of items describing the relationship between the hairstyl- 
ist and client reveals one factor made up of 11 items that 
characterizes commercial friendships in this context.3 Table 
1 reveals a similar basic understanding of the meaning of 
friendship across studies.4 Many client comments from 
Study 2 rephrase in similar terms the items we used to mea- 
sure friendship in Studies 1, 3, and 4. 

The picture of commercial friendship that emerges 
echoes prior social science describing idealized friendship 
characteristics. By friend, clients mean that they feel a level 
of intimacy with the stylist (know well, feel close). They be- 
lieve the stylist cares about them, and perhaps because of 
this, they feel comfortable sharing their true feelings. An el- 
ement of self-disclosure is associated with commercial 
friendships similar to what might be found among "talking 
friends." 

By friend, clients mean the relationship includes mutual 
assistance and reciprocity. That is, clients like to do things to 
please the hairstylist and want to give something back to the 
hairstylist. Clients also believe that the hairstylist provides 
them with extras, goes out of his or her way, and seeks to ac- 
commodate the client's needs. It is not surprising that qual- 
ities such as self-disclosure and mutual assistance (or gift 
giving) are associated with calling a person friend in the 





3In Study 1, 49 items dealing with the relationship between the 
customer and the service provider were generated using existing 
literature about friendships and service provider-customer rela- 
tionships. These 49 items included measures of trust, performance, 
service-provider friendliness, view of the relationship as just pro- 
fessional, and loyalty and commitment to the hairstylist, plus social 
interaction with the hairstylist. Of the 49 items, 4 that dealt with the 
professional quality of the relationship were dropped from analysis 
because of weak loadings and/or high cross-loadings. Four items 
that dealt with friendship were dropped because they were essen- 
tially redundant with other items but with weaker factor loadings. 
In addition, 2 performance items, 1 trust item, and 1 commitment 
item were dropped. A few items dealt with topics not of interest in 
our exploration here. 

^In Studies 3 and 4, as in Study 1, the 11 items measuring com- 
mercial friendship loaded on a single factor. Confirmatory factor 
analysis on the data from Study 4 offers additional support for the 
measure. In Study 4, chi-square (41 degrees of freedom [df]) = 
198.47, p < .0, goodness-of-fit index (GFI) = .83, normed fit index 
(NFT) = .92, and comparative fit index (CFI) = .94 for п = 172 (us- 
ing listwise deletion of missing values to generate the covariance 
matrix for analysis). Additional details of these analyses are avail- 
able from the authors on request. The difference in means across 
the three studies may be explained because Study 1 was a conve- 
nience sample that probably oversampled younger and more occa- 
sional clients. Data in Studies 3 and 4 were collected in shops from 
active customers (overrepresenting frequent visitors) who were al- 
so somewhat older than the members of sample in Study 1. Older 
customers tend to be more loyal overall. 


Characteristic 


Think of hairstylist as 
a friend 


Feels like a meeting 
with one of my 
friends 


Feel like | know this 
hairstylist well 


Able to share my true 
thoughts and feel- 
ings with this hair- 
stylist 


Feel close to this hair- 
stylist during the 
service interaction 


Hairstylist seems to 
care about me 


Want to give some- 
thing back to this 
hairstylist 


Like doing little things 
to please this hair- 


stylist 


If something out of the 
ordinary occurs, 
hairstylist generally 
responds to it as a 
special situation 
and accommodates 
my needs 


Hairstylist provides 
me with extras 


Hairstylist goes out of 
his or her way for 
me 


.79 


.78 


76 


75 


.81 


.81 


ТАВ|Е 1 
The Meaning of “Friend” for Clients 


Study 3 
Factor 
Loadings 


Study 4 
Factor 
Loadings 


mean = 5.9/7 Mean = 5.1/7 


Study 2 
Characteristic Comments 


a =.96; 
п = 65 


“She is not only my hairstylist. She is also a very 85 
close friend” (F, F). 

“I think of her as a good friend, but not as an inti- 
mate or best friend” (F, F). 


“| consider him more than a hairstylist, | guess | .85 
consider him more like а friend” (F, M). 

“She is my hairstylist, and | see her as such, but at 
the same time | see her as a very good friend” 


(F, Р). 


"There is not too much that we don't know about .89 
each other" (F, F). 

“Well, I’ve known her almost all of my life. She's 
been cutting my hair for so long" (F, F). 


“We let everything hang out" (F, Р). .91 
“The times when | really do just go off, she really 
listens" (F, F). 


"Feeling of trust and closeness that we have ac- .89 
quired throughout the years" (M, F). 

"So really she is about one of my closest friends" 
(F, Р). 


“He is а good and caring person” (М, М). 77 
“She is always interested іп те, my family, my life, 
etc.” (F, F). 


“He has given me free blow dries and styles be- 82 
fore. This past weekend, | did something for him” 
(F, M). 


"We exchange Chnstmas gifts, birthday presents, .82 
and things of that sort" (F, F). 

*Recently, she had some car problems and ! had 
to go get ћег.... We turn to each other for a lot 
of things" (F, F). 


*She always telis me that she will extend credit to .76 
me if | ever need it. She also does her best to 
accommodate me ... even at a last minute's no- 
tice" (F, F). 

"She'll always take me and | wait. Even if it's after 
closing she will still do my hair" (F, F). 


*Gives me special favors, such as free haircuts on .88 
my birthday" (M, F). 

“Sometimes he lets me pay less than | should, or 
gives me an extra service for free" (M, M). 


*She's always looking out for me and | feel like .80 
she'll like me no matter what" (F, F). 

*When my sister got married, she came in the sa- 
lon an hour earlier that morning so she could do 
my hair" (Б Е). 


aGender ої client and gender of hairstylist are given in parentheses following each verbatim. 


a = .98; 
n = 171 


.91 


.93 


.92 


.88 


.87 


.89 


.87 


.85 
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commercial context. But we find it significant that these ђе- 
haviors emerge as part of a measure of friendship rather than 
as separate, related factors.5 

The role of trust animates much discussion about both 
friendships and business relationships. Some even argue 
that trust is the central feature of effective business rela- 
tionships (Berry 1995; Bitner 1995; Doney and Cannon 
1997; Kumar 1996; Moorman, Deshpandé, and Zaltman 
1993; Morgan and Hunt 1994). But in this study, client trust 
in the expertise and judgment of the hairstylist (aspects of 
the instrumental relationship) emerges as a separate factor 
but a significant correlate of commercial friendship (r = 
.61, р >.000). A summary of client measures used in Stud- 
ies 1, 3, and 4, including trust, is available in the Appendix. 
Our trust construct is consistent with Doney and Cannon’s 
(1997) concept of the capability component of the trust- 
building process. In addition, the provider’s ability to listen 
to client needs and then perform as expected reflects as- 
pects of the instrumental relationship, statistically separate 
from both friendship and trust, but a significant correlate of 
commercial friendship (r = .46, p > .001). This performance 
factor is consistent with Doney and Cannon’s (1997) con- 
cept of the benevolence process for trust building. Consis- 
tent with literature involving both friendships and market 
relationships, friendliness of the service provider appears to 
influence friendship formation (r = .68). Liking the hair- 
stylist as a person (not just a service provider) is viewed as 
hairstylist friendliness (a characteristic of the person, not 
the relationship). 


Hairstylist perspectives on friendships. In Table 2, we 
summarize hairstylist perspectives on friendships with 
clients. With respect to the interactions sampled in Study 3, 
68% of the hairstylists thought of the client in that en- 
counter as a friend.6 The i1-item commercial friendship 
scale reworded to provide a hairstylist perspective emerges 
as a single factor and renders a robust basic description of 
friendships between hairstylists and clients. Many of the 
stylists’ interview comments from Study 2 that are summa- 
rized in Table 2 resonate with the survey items used in 
Study 3. 

Despite apparent similarity in Study 3 about how hair- 
stylists and clients represent their friendships with each oth- 
er, Study 2 helps us identify some striking differences. For 
example, when hairstylists talk about friendships with 
clients, loyalty of the client figures prominently as evidence 
of the friendship, whereas clients view loyalty more as an 
antecedent or outcome of the friendship. In some cases, 


5However, confirmatory factor analysis on Study 4 data suggests 
that partitioning the measure into two components, one that in- 
cludes the five reciprocal gift-giving items and another that in- 
cludes the remaining s1x items provides essentially comparable fit. 
In this case, the correlation between the two components 1s .93. 
Chi-square (40 df) = 156.86, p < .0, GFI = .85, NFI = .94, and CFI 
=.95 for n= 172 (using listwise deletion of missing values to gen- 
erate the covariance matnx for analysis). Additional details of 
these analyses are available from the authors on request. 

$[n Study 3, 83% of customers responded that they “think of this 
hairstylist as a friend,” and in both the hairstylist and client sam- 
ples, the mode was 7 (i.e., strongly agree). 
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hairstylists use the term “regulars” (i.e., repeat customers) to 
mean friends. Consider the following discussion with a hair- 
stylist who had been in the business more than 16 years and 
now only occasionally cuts hair out of her home: 


I(nterviewer): Are there some clients that you think of as 
your friend? 


H(airstylist): Oh yeah. 1 had а lot of them. 1 worked in 
about eight different shops, and they fol- 
lowed me and saw me get engaged, when I 
got married, the adoption of my oldest son, 
and when I got pregnant. When J see them 
out now, it 15 like, kind of funny. 


Subsequently, 
I: What makes you view them as friends? 


H: During good times and bad times they were there. Not 
every client and you don’t want every client, there are 
just certain people that you just click with and connect 
with (F, 16 years). 


Clients also mention the loyalty of the hairstylist in their de- 
scription of the friendship and mention their own loyalty to 
the hairstylist. Compared with stylists, however, clients do 
not use loyalty as a defining feature of friendship. 

Another predictable difference between clients and styl- 
ists in their depiction of the friendship is that clients who 
view the hairstylist as a friend indicate that the stylist also 
views them as a friend. However, when hairstylists talk gen- 
erally about their clients, most observe that some of their 
clients view them as a friend, but they are not. Asymmetric 
perceptions of friendship are more pronounced when 
viewed from the hairstylists’ perspective. For example, one 
hairstylist vividly described a nonreciprocated relationship: 


1: Are there some clients who think of you as a friend, and 
you don’t share that feeling? 


H: Oh yeah! Oh yeah! This one lady is totally out of hand. 
She tries to get me to do her hair at her house. I even 
sometimes do cut people’s hair at their houses, but this 
lady talks about me meeting her cats. [ don’t want to 
meet her cats. She's just really lonely I think. She's a 
nice lady. It's just that I have to push her out the door 
sometimes. She won't shut up, you know? (M, 10 
years) 


Despite many stories of nonreciprocated friendships, 
stylists do form close and caring relationships with clients 
that clearly transcend agentic norms. The noteworthy point 
is that this relationship is not just (or not always) a thera- 
peutic one (in which the hairstylist stands in as a coun- 
selor). However, lack of clarity about the ruling norms in 
the relationship is pronounced among hairstylists. Some 
appear to adhere to an idealized belief that they should try 
to be friends with their clients, others that they should try 
not to be friends with their clients. Hairstylists report 
everything from "almost all my clients are friends" to “al- 
most none of my clients are really friends,” as the follow- 
ing comments illustrate: 


I think of most of my clients as my friends—but not out- 
side work ... [ make sure to keep my outside work life sep- 
arate from my clientele and coworkers—just personal 
ethics (F, 12 years). 


Characteristic 
Think of client as a friend 


Feels like a meeting with one of my 
friends 


Feel like | know this client well 


Able to share my true thoughts and 
feelings with this client 


Feel close to this client during the 
service interaction 


Client seems to care about me 


Want to give something back to this 
client 


Like doing little things to please this 
client 


К something out of the ordinary oc- 
curs, client generally responds to 
it as a special situation and ac- 
commodates my needs 


Client provides me with extras 


Client goes out of his or her way for 
me 


TABLE 2 
The Meaning of “Friend” for Hairstylist 


Study 2 
Characteristic Comments? 


“Just because after years you build a rapport with people. Then 
that’s how they become friends” (F, 25 years). 

“Well, some friendships evolve into a true freindship and some 
stay on just as clients. Even with clients, they can evolve into 
friendships” (F, 25 years). 


"ve been doing one client's hair for about two years. Our sons 
are in the same school—they've become friends. We go out 
socially" (F, 13 years). 


“We'll talk about each other's lives. They'll know а! about my life. 
I'll know all about their life” (Б, 12 years). 

"They tell you about their life and you find yourself actually car- 
ing about it" (F, 14 years). 


*| don't tell every person that gets in my chair about my personal 
problems, but if | feel comfortable and close to them, they help 
me with my problems, like | help them with theirs” (F, 18 
years). 


*| think of most of my clients as my friends—but not outside of 
work. You know, we talk about a lot of things—anywhere from 
recipes to sex" (F, 12 years). 


*| view some of my clients as friends because of the compassion 
and the caring they have for me, they trust me and ! trust 
them too. They confide in me" (F, 15 years). 

"| mean, | try not to talk about my personal life too much, but 
when | do they seem to care and give me input" (F, 7 years). 


"Like this one client of mine.... I'm really into nutrition and | gave 
her some advice on an exercise program and | gave her a diet 
to follow, and she's lost, | don't know, about 16 pounds" (F, 12 


years). 


"| know quite a bit about cars and sometimes if they have car 
problems | try to help them out. After looking at their car | 
might pinpoint the problem and explain how to fix it" (M, 3 


years). 


“When you become closer, you can go past the client friendship 
and can ‘put them aside’ for a few minutes if you need to and 
they understand” (F, 8 years). 

“A lot of my client friends, when | adopted my oldest boy or be- 
came pregnant with Eric, offered to help me out, whether it be 
buying groceries or babysitting” (F, 16 years). 


“| got married again last weekend, and | think | received a card 
and/or gift from at least 80% of my clients” (F, 25 years). 

“She is constantly buying me gifts related to hairdressing: clocks, 
ornaments, keychains, books, etc.” (F, 13 years). 


“Some, | think, don’t mind waiting for me if | am running late with 
their appointment. My clients know | like cake. They bring me 
homemade goodies all the time” (F, 25 years). 

“| view them as friends because they treat me with respect and 
bring me gifts” (Б 25 years). 


aGender of halrstyilst and years in the business are given In parentheses following each verbatim. 


Study 3 
Factor Loadings 
Mean = 5.6/7 
а = .92; п = 62 


.69 


.69 


72 


79 


.57 


.81 
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I think of most of my clients as friends. When I see some- 
one come back to me for a haircut a second time I know 
that I’ve done something right to make them return (Е, 2 
years). 


Reciprocated friendships. Study 3 explores the extent to 
which hairstylists and clients agree about their level of 
friendship. A majority (around 58%) of the 45 dyads are 
within one point (out of seven possible) of agreement about 
their friendship. As hinted at in hairstylist interviews, ap- 
proximately 27% of clients judge the relationship as more 
like a friendship than their hairstylist, compared with 15% 
of hairstylists who judge the relationship as more like a 
friendship than their clients. 

Analysis of variance confirms that both hairstylist and 
client friendship scores are significantly different between 
the three groups of dyads: those in which the stylist believes 
the friendship is stronger (H: 6.25, C: 4.51), those in which 
the client believes the friendship is stronger (H: 4.77, C: 
5.90), and those in which they agree (H: 6.05, C: 5.98), 
(Hairstylist F = 14.59, p < .001; Client F = 16.45, р < .001). 
When dyads agree about their relationship, mean friendship 
scores for clients and hairstylists are quite high. Prior re- 
search suggests that it is easier to agree about not being 
friends than about being friends, but that finding is not con- 
firmed in this context. 


“Commercial Friends”: The Influence of Setting 


Well, I don’t think it’s really different from a real friend- 
ship because I do think that we are good friends even 
though she is a hairstylist and we met through work. A lot 
of people meet through work and even married couples 
meet through work. I don't think that it 1s different (F, F). 


А second important question addressed in this research 
was to discover whether and in what ways the setting influ- 
ences the formation and nature of friendships. For example, 
commercial settings may be viewed by some as an inappro- 
priate context in which to develop friendships. Commercial 
settings generally, and this commercial setting in particular, 
may set certain boundaries on friendship. In this section, we 
highlight constraints on these commercial friendships. Nev- 
ertheless, many instances of hairstylist-client friendships re- 
pudiate them. 


"It's just business.” In Study 1, a significant minority of 
clients surveyed indicated they do not want to have a per- 
sonal relationship with their hairstylist because of the com- 
mercial context./ Specifically, approximately 20% agree 


TThere are no significant gender effects in the decision to limit 
the personal relationship with a hairstylist in either Study 1 or 4. 
These results seem broadly consistent with an experimental study 
of salon relationships that found that sex-based 1n-group bias/ho- 
mophily does not influence assessments of service quality (Fisch- 
er, Gainer, and Bristor 1997). Male and female clients differ 
slightly in their feelings of friendship for their hairstylist, with 
women reporting higher levels than men in Studies 1, 3, and 4. 
There does not appear to be a significant difference between male 
and female clients in self-disclosure. Means for items such as “able 
to share my true thoughts and feelings" and "feeling close" do not 
differ by gender. These results contrast with other findings about 
male and female friendships, in which female friends are thought 
to engage in more mutual self-disclosure. 
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that *my professional relationship with this hairstylist limits 
our personal relationship,” and approximately 23% agree “I 
don't want to share my true feelings with this hairstylist be- 
cause of our professional relationship." This finding identi- 
fies а segment of consumers who view themselves as 
unavailable for a friendship with their hairstylists or view 
the hairstylist as an inappropriate choice for friend. This 
finding was reconfirmed in Study 4, in which approximate- 
ly 20% agreed that they do not want to be friends with their 
hairstylist because of a professional relationship. This resis- 
tance is evident in a few customer interviews from Study 2. 
For example, one man's and one wornan's response to the 
question ^Would you consider your hairstylist your friend?" 
suggest a line drawn between friend and business: 


Well, sort of. [ go to her to get my hair cut. We talk and are 
nice to each other. But 1 view it as a business relationship. 
Because there is a service being performed here, and 
money is exchanging hands. I think if it went any deeper 
than that I wouldn't feel comfortable about paying her, or 
giving her the right amount of tip (M, F). 


I would say we have a friendly relationship that 13 based 
professionally. The only time I speak with her ís when I get 
my hair done ... I see her as my hairstylist and not as my 


friend (F, F). 


Hairstylists often stress the professional character of 
their client relationships and emphasize the importance of 
maintaining a professional position with clients, as in the 
following excerpt: 

We're in a fnendly business and sometimes customers 

confuse us with being their friends. [ try not to be my cus- 

tomers' friends. I assume they have plenty of friends (M, 6 

years) 


Thus, some respondents judge that the service relation- 
ship negates the appropriateness of friendship. It is impossi- 
ble to infer directionality, but clients’ decision to eschew 
friendship with a hairstylist because of the professional con- 
text is related to some consequential marketing variables. 
Findings from Study 4 show modest but significant negative 
correlations between the decision to avoid friendship and 
perceived competence (—.19), feelings of satisfaction (—.16), 
feelings of loyalty (—28), and positive word of mouth 
(–.26), (all significant at p < .05).8 


"Within these walls." Another constraint on the friend- 
ships that develop between hairstylists and clients is relative 
compartmentalization. In this case, friendship is possible but 
limited to the service context. Thus in Study 1, only 1196 of 
those who agree that the hairstylist is their friend agree that 
they interact with the hairstylist socially outside of business 
hours. Although there is a significant correlation between 
the friendship score and interacting socially outside of busi- 
ness hours (г = .58, р < .001), only a minority of commer- 
cial friendships actually transcend the setting. Study 4 
provides additional support for this relative compartmental- 


SFrom Study 1, "limit the personal relationship" and not share 
feelings "because of the professional relationship" are correlated 
negatively with how friendly they perceive the hairstylist to be (~.22 
and —40), how they rate the performance of the hairstylist (—.22 and 
—.30), and how much they trust their hairstylist (—22 and —.30). 


ization. Seventy percent of clients report that they never in- 
teract with the hairstylist socially outside the commercial 
setting. Only 7.5% report social meetings with their hair- 
stylist once a month or more. This is consistent with find- 
ings on work relationships as well. However, in contrast 
with work relationships, these commercial friendships in- 
volve relatively high levels of intimacy, “talking,” and self- 
disclosure. 

Many comments from clients and hairstylists in Study 2 
indicate that the setting bounds these friendships, and they 
rarely involve contact outside the salon. For example, one 
client observed the following: 


I think that a friendship with a hairstylist is different from 
a "real friendship," because you see this person for about 
a half-hour a month, whereas you see your ‘real’ friends on 
a regular basis. І think I could probably ask Stephen if ће 
would like to hang out sometime, but I just haven’t asked 
him (M, M). 


Similarly, hairstylists note that 


with a client, the friendship rarely extends past cutting 
hair. However, there are exceptions (M, 10 years). 


It's completely different [from a real friendship]. It’s dif- 
ferent because you don't hang out with them outside of 
work. You'll talk about the same things, but ... it ends at 
the door, the friendship ends at the door (F, 12 years). 


Framed positively, the salon provides a sacred space set 
apart from ordinary activity (Belk, Wallendorf, and Sherry 
1989) where a special, intimate friendship between people 
(who are often quite dissimilar) can thrive. Thus, compart- 
mentalization may be a benefit rather than a limitation of the 
relationship. Hairstylist and client may exchange confi- 
dences in the service setting and then behave almost like 
strangers if they meet in a different context. This dynamic 
has not been described in previous research on friendships. 
As one hairstylist observed, 


I have run into some [clients] out ın public and even then, 
you know, they probably wouldn't want me knowing 
about their personal life and I wouldn't want them know- 
ing about mine. Even though, that is probably something 
that we talk about at the salon, as far as interacting (M, 8 
years). 


Consistent with the idea that this intimate space becomes sa- 
cred for commercial friends, intrusion of outsiders can alter 
client-hairstylist interaction (similar to what happens with 
close friends but not acquaintances), as illustrated in the fol- 
lowing hairstylist comment: 


Let’s just say, given my position in the shop [first booth 
adjacent to the lobby], when a man is in with his wife, he 
tends to be a little more reserved, a little less friendly, a lit- 
tle less apt to tip the way that they usually do. But when 
their wives are not with them, they are very friendly, they 
talk a lot, they tip a lot. 1 guess they feel like their wives 
would have a problem with that. Women too, though, they 
don’t talk a lot, they want to get in and get out, they can’t 
enjoy coming in and getting their hair done when their 
husband is out there waiting for them. And I don’t think 
they want their husbands to know that they come in and 
tell me all about their life, and I don't blame them (F, 12 
years). 


The way that some clients express a desire to keep the 
friendship separate from other friendships also illustrates 
how this intimate relationship is kept within the walls of the 
salon: 


I have two couples, and both men have gotten into my 
chair and said “I told her if anything happens, she would 
have to find another hairdresser, because you're my hair- 
dresser and she will not be able to come to me anymore." 
I have another man who will not send me his wife because 
he doesn't want me to have a relationship with her. He 
says "You're my hairdresser, she can find her own." It's a 
rea] personal thing (Б, 8 years). 


Ironically then, the special nature of the setting of the com- 
mercial friendship occasionally may constrain positive 
word-of-mouth effects. 


Trapped! One feature of the hairstylist-client setting is 
that it throws two people together repeatedly in intimate 
contact for a relatively lengthy period of time. Consequent- 
ly, both parties are “held captive” to the encounter. This par- 
ticularity affects the communications and relationships that 
develop. One hairstylist described the captive quality of the 
relationship and a surprising outcome: 


They have to listen to me. When Г am doing their hair, they 
are a captive audience.... As well as the client being a cap- 
tive audience, I am as well. There are times when I can and 
have diagnosed some diseases in my clients before their 
doctors have (F, 25 years). 


Another hairstylist observed that the intimate, forced nature 
of the encounter can lead to rapid client exit if a reciprocal 
relationship does not evolve quickly: 


If it’s someone you don't get along with in the first couple 
visits, or there’s no mental connection, they don’t come 
back to you (F, 12 years). 


However, another stylist stressed how the intimate setting 
encourages self-disclosure: 


it is really a personal thing when someone touches you as 
much as a hairdresser. Because nobody really does that 
and evidently you really trust this person. It is something 
that is probably a bit subliminal or unconscious that you 
do that. So, I really believe that is the reason people feel 
that they can get so personal with us (M, 8 years). 


Ambiguity and contradiction can beset these captive re- 
lationships. In the following excerpt, the client suggested 
that she is able to confide in her hairstylist of seven years be- 
cause she is “in a chair" and “not close.” But, as the inter- 
view progressed, she suggested that they were good friends 
with a lot in common. Later, she even claimed that this styl- 
ist was one of her best friends: 


І: What kinds of things, if any, do you talk with your hair- 
stylist about? 


C: Everything; when you sit in that chair you can just teil 
them everything. They know everything about every- 
body who comes in and gets their hair cut [cheer- 
fully]... JJokingly] It's a chair isn't it. They make you 
feel comfortable and it is just someone to talk to and I 
guess to get things off your chest that you normally 
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wouldn’t say to someone that you really care about ог 
are close with. 


I: Do you think of this hairstylist as your friend? 


C: Yes, she is my friend.... I go to her so frequently and 
get my Ваш cut and we have a lot of things in common 
and I think that is why I continue to go to her because 
of that.... She’s loyal and friendly and fun to be around 
... I mean we have gotten quite close in the last few 
years. She has been cutting my hair for about seven 
years. So really she is about one of my closest friends 
(E, F). 


"Different worlds." In most social contexts, friends of- 
ten know one other and are also friends. In contrast, the 
commercial hair salon context throws together clients and 
service providers who otherwise share few structural oppor- 
tunities for friendship. Therefore, one thing that makes these 
commercial friendships exceptional is that stylist and client 
inhabit different social worlds. Indeed, both groups often 
mention heterophily (distinctions in gender, age, perspec- 
tive, and/or social worlds; Rogers and Bhowmik 1971) as 
contributing to their unique friendships. Men may use fe- 
male hairstylists to access a “female” viewpoint, and vice 
versa. Young and old may find interactions rewarding be- 
cause of age differences. For example, a young female hair- 
stylist described the qualities of her relationships with some 
older clients: 


I have some older ladies, some northern ladies who have 
been around for a long time, wise women, who I do con- 
fide in.... Because with the older women, you tend to bond 
with more, confide in more, talk with more, at least I do. 
With younger women we tend to talk more about irrele- 
vant things (F, 8 years). 


Similarly, a young client described the wisdom that she as- 
sociates with her older hairstylist. In this case, the client 
evoked a metaphor of kinship to describe the relationship: 


She's been cutting my hair for so long and she's watched 
me grow up and change through the years. In fact, I’d say 
that our relationship is almost like that of a mother and a 
daughter... The way I can talk to her about anything and 
trust her advice and opinion on the subject ... [ know that 
her advice is genuine and unbiased since she's not really 
involved with the situation and she has nothing to gain or 
lose (F, F). 


Hairstylists and clients both suggest that the compartmen- 
talized context provides distance, objectivity, and anonymi- 
ty that can make self-disclosure less difficult. One stylist 
admitted: 


Actually, I think that sometimes my clients know me a lit- 
tle better than my other friends because they know me in a 
working atmosphere as well as just personally. Plus, it's 
easier to be honest with my clients since I don't interact 
with them as much (F, 12 years). 


Sometimes, of course, hairstylists and/or clients con- 
clude that they are “too different” to be friends. The follow- 
ing heated comment by a young female hairstylist suggests 
that the combination of age and class-based heterophily can 
be too much to surmount: 
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The women, when they're older, and they have a lot of 
money—-because I do have a lot of rich clientele here in 
Palm Harbor—they are vain and they really—see—I can't 
stand them to be honest with you.. . The more middle 
class people, I get along with better ... definitely. Maybe 
that's because that's where I'm from in life (F, 8 years). 


Study 4 investigated whether clients believe they have a 
lot in common with their hairstylist. Forty-eight percent of 
respondents agreed with the statement “1 have a lot in com- 
mon with my hairstylist/barber." A significant positive cor- 
relation between this item and feelings of friendship exists 
(.77, р < .000). Respondents who agree with the statement 
differ significantly from other respondents on several key 
variables, including satisfaction, loyalty, and willingness to 
recommend.? Agreement did not vary by gender of either 
hairstylist or customer or the combination. 

Customers are far more likely to agree that they have a 
lot in common if they have frequented their stylist for a long 
time (x? = 25.33, df = 5, р < .000). This difference is most 
pronounced between those who have patronized a hairstylist 
for five years or more and those who are visiting their hair- 
stylist for the first time. Almost three-quarters of those using 
their hairstylist for five years or more agree that they have a 
lot in common. Almost 70% of those using the stylist for the 
first time disagree that they have a lot in common. Although 
the data are cross-sectional, not longitudinal, one interpreta- 
tion of these findings is that, forced into intimate contact for 
prolonged periods with mutual self-disclosure, hairstylists 
and customers search for and find commonalties. 

Summarizing this section, we find that commercial 
friendships in salon contexts are constrained by situational 
factors in particular ways. One reaction to the intimacy, 
proximity, and long duration of the encounter is to insist that 
the relationship is "just business." A significant minority of 
participants responds this way. In some cases, enforced inti- 
macy within salon walls leads participants to treat the set- 
ting as a sacred space protected from intrusion. In addition, 
heterophily sometimes facilitates friendly self-disclosure 
between inhabitants of different social worlds but in other 
cases leads participants to terminate their relationship or 
limit it to an agentic mode. Enforced intimacy may lead par- 
ticipants to focus on commonalties, reducing perceived het- 
erophily over time. 


Service Encounter Satisfaction, Loyalty, 
Recommendations, and Friendship 


In this section, we focus on the final major question ad- 
dressed in our study, that is, some managerial correlates of 
commercial friendships. From prior research and our inter- 
views, we expected to detect a pattern of ordering among 
marketing-related variables such that, for example, loyalty 
precedes friendship or friendship precedes loyalty. Instead, 





Specifically, these clients view the hairstylist as more compe- 
tent (6.6, 6.1); are less inclined to view the hairstylist as an inap- 
propriate choice for friend (2.9, 3.7); are more satisfied with their 
most recent service encounter (6.7, 6.1); are more loyal (6.5, 5.3); 
and are more willing to recommend the hairstylist (6.7, 5.7), all 
significant at p < .005. 


TABLE 3 
Relationships Among Friendship, Service Satisfaction, Intention to Recommend, and Loyalty 


Service 
Satisfaction 
Study 3/Study 4 


Friendship 
Service Satisfaction 
Intention to Recommend 


.42/.49 


Intention to 
Recommend Loyalty 
Study3/Study 4 Study 3/Study 4 
.39/.77 .66/.78 
.20 (n.s.)/.73 .34/.69 
.73/.93 


ааа dish c а SS SS = ái M 
Notes: Pearson correlation coefficients based on 67 clients responding in Study 3 and 180 clients responding in Study 4. All correlations are 


significant at р < .01 unless otherwise noted. 


we found different kinds of temporal orderings of marketing 
constructs for both clients and hairstylists. 


Client perspective. Our research suggests that, from 
clients’ perspectives, loyalty, intentions to recommend, and 
feelings of friendship closely relate. In Table 3, we report 
findings from Studies 3 and 4 on the relationships among 
these constructs. In Study 3, service encounter satisfaction is 
related only modestly to loyalty and is not significantly re- 
lated to intentions to recommend. In Study 4, these relation- 
ships are stronger, possibly because of improved measures 
of loyalty and intention to recommend. As shown in Table 3, 
feelings of friendship are aligned closely with feelings of 
loyalty. Loyalty is correlated strongly with intention to rec- 
ommend. 

Not surprisingly, client interviews convey strong feel- 
ings of friendship commingled with loyalty: 


I consider myself very loyal, 17 years worth.... She is my 
friend, she is a loyal friend (F, F). 


In some client interviews, it is quite apparent that feelings of 
friendship and loyalty are bundled together, as is a sense that 
friendship drives the loyalty. Nevertheless, performance re- 
mains key to the relationship: 


She is my friend. She is a loyal friend, in my opinion she 
15 an excellent artist, her creativity is excellent, she cuts 
and perms hair well, she, in my opinion, has no problems 
1л that area, and she's been doing my hair long enough to 
understand the science of my hair. I talk with her about 
some pretty wild stuff (F, F). 


In other cases, client interviews suggest that loyalty is 
motivated more by risk and performance concerns. These 
dimensions are similar to Dooney and Cannon's (1997) cal- 
culative and capability elements of trust. Yet, even in these 
cases, performance, friendship, and loyalty may be bundled 
in complicated ways, as illustrated in the following inter- 
view excerpt: 


I’m very loyal to my hairstylist. The reason why I’ve been 
loyal to him is because he really cuts my hair very well. He 
always does a great job and the service is at a satisfactory 
level... C— is a friend of mine and also my neighbor. 
Mainly we talk about people that we know and about 
neighbor things. We get together a lot, so we have much to 
talk about as friends and as neighbors. C— was a friend of 
mine before he became my hairstylist. He is a good and 
caring person. He is also my hairstylist (M, M). 


Finally, we find instances in client interviews that sug- 
gest that without the friendship component, loyalty does not 
have the same force: 


I: Would you say you are loyal to your hairstylist? 


C: Somewhat. [ try and go to the same one, but if he's not 
there I'll have someone else do it. 


Subsequently, 
I: Do you think of this hairstylist as your friend? 


C: Not really. No. I don't do anything outside. of having 
my hair cut by him. I’m friendly with him, but to call 
myself a friend would be wrong (M, M). 


Hairstylist perspective. Marketers emphasize customer 
loyalty to the firm, not the importance of organizational loy- 
alty to the customer (Fournier, Dobscha, and Mick 1998). In 
these service relationships, however, the reciprocal nature of 
loyalty can be found in client and hairstylist interviews. 
Hairstylists express loyalty to some clients. That is, they are 
committed to continuing a relationship with the client and 
would expend extra effort to continue it. Of the 67 hairstyl- 
ists responding to the two-item measure of loyalty to clients 
in Study 3, 5896 strongly agreed (mean = 6.4 on a 7-item 
scale). In addition, from the hairstylists' perspective, there is 
a relationship between thinking of the client as a friend and 
feeling loyal to that client (г = .56, p < .001), though (ће re- 
lationship is not as pronounced as it is for the client. 

The hairstylist'S perception that the client is satisfied 
with the service encounter is a more significant correlate of 
his or her loyalty to the client than friendship with the client 
(г= .724, р < .001). This finding supports the conclusion 
that stylists maintain a more agentic relationship with clients 
than clients do with hairstylists. Nonetheless, when hairstyl- 
ists were asked in Study 3 whether a particular client had 
recommended them to others, 7096 answered in the positive 
and only a modest 2296 were uncertain. Supporting a com- 
munitarian interpretation of their relationships with clients, 
stylists' friendship and loyalty to their clients do not vary 
significantly by being recommended or not. 

Study 2 interviews with hairstylists help us understand the 
complex interplay among marketing variables from the hair- 
stylists' perspective. Similar to the causal explanation offered 
by some customers, hairstylists suggest that frequent, regular 
(i.e., loyal) clients become friends. Thus, the predictive ele- 
ment of trust comes into play (Doney and Cannon 1997): 
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H: It is not as if I hang out with my clients ог cowork- 
ers outside of work, but I still consider them my 
friends. I become close with the clients that have a 
positive attitude and who are like me in personal- 
пу.... Most of the time the clients are regulars. They 
come in every couple weeks or so and you get to 
know them. 


Г; What makes you view them as friends? 


H: You get to know them because they are regulars (F, 6 
years). 


But other hairstylists almost infer the reverse, suggesting 
that if there is rapport or a friendship with the client, then he 
or she becomes more regular. Ап idea that emerges in sev- 
eral hairstylist interviews is that a kind of interpersonal 
matching goes on, such that "if you click together, you stick 
together": 


I have a good rapport with almost all my clients. I usually 
say that the clients that I don't have a relationship with or 
а fnendship with don't come in as often as the ones that do 
(M, 8 years). 


One hairstylist's explanation for client loyalty describes a 
matching process that moves from demonstrated compe- 
tence to friendly self-disclosure to loyalty: 


She came in one day and asked me for a change in her 
hairstyle. I gave her my suggestion and she approved it. 
When she came back the second time, we just started to 
talk about certain things that were going on in our lives. 
This happened soon after І started working here, and she 
has returned ever since (M, 2 years). 


Interview data such as this suggest participants infer shared 
norms through self-disclosure, which in turn enables the two 
parties to understand (match) each other's objectives and 
goals better. Shared norms are an aspect of Doney and Can- 
non's (1997) intentionality element of trust. 

Several hairstylists suggested more complicated rela- 
tionships among service performance, friendship, and loyal- 
ty. For example, one long-time hairstylist explained that 
getting to know the client well is critical to good perfor- 
mance. She considers encouraging the kind of self- 
disclosure that often precedes the formation of a friendship 
pivotal to good performance: 


They know that when I’m giving them a new harrstyle, | 
try to take into consideration not just the style, but the tex- 
ture of their hair, their facial shape, their wants and needs, 
their personality, as well as their ability to style their own 
hair. It's impossible to do all that until you really get to 
know a client.... That's really important in gaining and 
keeping clientele, and you can’t do that without really get- 
ting to know them (F, 24 years). 


Thus, the interaction of displays of capability, predictability, 
and the evolution of overlapping situational norms through 
self-disclosure produce loyalty. As stressed previously in the 
section “Hairstylist Perspectives on Friendship,” hairstylists 
often use loyalty or recommendations as indicators of 
friendship and use the term “regulars” interchangeably with 
“friends.” But in the following interview excerpt, the hair- 
stylist obviously does not feel a connection with the client 
and is confused by the fact that the client recommends him 
to family: 
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I have one [client] that no matter what I do ... she just 
doesn’t say much. ] think she likes me, she brought her 
aunt and mother to me, but every time she comes in, she 1s 
really weird. Maybe she doesn’t like some things about me 
or some things that she suspects about me go against her 
beliefs, but she likes me for who I am. Maybe she has a 
conflict about that (M, 8 years.). 


Thus, consistent with the complexity of the relationships 
between friendly behaviors and market outcomes, hairstyl- 
ists hunt for cues to guide them and sometimes remain con- 
fused about what kind of relationships they have with 
particular clients. In short, the complex orderings between 
variables we have shown in this multimethod research ar- 
gues against the simpler orderings market research some- 
times proposes. 


Discussion 


Results of our four studies can be summarized as follows. 
First, in contrast to the bulk of the relationship marketing 
literature, we assert that qualitatively different marketing 
relationships exist. We then isolate a particular subset of 
marketing relationships that we label “commercial 
friendships.” In North American contexts, friendship 
serves as an important metaphor and normative frame- 
work through which informants define and understand 
marketing relationships (cf. Arnould 1995; Plattner 
1985). We develop a measure of friendship that proves re- 
liable across studies. Both service providers and clients 
share a general sense of the content and behaviors char- 
acteristic of commercial friendships. Participants agree 
that commercial friendships, similar to other friendships, 
involve affection, intimacy, social support, loyalty, and 
reciprocal gift giving. 

Second, consistent with the friendship formation 
process discussed at the outset, we show how commercial 
friendships form. Service provider—client interactions pro- 
vide structural opportunities for sociability. Significantly, 
we distinguish the crucial role of rejection factors in in- 
hibiting friendship formation despite positive situational 
and even individual characteristics. We find that context ef- 
fects and tension between instrumental and expressive 
goals lead a significant minority of participants to consider 
it inappropriate to form a friendship with their commercial 
partners, even in a setting likely to foster relationships (in- 
timate, frequent, prolonged) (Fournier, Dobscha, and Mick 
1998). To our knowledge, this is the first research to iden- 
tify empirically a friendship-adverse segment. We hope fur- 
ther research will focus on other attitudes and behaviors of 
friendship- and relationship-adverse consumers. 


Positive individual characteristics, such as service 
providers’ friendliness and evolving perceptions of similari- 
ty over time, contribute to the formation of commercial 
friendships. Our quantitative results indicate that though 
trust is correlated highly with friendship, friendship is a sep- 
arate and distinct construct from trust. In contrast to previ- 
ous relationship marketing theory, we maintain that 
commercial friendships are not reducible to a trust compo- 
nent. Further research should distinguish between relation- 
ships and trust. Personal factors that we expected would 


limit relationship formation sometimes do but operate in 
counterintuitive ways as well. Commercial friendships are 
distinguished from other friendships, including work friend- 
ships, because service providers and clients often come from 
very different social worlds. Yet, participants may construe 
their differences in positive terms that contribute to rela- 
tionship strength. In addition, there is a strong correlation 
between how long a client has been patronizing and how 
much they believe they have in common with the service 
provider. Longitudinal research might help sort out how 
time, heterophily, and friendship interact. 

Positive interaction patterns affect commercial friend- 
ship formation. Reciprocity of liking encourages friendship 
formation but occurs unpredictably. However, prolonged 
and recurrent interaction encourages reciprocal disclosure. 
As expected, affection is associated with reciprocal self- 
disclosure and is part of what commercial friendship means. 
Reciprocal disclosure makes it easier for participants to in- 
fer shared norms. 

Third, commercial friendships are circumscribed and 
bound by their context. Commercial exchange provides the 
opportunity for and defines the limits of sociability. Few 
participants interact outside the service setting, yet partici- 
pants often construe the enforced intimacy and compart- 
mentalization of their relationship in positive terms. 
Compartmentalization in this setting may be perceived as a 
benefit rather than a limitation of commercial friendships. 

Fourth, commercial friendship is correlated strongly 
with key marketing objectives: satisfaction, loyalty, and 
positive word of mouth, as summarized in Table 3. The re- 
lationship between friendship and loyalty is particularly 
strong. Thus, managers may find it in their interests to en- 
courage the formation of commercial friendships. But our 
results (especially from Study 2) also argue against a simple 
causal ordering among functional benefits (service provider 
competence), social benefits (friendship), and marketing 
outcomes (loyalty, positive word of mouth). Rather, there is 
a complex and varied interplay among competence, satis- 
faction, friendship, and loyalty. For example, it may prove 
valuable for organizations to consider how friendship some- 
times mediates or sometimes moderates the relationship be- 
tween satisfaction and loyalty—a traditional focus of 
marketing inquiry. 


Generalizability? 


We examined the nature of commercial friendships with 
limited samples in one context; can we offer anything to 
marketers interested in relationships in other contexts? To 
address that question, we conducted a fifth study. Similar to 
Study 2, we conducted lengthy semistructured personal in- 
terviews with 18 marketers and clients representative of di- 
verse industries. Customers differed in whether they 
represented themselves or a company and in the degree to 
which relationships with vendors were regulated. The inter- 
actions varied in mode (telephone, in person), frequency 
(from a few times a year to every day or more often), and 
duration (from a few minutes to several hours). These inter- 
views focused on marketing relationships, defined as regu- 
lar and ongoing interactions over time and entailing some 
form of mutual dependence. Within this set of relationships, 


we asked informants if they could identify relationships that 
were similar to friendships. 

Results from four dyads are provided in Table 4, which 
profiles the nature of the encounter, the meaning of com- 
mercial friendship to partners, the perceived influence of the 
setting on the friendship, and some of the commercial cor- 
relates of the relationship. | 

What we found surprised us. First, informants easily 
identified business friendships and distinguished them from 
other marketing relationships and friendships. Consistent 
with our hairstylist studies, marketing representatives and 
clients use the term friendship to connote self-disclosure, gift 
giving, accommodation, and affection. This suggests that our 
friendship measure could be employed effectively in many 
marketing contexts. However, unlike the hairstylist-client re- 
lationships, many Study 5 informants prize their commercial 
friendships because of an associated commonality (ho- 
mophily) in professionalism and work interests (values). 

Second, commercial friendships form even when 
structural opportunities for sociability are restricted, for 
example, when contact usually is limited to telephone 
conversations or interactions with suppliers are regulated. 
Overall, sheer frequency of interaction and outcome de- 
pendency, whatever the setting, promotes friendship. In 
addition, shared high-pressure experiences and profes- 
sional performance build interpersonal bonds. Also evi- 
dent in the hairstylist-client interactions, personal 
availability facilitates business dealings as it facilitates 
friendship formation. 

Third, commercial exchange again provides the opportu- 
nity for and defines the limits of sociability. Study 5 infor- 
mants reflect a tension between the expressive and 
instrumental goals in their relationships, particularly when 
vendor interactions are regulated. In contrast with hairstylists, 
marketing representatives and clients are more likely to meet 
outside the commercial setting—golfing, fishing, lunching, 
sports events, and so on. Yet they stress the difficulty and ne- 
cessity of sometimes drawing a line between friendship and 
business. Nevertheless, we find less evidence of asymmetry 
in feelings of friendship than in the hairstylist context. 

Fourth, again we find that commercial friendships are 
linked to important outcomes. Even in highly regulated con- 
texts, friendship is linked to bidding opportunities and other 
types of preferential treatment, loyalty, and heightened qual- 
ity expectations. However, the stakes and outcomes vary 
more in these cases than in the hairstylist context; some- 
times millions of dollars are at stake. 

To conclude, the significance of our research is fourfold: 
First, moving beyond sweeping characterizations of relation- 
ships that display little connotative force, we isolate a partic- 
ular type of marketing relationship that we label “commercial 
friendship”; second, we describe how commercial friendships 
form and distinguish their particular characteristics and corre- 
lates; third, we link commercial friendships to consequential 
marketing objectives such as satisfaction, loyalty, and posi- 
tive word of mouth; and fourth, we provide preliminary evi- 
dence that our measure and our findings may generalize to 
other contexts. Commercial friendship serves as an organiz- 
ing metaphor for a broader array of marketing relationships 
with significant implications for the conduct of business. 
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APPENDIX 
Summary of Client Measures Used іп Studies 1, 3, and 4 


M M —À— ————————_—_—————— 


Study 1 Study 3 Study 4 
o/Mean o/Mean o/Mean 
Construct Factor Loadings Factor Loadings Factor Loadings 
Friendliness of Stylist a= .85 na na 
3.99/5 
Hairstylist likes to talk with people 79 
Hairstylist is friendly .84 
Hairstylist tries to establish a personal relationship .67 
Hairstylist is very pleasant .80 
Hairstylist treat me like just a customer rather than as а 70 
person with specific needs and desires (reverse-coded) 
| like this hairstylist as a person 75 
Trust а = .84 па па 
3.63/5 
Trust hairstylist's judgment .88 
Has а lot of experience and usually knows best .91 
Hairstylist knows best in this situation .81 
Competence/Performance a=.78 a=.73 а. =.92 
4.18/5 6.52/7 6.33/7 
Incapable/capable 73 .86 
Inefficient/efficient 72 91 
Disorganized/organized 77 .94 
Hasty/thorough 56 .76 .90 
| am not able to communicate my needs effectively .74 
to this hairstylist (reverse-coded) 
Hairstylist tistens carefully to my requests .80 
Hairstylist tries to perform the service close to my specification 
Don't Want to Be Friends With Hairstylist a =.54 МА а, =.89 
2.54/5 3.33/7 
| don't want to share feelings with this hairstylist because .68 .91 
of our professional relationship 
My professional relationship with this hairstylist limits our .68 .91 
personal relationship 
| don't want to be friends with my hairstylist because of na .90 
our professional relationship 
Satisfaction na а = .97 a =.95 
6.49/7 6.34/7 
Displeased/pleased .90 .90 
Dissatisfied/satisfied .97 .90 
Poor choice/wise choice 96 .86 
Unhappy/happy .87 .87 
Bad job/good job .98 .90 
Bad value/good value .96. .83 
Loyalty/Commitment a=.79 a= .93 а =.95 
3.18/5 6.26/7 5.91/7 
1 feel a commitment to continuing a relationship with this hairstyllst 91 97 .92 
| would expend extra effort to continue seeing this hairstylist 91 .97 .95 
| feel loyal to this hairstylist na .94 
| intend to make an appointment with this hairstylist again na 78 
| would continue to do business with this hairstylist even na .92 
if his/her prices increase somewhat 
Positive Word of Mouth a =.95 
6.13/7 
| would recommend this hairstylist to someone who seeks my advice 95 
[ say positive things about this hairstylist to other people 95 
| would recommend this hairstylist to others. 6.69/7 .97 
Have you recommended this hairstylist to other people? Yes 56% Yes 83% 
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Implementing Marketing Strategies: 
Developing and Testing a 
Managerial Theory 


Implementation pervades strategic performance. It is a critical link between the formulation of marketing strategies 
and the achievement of superior organizational performance. Research conducted In this area generally has suf- 
fered from a lack of conceptual and empirical grounding. Furthermore, implementation research often ignores the 
mid-level managers, who are intricately involved in most implementation activities. The authors integrate a broad 
literature review and a grounded theory-building process to develop a model of important factors that influence the 
implementation of marketing strategies from a managerial perspective. They test this model in a study of mid-level 
marketing managers in two different organizations. The results provide insights into the nature of implementation 
in marketing and suggest future research opportunities. 


an organization when they are implemented suc- 

cessfully (Bonoma 1984). Yet, the nature of imple- 
mentation and the reasons for its success or failure are 
understood poorly. In contrast to the extensive study of the 
formulation of strategies (e.g., Anderson 1982; Day and 
Wensley 1983; Wind and Robertson 1983), little attention 
has been given to implementation, or the actualization of 
strategy. Furthermore, little is known about the factors in- 
fluencing managers vested with implementation responsibil- 
ities. As boundary spanners, both internally between 
functional areas and externally with suppliers, organization- 
al partners, and customers (Webster 1992), marketing man- 
agers are important facilitators of strategy implementation. 

A wide range of views and definitions of implementa- 
tion has been put forth. Some have depicted implementation 
as a relatively mechanistic enactment of a marketing plan 
(е.2., Wind and Robertson 1983), whereas others have em- 
phasized interpersonal and behavioral elements associated 
with the process (e.g., Frankwick et al. 1994; Workman 
1993). Taking a managerial and process perspective, we de- 
fine marketing strategy implementation as the communica- 
tion, interpretation, adoption, and enactment of a marketing 
strategy or strategic market initiative. 

In this research, we undertake an extensive development 
process to derive a managerial model of factors that influ- 
ence the implementation of marketing strategies. This 
process integrates a broad literature search, both within and 


М arketing strategies only result in superior returns for 
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outside marketing, with multiple rounds of qualitative inter- 
views to develop a grounded theory (Strauss and Corbin 
1990). A model is presented and then tested in a study of ap- 
proximately 500 mid-level marketing managers in two di- 
verse organizations. We develop and validate several new 
measures of marketing strategy and implementation vari- 
ables. We conclude by discussing insights into the nature of 
implementation in marketing and opportunities for further 
research. 


Perspectives on Implementation 


Implementation has not been the direct focus of much re- 
search, neither within nor outside marketing. However, 
many fields offer some insights. 


Implementation Research in Marketing 


There 15 no consensus in marketing on the definition of 
strategy implementation. Wind and Robertson (1983) exem- 
plify the common treatment of implementation as a final 
stage in the marketing strategy process. Implementation is 
synonymous with control or monitoring. Day and Wensley 
(1983) consider the application of resources to a strategy as 
tantamount to implementation, whereas Kotler (1997) takes 
a broad view, describing marketing implementation as the 
process that turns plans into action. 

Bonoma (1984) and Bonoma and Crittenden (1988) 
are some of the first attempts in marketing to focus ex- 
clusively on implementation issues. Using field studies, 
this work draws attention to two sets of variables that in- 
fluence implementation of marketing strategies: Structur- 
al variables include the company’s marketing functions, 
control systems, and policy directives; and behavioral 
factors relate to the marketing managers charged with ex- 
ecuting a strategy and include skills such as bargaining 
and negotiation, resource allocation, and the ability to de- 
velop informal organizational structures effectively (see 
also Piercy and Morgan 1994). This work is noteworthy 
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for its explicit attention to marketing implementation 15- 
sues and for the emphasis it places on managerial factors 
and skills. 

Cespedes (1991) offers the most intensive attention to 
date to marketing implementation issues. He defines imple- 
mentation as the “how-to-do-it” aspects of marketing such 
as organizational issues, the development of specific mar- 
keting programs, and the execution of programs. Cespedes 
refutes the belief that strategy formulation necessarily pre- 
cedes implementation. He suggests that the relationship be- 
tween these two sets of activities is inherently reflexive and 
iterative. 

Most marketing implementation research has focused at- 
tention at an organizational or functional unit level. For ex- 
ample, Anderson’s (1982) constituency-based theory of the 
firm contends that internal coalitions (marketing and other 
functional areas) are striving constantly for the resources 
necessary to satisfy their external coalitions. Strategic plans 
are viewed as the outcome of a bargaining process between 
functional areas and top management. Taking a somewhat 
similar perspective, Hutt and Speh (1984) use the concept of 
the “marketing strategy center” to explore the marketing 
function’s interdisciplinary role in the development and im- 
plementation of strategy. 

Walker and Ruekert (1987) propose a framework that 
links strategy implementation to contingent relationships 
between internal structures and processes such as marketing 
structure, policies, procedures, and programs. They suggest 
three factors that influence a business unit’s success in im- 
plementing a strategy: (1) the degree to which the business 
unit’s managers have autonomy, (2) the degree to which a 
unit shares functional programs and facilities with other 
units in the pursuit of synergies, and (3) the manner in which 
corporate-level managers evaluate and reward the perfor- 
mance of business units’ managers. 

Another approach to the study of implementation has 
used ethnographic field studies to uncover emergent per- 
spectives. For example, Workman (1993) examines the im- 
pediments a marketing group faces in general functioning 
and implementing strategies in a high-tech environment. 
Using a more structured approach, Frankwick and col- 
leagues (1994) show that both formal firm structure and net- 
works of informal communications affect managers’ 
implementation efforts. 

Although prior research in marketing offers some in- 
sights into implementation processes, it suffers from at least 
three limitations. First, the sum of implementation research 
is small. With few exceptions (e.g., Cespedes 1991; Walker 
and Ruekert 1987), research has considered marketing strat- 
egy processes broadly, with only tangential reference to the 
implementation stage. Second, research to date has focused 
almost exclusively on implementation issues at the organi- 
zational or functional level with little attention given to 
manager-level factors. Third, much of the research is not 
based on strong theoretical grounding. The majority of mar- 
keting implementation research uses field observations and 
interviews to develop normative prescriptions. Although 
this work advances our knowledge, generalizability and the 
ability to extend the work comes into question. 
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Other Perspectives on Implementation 


Implementation research from other fields can be grouped 
into three categories: Structural views include research on 
the effects of various organizational structures and control 
systems on organizational processes including implementa- 
tion; interpersonal process views include studies of the ef- 
fects of strategic consensus and autonomy, the diffusion of 
organizational innovations, leadership and implementation 
styles, and the effects of communication processes on per- 
formance; and a third group includes studies of individual- 
level processes such as cognition, organizational roles, and 
commitment. In Table 1, we highlight selected works with 
implications for the study of implementation. 

An integrative view can deepen our understanding of the 
nature of the process and the factors that lead to implemen- 
tation success. At the organizational level, it appears that the 
proper relationship among strategy, structure, and control 
can create an environment that is conducive to implementa- 
tion success (Drazin and Howard 1984). At an interpersonal 
level, implementation can be influenced by phenomena such 
as the degree of shared understanding that exists among im- 
plementing managers (Wooldridge and Floyd 1989), the ex- 
tent to which managers pursue self-serving objectives (Guth 
and MacMillan 1986), and the nature of the communication 
between superiors and subordinates (Westley 1990). At an 
individual level, implementation is dependent on the cogni- 
tive processes of involved managers (Sproull and Hofmeis- 
ter 1986), the manner in which managers interpret their roles 
(Kahn et al. 1964), and the level of commitment that man- 
agers feel toward their organizational lives (Mowday, 
Porter, and Steers 1982). There are many ideas, yet there is 
nothing approaching an integrated model of the factors that 
influence the process or success of an implementation effort. 

This study addresses the limitations of previous research 
in several ways. We focus explicitly on implementation is- 
sues. We also contribute by identifying key variables and re- 
lationships that specifically influence the implementation 
process. Our approach focuses on mid-level marketing man- 
agers and their perceptions, roles, and actions in implemen- 
tation, departing from prior research that typically has 
sampled higher-level informants. We take an intraorganiza- 
tional strategic process perspective. Finally, we offer an in- 
tegrated model of implementation from a managerial view 
that incorporates a wide body of past research with new em- 
pirical insights. 


Grounded Theory Development 


We conducted a two-stage, multifirm field study for ground- 
ed theory development. In the first stage, we identified a 
pair of firms that reflected contrasting industries, organiza- 
tional structures, and management styles. SkyCorp! is a na- 
tional competitor in the airline industry. Its organizational 
structure and management style are described best as bu- 
reaucratic and hierarchical. In the typology of Bourgeois 
and Brodwin (1984), SkyCorp most closely uses a Com- 
mander model. AlertCorp is a multiregional competitor in 


LAII firm names are fictitious at the companies’ request. 


^N 


Research Area 


The relationship between 
organizational structure and 
implementation 


The influence of control 
mechanisms on 
implementation 


Strategic consensus 


Autonomous strategic 
behaviors 


Diffusion perspectives 


Leadership and 
implementation styles 


Communication and 


interaction processes 


Managerial cognition 


Role theory 


TABLE 1 
A Sample of Views on Marketing Implementation 


Observations 


A proper strategy—structure alignment is a necessary precursor to the successful imple- 
mentation of new business strategies (Drazin and Howard 1984). 

A match between appropriate administrative mechanisms and strategy reduces organization- 
al uncertainty and increases effectiveness in strategy implementation (Govindarajan 1988). 


Both formal and informal controls are necessary for successful strategy implementation (Ja- 
worski and Maclnnis 1989). 

The nature of the firm and the strategy determine the form of control that produces the most 
successful implementation (Jaworski, Stathakopoulos, and Krishnan 1993). 


The degree of shared understanding and commitment to a strategy between managers 
(strategic consensus) influences implementation success and organizational performance 
(Dess and Origer 1987). | 

Scope (the breadth of managers in agreement) and content (what managers agree on) are 
important dimensions of consensus (Wooldridge and Floyd 1989). 

The extent to which managers are committed to a strategy influences consensus and imple- 
mentation success (Wooldridge and Floyd 1989). 

The "gaps" in mind-sets between managers at different hierarchical levels involved in imple- 
menting a strategy can influence success (Johnson and Frohman 1989). 


“Self-interested interventions" on the part of middle managers can have a significant influ- 
ence on implementation processes (Guth and MacMillan 1986). 

“Champions” deviate from plans during implementation with the intention of achieving superi- 
or results (Hutt, Reingen, and Ronchetto 1988). 


The implementation of an organizational innovation can be viewed as a process of internal 
diffusion involving many secondary adoption decisions by lower level organizational mem- 
bers (Leonard-Barton and Deschamps 1988). 

The nature of organizational communications can influence diffusion and adoption of a strat- 
egy implementation effort (Fidler and Johnson 1984). 


Management style is an important contingency in the relationship between strategy and firm 
performance (Gupta and Govindarajan 1984). 

Management style, organizational culture, and the nature of the implementation process all 
are intertwined (Bourgeois and Brodwin 1984). 

Strategy “champions” (Nutt 1983) can be key figures in marshaling resources for a success- 
ful implementation effort. 


Obtaining broad-based inputs at the strategy formulation stage and making early resource 
commitments are important factors in a successful implementation process (Hambrick and 
Cannella 1989). 

The “strategic conversation" between superior-subordinate dyads has a strong effect on mid- 
dle managers' motivation in strategy implementation (Westley 1990). 


The adoption of implementation roles is as an individual-level, cognitive processing phenom- 
enon that involves interpretation, attribution, and inference by middle managers (Sproull 
and Hofmeister 1986) . 

The cognitive inertia present in individual managers will create resistance to even organiza- 
tional changes perceived as beneficial (Hastie and Kumar 1979). 

New strategies that do not coincide with experience and existing knowledge structures may 
be met with exceptional resistance in an organization (Reger et al. 1994). 


It is important to consider the nature of managers' roles when assessing their motivations 
and performance on the job (Sarbin and Allen 1968). 

The adoption of a role is influenced by organizational factors, personal factors, and interper- 
sonal factors (Kahn et al. 1964). 

Conflict and ambiguity are the most commonly studied aspects of organizational roles (cf. 
Deluga 1989). 
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TABLE 1 
Continued 





Research Area 


Observations 





Commitment 
Steers 1982). 


Commitment has been studied most often at the organizational level (Mowday, Porter, and 


Lack of commitment generally has been associated with higher employee turnover, dissatis- 
faction, other withdrawal behaviors, and decreased performance (Cohen 1993). 
Commitment can produce both behavioral (Salanclk 1977) and affective outcomes (Romzek 


1989). 


Commitment to one’s job 15 distinct from general commitment to the organization (Mowday, 


Porter, and Steers 1982). 


Commitment to a specific goal is also distinct from broader forms of commitment (Locke, 


Latham, and Erez 1988). 





the emergency services industry. In contrast to SkyCorp, 
AlertCorp has a relatively “flat” organizational structure and 
an implementation style that might be described as 
"crescive," or highly participative, by Bourgeois and Brod- 
win (1984). 

Participants represented a wide range of marketing func- 
tions and levels in each firm and held titles including vice 
president of sales, customer service manager, marketing 
manager, and marketing assistant. Although a few senior ex- 
ecutives were interviewed, we placed emphasis on mid-lev- 
el marketing managers. Data were collected during fall 1994 
through a series of semistructured depth interviews averag- 
ing 75 minutes in length. Interviews began with a discussion 
of the nature of strategy processes in the participant's com- 
pany. We then asked participants to describe in detail what 
they considered a successful and an unsuccessful imple- 
mentation effort in which they had been involved recently. 
Participants described the goals of the strategy, the commu- 
nications through which they learned of the strategy, how 
the strategy compared with past strategies, and their specif- 
ic role in the strategy. They also were asked to make com- 
ments on the successes and failures of the implementation 
process. We interviewed six managers from SkyCorp and 
eight from AlertCorp, a total equal to that used by Parasura- 
man, Zeithaml, and Berry (1985) to develop the managerial 
SERVQUAL model. 

Interviews were recorded, transcribed, and subjected to 
rounds of open, axial, and selective coding prescribed in 
grounded theory development (see Strauss and Corbin 
1990). АП codings were conducted independently by two re- 
searchers. Results were corroborated and disputes resolved 
through mutual agreement or, in some cases, by a third 
coder who was a principal investigator. Approximately ten 
rounds of coding were conducted at various levels of ab- 
straction to identify the key variables and relationships and 
to develop an overall model. 

As a final step in the grounded theory development 
process, we conducted an additional round of interviews in 
a third company, ТесћСогр, a leader in the electronic imag- 
ing industry. The nature and purpose of these interviews 
were different than those from the first stage. Participants 
from SkyCorp and AlertCorp included a range of job levels, 
whereas those in TechCorp were at the director and vice 
president level exclusively. The initial interviews were pure- 
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ly inductive, eliciting managers’ views of implementation 
with little guidance from the interviewers. At TechCorp, we 
began interviews with discussions of implementation in the 
company and then introduced a working version of the re- 
search model. We discussed variables and linkages with the 
executive participants, serving as a validity check. A total of 
five TechCorp interviews were conducted, lasting an aver- 
age of 60 minutes. Minor refinements were made to the 
model as a result of these interviews. 


Conceptual Framework 


Using insights from the literature review and the grounded 
theory development process, we derived the research mod- 
el (shown in Figure 1). Four groups of variables emerged: 
factors related to the nature of the strategy being imple- 
mented, aspects of managers’ implementation roles, dimen- 
sions of commitment, and implementation-related 
outcomes. The next sections review the variables and hy- 
pothesized relationships with support from the literature 
and qualitative research. 


Outcome Variables 


Implementation results in outcomes at both the individual 
and organizational levels. A primary dependent variable is 
implementation success, defined as the extent to which an 
implementation effort is considered successful by the orga- 
nization. At the individual level, role performance is a criti- 
cal outcome. It is defined as the degree to which a manager 
achieves the goals and objectives of a particular role and fa- 
cilitates the overall success of the implementation effort. In 
the grounded theory study, some respondents emphasized 
the importance of all managers performing effectively to 
have successful implementation, as in the following: 


We need to have more accountability here. If people aren’t 
performing, we need to take action. We can’t just ignore it. 
We need to understand that some people just can’t cut it 
and we need to get the right people in the right places. 


Another manager commented that implementation skills of- 
ten determine career advancement: 


From my experience, the most important thing in imple- 
mentation is to get a good cross-functional team involved 
and to make sure that everyone in the organization knows 


FIGURE 1 
The Research Model 





Dimensions of 


е Соттитет 
Strategy Factors 










*Fit with Vision : "Organizational 


Commitment 
I 





eImportance 










eScope 


*Championing 












*Senior Management || 
Support 


Role Factors 


eInvolvement 


«Autonomy 






*Significance 














Individual- and Organization-Level 
Outcomes 








eImplementation 
Success 













that the people on the team are heroes. They are the peo- 
ple who are going to be looked at to advance the company. 
Success in implementation 1s how you get on the right 
career path here. 


In general, managers viewed their own implementation 
roles, and the performance of those roles, as critical to the 
success of the implementation effort. Thus, 


Hı: Implementation role performance will be related posi- 
tively to the success of the implementation effort. 


Dimensions of Commitment 


Three dimensions of commitment emerged as central fac- 
tors directly influencing outcomes. Organizational commit- 
ment is studied frequently. It is defined as the extent to 
which a person identifies with and works toward organiza- 
tion-related goals and values (cf. Michaels et al. 1988). Or- 
ganizational commitment emerged as an important variable 
in the grounded theory development. One manager provid- 
ed a good illustration of the emotional attachment and iden- 
tification that can occur between employee and 
organization: 


There was also a symbolic component to the strategy. We 
wanted to show people we were still alive and kicking. 
When companies get in trouble they do different things. 
Some of them retrench, and visibility is really not out there 
any more. We did just the opposite. 


This manager's use of the first person and "fight for sur- 
vival" imagery shows strong identification and commit- 
ment. Another manager expressed surprising loyalty given 
the turbulence his company was confronting: 


The people here care about the company. This is an old 
time company, not a start-up, and people care about it. The 
company has been around for 60 years, and the average 
employee has been here 15 to 20 years. People have other 
options, but they choose to stay here. 


Commitment to the organization has been associated with a 
variety of positive attitudinal and behavioral outcomes 
(Johnston et al. 1990). Therefore, we would anticipate the 
following: 


Hz: Higher levels of organizational commitment will be asso- 


ciated with better role performance by managers with 
implementation responsibilities 
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Two other dimensions of commitment emerged. Strate- 
gy commitment is defined as the extent to which a manager 
comprehends and supports the goals and objectives of a 
marketing strategy. Strategy commitment could manifest it- 
self in a heightened sense of ownership for the strategy. As 
one manager noted: 


I am totally committed. Every night when I go home I am 
thinking of new potential customers and how we can con- 
tact them. I really think of this strategy as my baby. 


Wooldridge and Floyd (1989) suggest the importance of 
strategy commitment. They propose that strategic consensus 
(shared understanding regarding the strategy) must be com- 
bined with shared commitment for effective implementation 
to occur. It follows that 


H3: Higher levels of strategy commitment will be associated 
with better role performance by managers with implemen- 
tation responsibilities. 


Role commitment is a third form of commitment. It is de- 
fined as the extent to which a manager is determined to per- 
form his or her individual implementation responsibilities 
well, regardless of his or her beliefs about the overall strat- 
egy. Role commitment is similar in nature to the concept of 
job or career commitment (Darden, Hampton, and Howell 
1989). Many managers expressed a drive to excel in their 
personal implementation responsibilities regardless of their 
feelings about the appropriateness of a strategy or about the 
organization in general. A strong link between role commit- 
ment and performance was suggested: 


На: Higher levels of role commitment will be associated with 
better role performance by managers with implementation 
responsibilities. 


Strategy Factors 


Significant aspects of a strategy appear to influence the ex- 
tent to which managers are committed to its implementation. 
Fit with vision is the extent to which a marketing strategy 
being implemented is perceived to fit within the broader 
strategic direction of the organization. A strategic vision 
provides guidance and overarching direction for managers 
charged with implementation. The presence of an articulat- 
ed vision can act as a point of comparison for individual 
strategies and may serve a validating purpose for managers 
(Fusco 1997). As one manager noted, 


Everything we do should be bumped against our overall 
strategy. We should be more rigid in sticking with our 
strategies, always asking ourselves 1f something new fits 
with our existing strategies It’s very easy to be tempted to 
deviate from your strategy. It’s like your personal invest- 
ment strategy—you say you want to be conservative, but 
you jump at some crazy opportunity that pops up because 
it promises a quick buck. We can't do that. 


From the qualitative study, it was clear that an under- 
standing of how a given strategy fits in the overall vision of 
an organization influenced managers' commitment to see 
that strategy successfully implemented. Mid-level man- 
agers appeared to reflect on their organization's vision 
more than many senior executives might expect. This sug- 
gests the following: 
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Hs: For a strategy being implemented, higher levels of per- 
ceived fit with an overall strategic vision will be associated 
with higher levels of strategy commitment among man- 
agers with implementation responsibilities. 


Perceived importance of a strategy is a factor that ap- 
pears to influence manager commitment in implementation. 
Importance is defined as the extent to which a strategy is 
perceived as having potentially significant organizational 
consequences. That is, marketing strategies that represent 
major opportunities for the firm, require significant internal 
change, or will influence the organization's future to a great 
extent appear to instill higher levels of commitment among 
implementing managers. This variable is related to the cog- 
nitive concept of salience. Strategies that are perceived as 
having greater organizational consequences produce a high- 
er level of salience and attention during the interpretation 
stage of cognitive processing (Sproull and Hofmeister 
1986). Greater salience should be associated with higher 
levels of personal involvement and commitment to the suc- 
cess of the strategy. As one manager noted, 


I had been excited to get this strategy rolling for some time 
because I knew what the potential was. The results were 
just phenomenal—a 100096 increase in sales. It can grow 
even more. There are other elements of the strategy that 
we really haven't developed yet. 


Importance is distinct from other variables in that it re- 
quires managers to interpret the strategy, assess the likely 
outcomes of the implementation process, perhaps consider 
competitor reaction, and evaluate the weight of future out- 
comes tn the success formula for the firm. Although clear- 
ly a key concept to managers, it may be the most difficult 
aspect of a strategy for them to assess. We expect, howev- 
er, that 


Hg: Marketing strategies that are perceived as having a higher 
level of importance will be associated with a higher level 
of strategy commitment among managers with implemen- 
tation responsibilities. 


Scope is the extent to which a strategy involves a wide 
range of managers and functions within the organization. 
Managers' attitudes toward an implementation effort appear 
to change as they view the strategy being supported across 
the organization. As one manager stated, 


In the end, to get the most out of the strategy, I think it's 
got to involve everyone in implementation What they 
think about the strategy 1s irrelevant, but having even the 
mail person understand the basics of a major strategy is 
key 1f we are to be successful. 


Several managers indicated a higher level of personal 
support for strategies that had this broad scope. Broader, 
cross-functional involvement should reduce interfunctional 
political and resource struggles (Ruekert and Walker 1987). 
Thus, implementation efforts that are broad in scope also 
should result in a stronger support network for the individ- 
ual manager involved in the process. Greater cross-func- 
tional organizational support, combined with the generally 
greater organizational attention placed on strategies that are 
broader in scope, should produce a higher level of manage- 
rial commitment to the strategy. Therefore, 


— 


H4: Marketing strategies that are broader in scope will be asso- 
ciated with higher levels of strategy commitment among 
managers with implementation responsibilities. 


The importance of “championing” in implementation 
has been discussed in a range of literature (e.g., Sandy 
1991). Hutt, Reingen, and Ronchetto (1988) suggest that 
champions are particularly important in the implementation 
of relatively radical or unusual marketing strategies. Cham- 
pions may emerge from any level in the organization but of- 
ten arise from senior management ranks (Nutt 1983). 
Champions may serve many purposes, including mobilizing 
company resources and generating momentum for a strate- 
gy. Championing is defined as the extent to which it is per- 
ceived that a strategy is being led through the 
implementation process by a specific individual. The impor- 
tance of championing, as described by one manager, is as 
follows: 


One of the things that 1s still true is that powerful people 
still get powerful things done. We must have someone who 
champions. Now more than ever, with the potential for a 
fractured vision and a chorus of voices, a champion has to 
make decisions as far as allocating scarce resources.... 
This person is really needed to shepherd the project 
through the budget process and other implementation 
challenges. 


Champions become a rallying point in the organization. 
A charismatic and/or powerful champion is likely to instill a 
higher level of strategy commitment among marketing man- 
agers than would exist for strategies for which no true cham- 
pions emerge. Thus, 


Hg. Higher levels of perceived championing will be associated 
with higher levels of strategy commitment among man- 
agers with implementation responsibilities. 


- Obtaining support from senior management is often es- 
sential in strategy implementation (Whitney and Smith 
1983). Robertson and Gatignon (1986) argue that the repu- 
tation of a sponsoring executive is an important factor in fa- 
cilitating organizational adoption of innovations. The 
project management literature has emphasized the impor- 
tance of senior level support and the communication of that 
support to the organization (Jiang, Klein, and Balloun 
1996). Several authors have emphasized the importance of 
middle managers’ perceptions that senior management is 
doing all it can to facilitate the implementation process 
(Johnson and Frohman 1989). 

From the view of the middle manager, perceived senior 
management support differs from a perception that a strate- 
gy champion exists. Senior management support generally 
is associated with resource allocations. Managers who see 
clear support from above generally expect that they will be 
given the resources necessary to be effective. Senior man- 
agement support also has a symbolic component: Imple- 
mentation efforts endorsed clearly by senior management 
can be expected to result in rewards for the middle managers 
who are prominent in making them successful. Thus, views 
of senior management support are driven by rational inter- 
pretations. A champion is a more emotion-inspiring figure. 
Middle managers who see a champion to guide implemen- 
tation expect that the person will take responsibility for the 


effort whether it succeeds or fails and will stake a personal 
reputation on the efforts of others involved in the process. 
Thus, a liked and respected champion may instill more af- 
fective responses. Regarding senior management support, 
we expect the following: 


Но: Higher levels of perceived senior management support will 
be associated with higher levels of strategy commitment 
among managers with implementation responsibilities. 


Achieving organizational buy-in, or an organizationwide 
commitment and positive affect toward a marketing strate- 
gy, frequently was raised as a key to success. One senior 
manager described the difficulty of this task: 


One of the biggest challenges you have [in 1mplementa- 
tion] is convincing people that you need in different 
areas to bring it all together and make it work in a very 
rapid fashion. Getting it going is a challenge in itself. 
That's where I have to become in some cases a very 
good politician. 


The importance of achieving buy-in is consistent with 
the multiple constituency view of the firm of Anderson 
(1982), Hutt and Speh (1984), and others. In this perspec- 
tive, buy-in is achieved when coalitions within the firm ne- 
gotiate resource exchanges and achieve some "satisficing" 
balance between their respective objectives. The benefits of 
cross-functional buy-in are also highlighted in the strategic 
consensus literature (e.g., Hrebiniak and Snow 1982; St. 
John and Rue 1991). 

The distinction between scope and buy-in might be con- 
sidered one of breadth versus depth. Managers viewing a 
strategy as broad in scope perceive that virtually all areas of 
the company will be touched in some way by an implemen- 
tation effort. Buy-in suggests a depth of commitment from 
those involved in the effort. So, although not formally pro- 
posed here, we might expect that an implementation effort 
perceived as broad in scope and deep in buy-in would pro- 
duce a particularly high level of middle manager support. 
We do expect that 


Hijo: Higher levels of organizational buy-in for a given mar- 
keting strategy will be associated with higher levels of 
strategy commitment among managers with implementa- 
tion responsibilities. 


Role Factors 


A final group of antecedent variables includes dimensions of 
managers' implementation roles. The extent to which man- 
agers are involved in the determination of their implementa- 
tion roles appears to have a significant influence on their 
commitment to those roles. Role involvement is defined as 
the extent to which a manager participates in the "shaping" 
of his or her role, including involvement in strategy formu- 
lation and later interactions with superiors to determine the 
exact nature of the role. Although several authors have pre- 
sented prescriptions advocating involvement of middle 
managers in the formulation of strategy (e.g., Hambrick and 
Cannella 1989; Sandy 1991), little has been offered in the 
way of theoretical support. А cognitive interpretation of 
Quinn's (1980) "logical incrementalism" may provide in- 
sight. He contends that the best means of implementing 
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strategic change is through an incremental process that in- 
cludes gradually altering managers’ mental representations 
or cognitions of a strategy. This suggests that multiple in- 
cremental shifts will be necessary for managers to develop a 
meaningful mental model of a novel strategy. One would ex- 
pect that involvement in role shaping over a period of time 
should allow a manager to complete the series of incremen- 
tal shifts necessary to develop an understanding of a sub- 
stantially new implementation role. This should result in 
better knowledge and acceptance of the role. In the qualita- 
tive study, involvement in the formulation stage of the strat- 
egy appeared to be particularly meaningful to managers. As 
one manager commented, 


If Е had been involved in the plans much earlier on, I 
would have been much more supportive during implemen- 
tation. To be honest, coming in on the back side of the 
strategy all the time is demotivating. To be motivated and 
excited about something, you have to feel that you have 
some input, and we just don’t get those opportunities I 
wish we did. 


This discussion suggests the following: 


Ни: Higher levels of role involvement will be associated with 
higher levels of role commitment among managers with 
implementation responsibilities. 


Role autonomy is the extent to which a manager has 
freedom to make meaningful decisions and independently 
adjust behaviors in performing a role. Role autonomy sug- 
gests a high level of empowerment and “loose” upper man- 
agement control mechanisms (Jaworski, Stathakopoulos, 
and Krishnan 1993). One way of characterizing change 
processes focuses on “unlearning” and “learning.” During 
the unlearning stage, old beliefs are discarded to make way 
for new understandings (Nystrom and Starbuck 1984). 
When old beliefs are unlearned, new understandings about 
the environment can be achieved through a learning process 
(Hedberg 1981). This framework is similar to the process of 
“unfreezing,” “change,” and “refreezing” described by 
Lewin (1947). Marketing managers likely will follow this 
process during the adoption of a new implementation role. 
For the change process to occur, a “deep knowledge” 
(Polanyi 1962) of the role and the marketing strategy is nec- 
essary. This knowledge is best gained through firsthand 
learning through experimentation and trial and error. Thus, 
when managers are given more latitude in their implemen- 
tation roles, they have a greater opportunity for firsthand 
learning and subsequent adaptation to new roles. Autonomy 
was cited widely as a key issue. One manager described his 
personal philosophy: 


My style 1s to get good and smart people and give them as 
much latitude as possible. The more blanks my manager 
gets to fill in, the better. The majority of our people, even 
the telephone operators, want some wide latitude. We give 
them that opportunity, and they become highly motivated. 


In an implementation context, we would expect the 
following: 


H2: Greater role autonomy will be associated with higher lev- 
els of role commitment among managers with implemen- 
tation responsibilities. 
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One of the key perceptions managers seem to experience 
regarding their implementation roles is a sense of signifi- 
cance. Role significance is the extent to which a role is per- 
ceived to be critical to the success of the overall 
implementation effort. One manager expressed an interest- 
ing perspective, describing his own personal search for sig- 
nificance in every implementation effort: 


Hopefully, at some point you realize the importance of 
your role. A lot of times I start out wondering how I can 
add value. After talking to all the people on a project, 
eventually it becomes clear where the gaps are, and then I 
can find a place where I can contribute. 


Those who believe they hold significant roles are not al- 
ways the project leaders. Managers who have the opportuni- 
ty to work on things they have never done before, are 
empowered with a higher than usual level of authority, or 
feel part of a widely recognized and important task force 
may experience strong feelings of significance in their roles. 
As one relatively low-level manager pointed out about such 
a team, “We all had delusions of grandeur. We thought we’d 
be big shots in the company if this worked out.” In summa- 
ry, this suggests the following: 


His: Higher levels of perceived role significance will be asso- 
ciated with higher levels of role commitment among man- 
agers with implementation responsibilities. 


The Survey-Based Study 


Measures and Scale Development 


To test the research model, we developed a series of mea- 
sures that corresponded to the variables. Because the тајог- 
ity of the variables suggested by the grounded theory had 
not received previous empirical attention, extensive scale 
development was necessary. Organizational commitment 
was measured with the established Mowday, Steers, and 
Porter (1979) instrument. The measure for role autonomy 
was derived from the Aiken and Hage (1966) instrument. 
We developed new measures for the remaining 12 variables. 
We generated an initial pool of 98 items on the basis of a re- 
view of related literature, insights from the qualitative study, 
and discussions with researchers in related fields. Purifica- 
tion of these measures began with a card sort task (Kinicki, 
Heyl, and Callarman 1986) performed by 22 current or for- 
mer middle managers with experience implementing mar- 
keting strategies. These managers were not members of any 
of the companies used in other phases of this study. Thus, 
they were used solely for the card sort task and were not in- 
volved in other stages of the project. Compared with tradi- 
tional factor analysis, this sorting technique relies on 
participant expertise and requires a smaller sample size. Par- 
ticipating managers sorted and grouped individual items in- 
to categories that corresponded to the model constructs. 
These expert judgments were compared with a priori expec- 
tations, and only items that were grouped as expected by a 
substantial proportion of judges were retained. Through this 
process, the item pool was reduced to the 76 items used in 
the survey instrument. 


Design 


The survey-based study involved sampling from two firms. 
FinanceCorp is a large, multistate, financial services organi- 
zation. Subjects were managers with extensive responsibili- 
ties for the implementation of marketing strategies. The 
marketing strategy studied at FinanceCorp involved the im- 
plementation of a new information system with significant 
implications for customer service capabilities and for prod- 
uct and sales offerings. GoodsCorp is a market share leader 
in the packaged goods industry. In GoodsCorp, participants 
were regional sales managers with full responsibility for a 
geographic area, including discretionary budgets for promo- 
tions and responsibility for implementing corporate promo- 
tional strategies. The strategy studied at GoodsCorp was a 
major sales promotion intended to regain momentum and 
market share for the firm’s flagship brand, which had suf- 
fered because of a product recall in the preceding months. 

This firm pairing was interesting because of the differ- 
ences in the nature of the managers’ daily jobs and the struc- 
ture under which they operated. Although FinanceCorp 
managers had significant latitude in the allocation of mar- 
keting funds and the implementation of customer service 
procedures, they operated under a fairly strict reporting and 
control system, with a large organization both above and be- 
low them. Although our subjects generally had full respon- 
sibility for a local office, open-ended responses often 
reflected a strong “team” focus within each office. In 
GoodsCorp, in contrast, an independent attitude appeared 
predominant among most managers. They worked within a 
lean structure that appeared to create a strong sense of inde- 
pendence and personal ownership among managers. Togeth- 
er, these samples represent marketing managers leading 
different daily work lives yet with commonalities in terms of 
marketing responsibilities. 

' The sample consisted of all managers involved in im- 
plementation of the two strategies: 254 managers in Fi- 
nanceCorp and 534 managers in GoodsCorp. А 
prenotification was sent to managers through internal voice 
mail in FinanceCorp and by electronic mail for GoodsCorp. 
Surveys were mailed through internal channels in the sum- 
mer of 1995, with a cover letter from a senior executive re- 
questing participation. Completed instruments were 
returned directly to the researchers. Usable responses were 
161 from FinanceCorp (6396 response rate) and 325 from 
GoodsCorp (61% response rate). The total of 486 usable re- 
sponses represents an overall 62% response rate. 


Analysis 


The analysis strategy involved splitting the data into two sam- 
ple groups. We used the smaller sample (FinanceCorp) exclu- 
sively during the measure and model purification processes. 
We held out the larger sample (GoodsCorp) to allow for later 
confirmation of the findings (Cudeck and Browne 1983). Us- 
ing the parameters derived from one sample from one popu- 
lation to investigate the effectiveness of prediction on a 
second sample from a different population is a stringent ap- 
proach to empirical theory testing, termed "validity general- 
ization" (Bagozzi and Yi 1988). We performed a series of 
separate confirmatory factor analyses on the construct mea- 


sures and related items. Using an assessment of item path co- 
efficients, residual terms, and the overall Cronbach's alpha 
values for the scales, we deleted 18 items to arrive at the final 
58 items used in the remainder of the analysis. The final item 
set and scale properties are shown in Table 2. 

Although most coefficient alpha values were greater 
than the generally accepted .70 level, several were some- 
what less than that standard, which suggests the need for 
further measure refinement and some caution in the inter- 
pretation of results. Table 2 also shows statistically signifi- 
cant standardized factor loadings for all indicator variables. 
In preparation for the next stage of analysis, we combined 
scale items to produce a summed score for each latent vari- 
able. The standard deviations and measure correlations for 
these variables are shown in Table 3. 

We used path analysis to assess the hypothesized model 
relationships. Data were analyzed using the SAS System's 
CALIS procedure (SAS Institute Inc. 1989). The initial mod- 
el exhibited marginal fit characteristics. The goodness-of-fit 
index (GFI) and Bentler's comparative fit index (CFT) were 
.88 and .79, respectively, compared with a generally accept- 
ed standard of .90 for both. The chi-square statistic was sig- 
nificant (y2 = 198, 33 df), though this is less of a concern, 
because this is typically the case in large sample data gath- 
ered in applied settings (cf. Jóreskog and Sórbom 1989). 

A review of the Lagrange multiplier modification in- 
dices showed strong support for a model path from “buy-in” 
to “implementation success." We conducted a detailed re- 
view of the notes from the qualitative interviews, which sug- 
gested this was an appropriate addition to the model. Several 
managers expressed that a key success factor in any imple- 
mentation effort was the degree to which the entire organi- 
zation was behind and involved with the effort. For 
example, 


From my point of view, strategy that is developed centrally 
remains central. If the different areas of the company are 
not involved, they are not going to feel ownership for it. 
Even if central is guiding it, the different areas have to 
emotionally own it, and if they do, they will implement it 
effectively. 


This relationship would not be mediated by an individual 
manager's personal commitment to the strategy. On the ba- 
sis of these views, we added the suggested path. 

After making this addition, model fit improved substan- 
tially. The GFI and CFI values were .92 and .92, respective- 
ly, indicating good model fit. The chi-square value was 
again significant (y? = 96, 32 df), though the x2/df ratio 
showed significant improvement. We also reviewed residual 
terms and modification indices; they showed no problemat- 
ic issues. Overall, this revised model appeared to provide a 
good fit to the data. The significance of the individual mod- 
el paths (representing hypothesized relationships) was as- 
sessed by examining the standardized path coefficients and 
their associated t-values. Finally, as a confirmation of both 
the overall model and the individual hypothesized variable 
relationships, we ran the model using the holdout Goods- 
Corp sample. The overall fit statistics for the model were 
equally good with this sample (GFI = .94; CFI = .93; 2 = 
144, 32 df). The individual path coefficients for both sam- 
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TABLE 2 
Alpha Coefficlents, Factor Loadings, and t-Values for Scale Items 





Standardized 
Coefficient Factor 
Scale Alpha Нета Loading t-valueb 
prata  ALD d — —Á 4$ ÁN EIU НИ МИ. с ОЛЫ 
Fit with Vision ‚ .544 — = — 
— This strategy was part of an overall strategic plan .399 3.78 
within the company. 
— This strategy was not consistent with other things .536 4.38 
going on in the company at the time. (R) 
— | understood how this strategy fit within the strategic .710 4.85 
vision of the organization. 
Importance .616 — = — 
— This strategy will influence the company for years .512 5.41 
; to come. . 
= The strategy was extremely important. .396 4.32 
— This strategy was pretty minor in the overall .420 4.56 
mission of the company. (R) 
— The success of the strategy was expected to .859 7.59 
` significantly affect the future of the company. 
Scope .658 — — — 
— The strategy was a real company-wide effort. .508 5.27 
— People from all over the organization were .855 7.09 
involved in this strategy. 
— A wide range of departments or functions in the .538 5.49 
company got involved in this strategy. 
Championing .621 — — — 
— | felt that this strategy lacked a true leader in the .615 5.65 
company. (R) 
— One person in the organization definitely took charge .428 4.51 
of making this strategy happen. 
— The strategy had a champion to guide it through .785 6.35 
the implementation process. 
Senior 
Management 
Support .846 — — — 
— It was clear that senior management wanted .756 10.39 
this strategy to be a success. 
— . | didn't feel that upper management placed a great 703 9.45 
deal of significance on this strategy. (А) 
— | feit that this strategy was strongly supported .838 11.96 
by senior management. 
— Senior management didn't seem to care .755 10.38 
| much about this strategy. (В) 
Buy-in .788 e — — 
— Across the organization, there was a high level of 
"buy-in" for this strategy. .597 7.36 
— Our work group felt like we were on our own in .756 9.78 


trying to make the strategy a success. (R) 
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TABLE 2 
Continued 


_ —— ———  — M ——  — — M —— M —————— 


Scale 


Role Involvement 


Role Autonomy 


Role Significance 


Organizational 
Commitment 


.821 


Item 


There was a general lack of support for this strategy 
across the organization. (R) 


There was a tremendous ground swell of support 
in the organization for this strategy. 


My superiors and | worked together to decide exactly 
what | would do to help implement the strategy. 


The first | heard of this promotion was when | was 
told to implement it. (R) 


During the implementation of the strategy, | felt | could 
approach my superiors if | wanted to suggest changes 
in my responsibilities. 


In implementing this strategy, managers were allowed 
to do as they pleased. 


| had a great deal of autonomy during this strategy. 
| feit | was my own boss in implementing the strategy. 


In implementing this strategy, а manager could make 
his/her own decisions. 


My responsibilities in implementing this strategy were 
not that significant. (R) 


| played a relatively minor role in this strategy. (А) 


| was one of the key members of the implementation 
team on this strategy. 


| really care about the fate of this company. 


| talk up this company to my friends as a great one 
to work for. 


| am extremely glad | chose this company to work for 
over others | was considering at the time | joined. 


| am proud to tell others that | am part of this company. 


This company really Inspires the very best in me in the 
way of job performance. 


For me, this is the best of all possible companies for 
which to work. 


| would accept almost any type of job assignment in 
order to keep working for this company. 


| find that my values and the company's values are 
very similar. 


| am willing to put in a great deal of effort beyond 
that normally expected in order to help this company 
be successful. 


Standardized 
Factor 
Loading 


.739 


.690 


.708 
.750 


.718 


4.51 
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TABLE 2 


Continued 
ss eS eS i ____--. 
Standardized 
Coefficlent Factor 
Scale Alpha Кета Loading t-valueb 
мм 
Strategy 
Commitment .783 — ==, = 
— | didn’t think this strategy was in the best interests .672 8.60 
of the company. (А) 
— | thought the strategy was a great idea. .876 11.71 
— | can't say that | supported the strategy. (А) .618 7.81 
— | personally felt that the goals of the strategy were .602 7.57 
appropriate. 
Role 
Commitment — . .846 — — — 
— | took tremendous pride In my responsibilities in .635 8.32 
this strategy. 
— | was committed to my role in implementing .797 11.28 
this strategy. 
— | was determined to meet my personal objectives in .664 8.82 
this strategy. 
— In implementing this strategy, | tried to work as hard .682 9.14 
as possible. - 5 
— | intentionally expended a great deal of effort in 713. 9.69 
carrying out my responsibilities in this strategy. 
— | gave a tremendous effort in implementing the strategy. .740 10.18 
Role : : 
Performance .638 — — — 
— Му superiors would say | performed extremely well on the strategy. — .517 ` 5.15 
— This was not one of my better implementation efforts. (R) .494 . 5.00 
— My overall performance in implementing the strategy .842 8.59 
was outstanding. 
Implementation 
Success .900 — — — 
— The strategy was an example of effective strategy .745 10.57 
implementation. 
— The organization's implementation effort on this strategy 772 11.11 
was disappointing. (R) 
— The Implementation of the strategy was generally .813 11.99 
considered a great success in the organization. 
— 1 personally think the implementation of the strategy .869 13.30 
- was а SUCCOSS. 
— The implementation of the strategy was considered .820 ` 12.16 


a success т ту area. 


ЗА! on а five-point scale where 1 = "strongly agree" and 5 = "strongly disagree" 
bIndividual factor loadings а! had t-values exceeding the p < .001 level of significance. 


(R) = reverse-coded item. 
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ples are shown in Figure 2. As we show in Figure 2, the size, 
direction, and degree of significance of the path relation- 
ships were consistent across the two samples. 


Findings 

Most of the hypothesized relationships were supported. The 
fundamental hypothesis (H,), which suggests that an indi- 
vidual manager’s implementation role performance will in- 
fluence the overall success of the implementation effort, was 
supported. Managers clearly related their performance to the 
overall success or failure of the implementation effort. The 
data supported a multidimensional view of commitment. As 
was hypothesized, both strategy commitment (Нз) and role 
commitment (На) were shown to influence role perfor- 
mance. Interestingly, the most commonly studied dimen- 
sion, organizational commitment (H5), showed no 
relationship to role performance in either sample. These re- 
sults highlight the complexity of the commitment construct 
and stress that the study of commitment to the organization 
alone does not explicate this complicated variable fully. 


Among the strategy factors, fit with vision (Hs), per- 
ceived importance of the strategy (Не), and buy-in (Нуо) all 
significantly influenced strategy commitment. The added 
path between buy-in and implementation success (Но) was 
also significant. Other strategy factors, such as the scope of 
the implementation effort (H7), “championing” (Hg), and 
perceived support from senior management (Hg), were not 
influential as hypothesized. 

The significance of the “fit” perception suggests that 
managers must understand how an individual strategy re- 
lates to a firm’s strategic direction to support the strategy 
fully. This has implications for internal communications, 
highlighting the importance of communicating the overall 
strategic vision throughout the organization and establish- 
ing a link between the vision and any specific strategies be- 
ing proposed. Also, the data emphasize the need to stress 
the importance of a given strategy to the organization. 
Overall, these findings underscore the need for an ongoing 
strategy dialogue between senior and middle management, 
not just in the formulation of strategies but especially dur- 
ing implementation. 


FIGURE 2 
Path Model Results 
(standardized coefficients shown for FinanceCorp/GoodsCorp models) 
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The perception that the organization had “bought in” to 
the implementation effort was associated with enhanced 
managerial commitment to the strategy. This supports the 
view that there are internal barriers to successful implemen- 
tation, often related to cross-functional issues (Anderson 
1982; Workman 1993). Breaking down the barriers and 
making visible the cross-functional support for a strategy 
should enhance managerial commitment and result in more 
effective implementation. 

Among the relationships that were not supported, the 
lack of significance for the scope variable is perhaps easi- 
est to understand. To an extent, the broader the organiza- 
tional involvement with a strategy, the less an individual 
person’s actions would be visible in the implementation ef- 
fort. Conversely, strategies that are narrower in scope place 
more accountability and greater potential risks with the in- 
dividual manager, perhaps even enhancing feelings of com- 
mitment. The lack of support for a “champion” is curious 
given the attention that it has been given in the literature. 
Managers in the organizations that we studied did not show 
greater commitment when there was a person who served 
as a rallying point for the effort. This suggests that champi- 
oning may be a more complex phenomenon than previous- 
ly conceptualized. 

Of the role variables, strong support was found for the in- 
fluence of perceptions of “significance” in a manager’s role 
on role commitment (Н, з). This finding has implications for 
interactions among senior and middle managers, suggesting 
that mid-level managers must gain a thorough understanding 
of the contribution of their role to the overall implementation 
effort to be highly motivated. This finding was particularly 
noteworthy when considering the lack of support for the in- 
fluence of role involvement (H,) or role autonomy (Н) on 
managers' commitment to their implementation roles. Role 
autonomy, in particular, was well supported in both the liter- 
ature and the qualitative work. A review of interview tran- 
scripts revealed an interesting perspective. Several managers 
noted that in an ideal sense they relished autonomy, but in the 
day-to-day performance of their jobs, many had come to 
equate autonomy with a lack of structure, guidance, and sup- 
port. From this viewpoint, the finding is not surprising. 


Conclusions 


The development and testing of an integrated model of im- 
plementation from the perspective of the marketing manag- 
er is a step in improving our understanding of the nature of 
strategy implementation and the factors in its success. Sev- 
eral promising findings resulted from this work. General re- 
lationships were shown among aspects of the strategy being 
implemented, characteristics of managers' roles, and multi- 
ple dimensions of commitment. Commitment, in turn, was 
shown to influence individual performance and the overall 
success of the implementation effort. The central position of 
the multidimensional commitment variable is particularly 
noteworthy. Also, the study showed that the achievement of 
organizational buy-in is essential, both 1n enhancing the 
commitment of individual managers and as a direct influ- 
ence on implementation success. The findings further stress 
the importance of engendering a sense of significance 


among managers charged with implementation responsibil- 
ities. Role significance was shown to influence commitment 
to the role, role performance, and, ultimately, the overall 
success of the implementation effort. Some factors that were 
not well supported were equally interesting. Role autonomy, 
though often advocated in management literature, was not 
shown to enhance commitment or performance. Managers 
were at least as interested in structure and specific guide- 
lines as in having wide latitude in the performance of their 
jobs. Several factors were associated with enhanced strate- 
gy commitment. In addition to the importance of sensing 
buy-in across the organization, it appears that managers de- 
sire a deep understanding of the strategy being implement- 
ed, both in its particular significance to the organization and 
in its fit within the broader strategic vision of the firm. Fi- 
nally, organizational commitment was found to be a less 
critical factor in implementation than might be suggested by 
previous research. 

The grounded theory component added significant value 
to the study. It allowed both for the identification of new 
variables and relationships and for the corroboration of in- 
sights raised in prior literature. Inductive insights gained 
through this methodology are particularly useful in studying 
a complex, intraorganizational process such as implementa- 
tion. The structure offered by a grounded theory approach 
over other qualitative methods facilitates the use of multiple 
coders and the incorporation of data gathered in diverse or- 
ganizational settings. 

This project had limitations. The use of retrospective 
perceptual measures by managers represents a limitation. 
Although this design was appropriate given our desire to ex- 
plore the minds of marketing managers charged with imple- 
mentation responsibilities, any perceptual measures 
potentially are subject to various forms of response bias. Al- 
so a perceptual issue, attempting to gather our ultimate de- 
pendent measure (“overall implementation success") 
requires a respondent to discriminate the effectiveness of the 
process from the effectiveness of the strategic idea behind 
the effort. That is, it implies that managers will be able to 
identify a poorly conceived strategy that was well imple- 
mented and converse situations. This is a difficult hurdle to 
overcome in any field study of implementation, but labora- 
tory-based designs, in which the qualities of the process and 
the strategy itself can be more clearly manipulated, could be 
used to overcome this obstacle in further work. The use of 
single-source data for both independent and dependent mea- 
sures at a single time point is also a limitation. 

Although the development and use of several new vari- 
able measures is a contribution, it also mitigates our confi- 
dence in the findings. The relatively low reliabilities found 
with a few measures suggest that caution should be used in 
the interpretation of results. For example, the championing 
variable was not empirically supported as we had theorized, 
yet this variable has been cited often in previous work. Giv- 
en the results in the development of this measure, addition- 
al work should be pursued to improve our knowledge of the 
nature and value of championing in implementation. Also, 
correlations between some measures were somewhat high, 
introducing the possibility that collinearity may have influ- 
enced hypothesis testing. Generalizability also must be con- 
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sidered cautiously. Although there was consistency in (ће re- 
sults across the two organizations studied, research in a 
wider range of firms is necessary. Finally, although we have 
attempted to identify a wide range of variables that influ- 
ences implementation success, there are certainly other in- 
fluential factors that were not identified, including, for 
example, cultural aspects of the firm, management style, re- 
source issues, control systems, and personality traits. 
Several implications for further research arise from this 
work. If we are to improve our understanding of the inner 
workings of the marketing function, it appears essential to 
understand strategy implementation and implementation-re- 
lated processes. Direct study of the daily lives of marketing 
managers should provide insights and possibly expose addi- 
tional dimensions and key variables in strategy implementa- 
tion not examined in this study. Also, there is a lack of 
well-established scales for the marketing strategy researcher 
to use. In this study, we have taken initial steps identifying, 


defining, and measuring variables that may prove useful. 
More scale development efforts are needed, if the field is to 
advance. In general, research can build on this study by re- 
framing the model through the elimination of less influential 
constructs and the addition of new variables suggested by 
related literature or other theory generation efforts. 

The fundamental purpose of this study was to draw 
scholarly attention to strategy implementation, an area 
that, despite its importance for the success of any organi- 
zation, has received relatively little focused research at- 
tention. To that end, we reviewed a wide range of 
literature and used a grounded theory approach to develop 
a testable research model of implementation from the per- 
spective of the middle manager. We developed measures 
of several marketing management variables. The results 
from a large-scale test of the model suggest important in- 
sights for managers and raise opportunities for further 
work. 
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Allen M. Weiss, Erin Anderson, & Deborah J. Maclnnis 


Reputation Management as a 
Motivation for Sales Structure 
Decisions 


The authors examine whether reputation concerns affect how manufacturers structure their sales organization. Us- 
ing reputation theory, they examine whether reputation-related perceptions and beliefs affect whether a manufac- 
turer that currently uses an outside selling organization (i.e., a “rep”) intends to vertically integrate the selling func- 
tion or switch to a new rep. In particular, they propose that a manufacturer's intentions to replace its current 
manufacturers' rep with a company sales force or a different rep is a function of its perceptions of the reputation of 
itself and the rep and its beliefs about how high-reputation manufacturers in the industry typically organize their sell- 
ing function. Survey data support the plausibility of these reputation-based arguments as factors that influence 
sales organization structure decisions. These results provide some important extensions to reputation theory. The 
authors discuss the study's implications for both managerial behavior and the literature on channels and organiza- 


tional governance. 


facturers choose the structure of their sales organiza- 

tion (e.g., Anderson 1985; Anderson and Coughlan 
1987; Klein, Frazier, and Roth 1990). Manufacturing firms 
often create their sales organization by outsourcing the per- 
sonal selling function to an independent organization (i.e., a 
manufacturers' "rep"). Over time, manufacturers may de- 
cide to change their sales organization structure by vertical- 
ly integrating the selling function or maintain the structure 
but switch to a different rep (Corey, Cespedes, and Rangan 
1989; Weiss and Kurland 1997). Currently, research ad- 
dressing the motivations underlying these decisions is limit- 
ed in at least two ways. 

A first limitation is that, though several theories have 
been proposed to explain manufacturers' motivations for us- 
ing either a rep or a vertically integrated sales organization 
structure, most are tied to economic-based efficiency or ef- 
fectiveness motivations (Heide 1994) with an emphasis on 
the role of transaction-specific assets (e.g., Anderson 1985, 
1988; Heide and John 1988). Although economic motiva- 
tions undoubtedly affect sales structure decisions (Powers 
1987), findings by Weiss and Anderson (1992) suggest oth- 
er motivations. Their results indicate that manufacturers ma- 
nipulate the perceived costs of changing their current rep so 


A important topic in marketing involves how manu- 
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they appear consistent with their preconceived intentions to 
change. Thus, the decision to vertically integrate the selling 
function or change reps appears to be psychologically moti- 
vated, with “economic” rationales assembled as postdeci- 
sion justifications. 

Moreover, observations of such decisions in practice 
suggest the existence of specific psychological motiva- 
tions—those grounded in the decision’s impact on the firm's 
reputation. Research in management, sociology, and psy- 
chology is consistent with the idea that managerial decisions 
are affected by consideration of the firm's reputation 
(Bromely 1993; Fombrun and Shanley 1990). However, the 
effect of reputation on sales organization decisions has been 
neither theoretically proposed nor empirically tested. 

A second limitation of current research on a firm's deci- 
sion to outsource or integrate its selling function is the as- 
sumption that there was no structure in place and that firms 
select the most appropriate structure for going forward. 
However, the presence of a preexisting system appears to af- 
fect the system going forward (Anderson 1985; Anderson 
and Couglan 1987). Furthermore, changing from one system 
to another is not costless. As Weiss and Anderson (1992) 
demonstrate, perceived switching costs indeed do deter 
manufacturers from switching from a manufacturers' rep to 
an employee sales force. Thus, it is useful to consider how 
firms make sales organization structure decisions, assuming 
a structure is already in place. 

The current research builds on these ideas by examining 
whether reputation concerns influence how manufacturers 
intend to structure their sales organization. Our study focus- 
es on manufacturers that currently use an independent sales 
force. We ask whether their intentions to integrate vertically 
or switch to a different rep are driven by reputational con- 
cerns. Reputation theory (Bromley 1993; Dranove and 
Shanley 1995; Emler 1990; Fombrun and Shanley 1990) 
guides our empirical predictions. In the following sections 


Journal of Marketing 
Vol. 63 (October 1999), 74—89 


we review literature relating to reputation constructs and de- 
velop explicit hypotheses. We present the results of the em- 
pirical study and end with a discussion of its limitations, im- 
plications, and directions for further research. 

Our study makes several contributions. First, we offer 
theoretical grounding and empirical support for the idea that 
sales organization structure decisions are influenced by rep- 
utation concerns. Second, we demonstrate the unique in- 
sights gained by examining a manufacturer’s perceptions of 
its own reputation, its rep’s reputation, and the reputation 
gap between the two. Third, we identify managerial impli- 
cations that stem from our findings. 


Conceptual Background 
What Is Reputation? 


Reputation is defined as “ап impression of public esteem or 
high regard judged by others” (Merriam Webster’s Colle- 
giate Dictionary 1996, p. 1001). Several aspects of the def- 
inition warrant attention. First, it is important to clarify the 
meaning of “public esteem” and “high regard.” Prior work 
suggests an organization is held in public esteem or high re- 
gard when it is viewed as both visible and credible (e.g., es- 
tablished, professional, and a stable player in the market- 
place) (Fombrun 1996; Fombrum and Shanley 1990). 
Although individual persons may have perceptions of an or- 
ganization’s reputation for specific things (e.g., its reputa- 
tion for fairness, quality, and good hiring practices), re- 
search suggests that persons tend to make global evaluations 
of an organization’s reputation. Hence, reputation tends to 
be regarded as a unidimensional, not multidimensional, con- 
struct (Theus 1993; Yoon, Guffey, and Kijewski 1993). In 
accord with these ideas, we view reputation as a global per- 
ception of the extent to which an organization is held in high 
esteem or regard. 

Second, it is useful to consider the entities whose repu- 
tations may be evaluated (Bromley 1993). In a sales organi- 
zational structure context, a manufacturer may consider the 
reputation of at least two entities: itself and its current rep. 
In the present study, we examine the reputation of both. We 
assess these constructs separately and examine the impact of 
any gap between them. 

Third, it is important to specify the “other people” who 
judge reputations. Multiple external publics may judge an 
organization’s reputation (e.g., industry analysts, stockhold- 
ers). However, in a sales organization context the manufac- 
turer is likely to be concerned particularly about how cus- 
tomers perceive it and its rep (whether veridical or not). 
Thus, we focus on the manufacturer’s perceptions of the ex- 
tent to which customers hold the manufacturer and its rep in 
high regard. 

Fourth, it is important to differentiate conceptually “тер- 
utation” from the more specific term “image.” Reputation 
and image are conceptually similar, because both reflect 
perceptions of an entity. However, they are conceptually dis- 
tinct in several important ways. 

First, an image reflects a set of associations linked to a 
brand or company name that summarizes a brand or firm’s 
identity (1.е., what it stands for; Park, Jaworski, and MacIn- 


nis 1986). Thus, United Airlines cultivates an image of 
friendliness, Apple an image of ease of use, Rolex an image 
of luxury, and Campbell’s an image of home cooking. Rep- 
utation, in contrast, reflects an overall judgment regarding 
the extent to which a firm is held in high esteem or regard, 
not the specific identity it has. Thus, whereas image reflects 
what a firm stands for, reputation reflects how well it has 
done in the eyes of the marketplace. Image and reputation 
are distinct concepts as each can vary independent of the 
other. A firm can change its image through repositioning, 
though its reputation remains intact. Thus, the “softer side of 
Sears” campaign has altered customers’ perceptions of what 
Sears’ stands for (its image), though it has not affected the 
esteem or regard with which customers view Sears. (Sears 
has been and still is regarded as a highly reputable firm.) 
Conversely, a firm’s reputation may be affected negatively, 
even though its image remains intact. For example, a restau- 
rant with an image of “great fast food” may be regarded as 
nonreputable if it is discovered that its owner is engaged in 
illicit activities. Notably, though, this negative reputation 
need not alter customers’ image of the restaurant as a place 
that serves great fast food. 

Second, the extent to which customers view a specific 
image as desirable is likely to be specific to a market seg- 
ment. As such, a firm’s image may not necessarily be desir- 
able to customers even though they may agree that its visi- 
bility and credibility render its reputation highly positive. 
Thus, Rolex may have an image of luxury and a highly fa- 
vorable reputation as a company, even though the image of 
luxury may not be desirable to all customers. In contrast, 
customers are likely to regard a favorable reputation as de- 
sirable no matter what segment they belong to. 


Basic Elements of Reputation Theory and Its Link 
to Marketing 


Reputation theory (Bromley 1993; Emler 1990) suggests 
that a social entity (e.g., a person, an organization) engages 
in several reputation-related processes. It actively monitors 
reputations—both its own and others’. Evidence suggests 
firms indeed are interested in monitoring their own reputa- 
tion (Bromely 1993; Leuthesser 1988). A well-recognized 
measure by Owen (1993), for example, examines the esteem 
with which customers hold various brands and companies. 
Manufacturers also may be concerned about monitoring the 
reputation of their rep. This idea is consistent with agency 
theory (Bergen, Dutta, and Walker 1992). That literature 
views monitoring of an agent (i.e., a rep) as important be- 
cause it assumes that the extent to which a manufacturer de- 
signs an efficient contract should be linked, in part, with its 
ability to monitor its rep’s activities. 

Monitoring gives rise to perceptions of the extent to 
which the entity’s reputation is good or bad. Monitoring al- 
so facilitates the development of reputation-related beliefs. 
Such beliefs may be described as either causal or descriptive 
(Fishbein and Ajzen 1975; Nisbett and Ross 1980). The for- 
mer reflect the extent to which a specific action is viewed as 
instrumental in affecting a firm’s reputation. In a causal be- 
lief statement, the observer believes that X drives Y. For ex- 
ample, a manufacturer may have strong beliefs that its own 
poor reputation is caused by its affiliation with a certain rep. 
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Descriptive beliefs, in contrast, reflect a set of associations 
tied to a social category. For example, a manufacturer may 
attach to its schema of “highly reputable firms” beliefs 
about the characteristics associated with these firms (e.g., 
highly reputable firms use their own sales force). Descrip- 
tive beliefs simply represent observations without reference 
to causality. 

Writings by practitioners indicate that practitioners in- 
deed do hold reputation-related beliefs. Lebell (1971, 1977), 
a practitioner—writer, writes that reputable manufacturers 
support the rep better and improve the rep’s credibility. Sim- 
ilarly, Lavin (1991) of Lavin Associates, a consulting firm 
that specializes in consulting to reps and manufacturers, 
writes that the lines the rep carries affect its reputation. That 
these beliefs exist is also evident in our own discussions 
with manufacturers and reps. 

In addition to monitoring reputations, reputation theory 
proposes that a social entity also acts to manage its reputa- 
tion (Bromely 1993). Reputation management is a general 
phenomenon that need not occur in response to a reputation 
problem. In other words, whereas an entity with a poor rep- 
utation may engage in actions that enhance its reputation, 
even an entity with a favorable reputation may engage in ac- 
tions designed to sustain or enhance its reputational stand- 
ing. Although ideas regarding reputation management have 
not received much attention in the marketing literature, the 
notion that a manufacturer is concerned about managing its 
reputation seems plausible, because reputation perceptions 
are linked with outcomes deemed important to the firm (for 
reviews, see Bromley 1993; Yoon, Guffey, and Kijewski 
1993). For example, favorable reputation perceptions have 
been linked with a firm’s ability to survive crises (Shrivas- 
tavas and Siomkos 1989), positive customer attitudes to- 
ward the company’s products and salespeople (Brown 
1995), enhanced buying intentions (Yoon, Guffey, and Ki- 
jewski 1993), and choice (Traynor 1983). 

Ideas regarding reputation monitoring and management 
have not been applied directly to marketing activities, in- 
cluding the sales organization structure decision.! Yet, a 
firm’s sales force is the face of the company to what is ar- 
guably its most important group of constituents: its cus- 
tomers. The company’s survival and prosperity depends on 
customers’ reactions to its product offering, a reaction heav- 
ily dependent on the competence of the firm’s sales force. 
Thus, it seems important to examine whether reputation-re- 
lated perceptions and beliefs (derived from monitoring ac- 
tivities) affect a manufacturer’s intentions to change its sales 
organization structure by vertically integrating or by staying 


Ил using reputation theory to predict the intentions of a manu- 
facturer, we often assume an analogy between an individual person 
and an organization. In his review of organizational theory on this 
issue, Rousseau (1985) suggests such analogies be made with cau- 
tion. The analogy is most likely to apply in settings where a few 
people are key players and where a corresponding economic ratio- 
nale can be developed for social-psychological processes. In our 
hypothesis development in the next section, we note such ratio- 
nales. Our setting, as noted in the “Methodology” section, is one in 
which the key (though not the only) players are sales managers and 
sales agency heads. 
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with the current structure but switching reps. If so, such ac- 
tions may be direct efforts on the part of the manufacturer to 
manage its reputation. In the following sections, we use rep- 
utation theory to offer insight into these issues. 


Hypotheses 


The Perceived Gap in Reputation and Beliefs as 
Bases for Actions 


The gap in perceived reputation. А fundamental princi- 
ple of reputation theory is that a social entity is an assiduous 
monitor of its own reputation and that it actively attempts to 
uncover the reputations of others (Bromley 1993; Emler 
1990). In a sales organization structure context, this sug- 
gests that a manufacturer may monitor customers' percep- 
tions of both its own reputation and the reputation of its rep. 
Moreover, because a manufacturer may monitor the reputa- 
tion of both entities, the two reputations may be compared. 
Social comparison theory (Festinger 1954) purports that so- 
cial entities are motivated to compare their abilities and 
characteristics with referent others. Such referent others 
may provide a frame of reference against which one's own 
characteristics are judged (Tversky and Kahneman 1981). 

Prior research indicates that social comparisons are en- 
demic in an organizational context. They occur among per- 
sons within a firm (e.g., Sweeney, McFarlin, and Interri- 
dieden 1990), between organizational members and the firm 
as a whole (Dutton, Dukerich, and Harquail 1994), and 
among firms (e.g., Elsbach and Kramer 1996). Such com- 
parisons are particularly likely when the dimension of com- 
parison is viewed as important or highly relevant to the so- 
cial entity. Because reputations are regarded as important 
and relevant to firms, we anticipate that a social comparison 
process regarding reputation indeed does operate among 
firms. The reputation of the manufacturer and the rep are 
comparable because, though they may be based on different 
things (e.g., the ability to produce high-quality products, the 
ability to manage customer relationships through selling), 
each is a perception of how well the manufacturer or selling 
organization has done in the eyes of the marketplace. In a 
sense, the reputation is the grade the customer assigns the 
organization or the rep. Because they do different things, the 
grades are computed differently, but an “А” grade still 
means high regard. 

If a firm does compare its reputation with referent oth- 
ers', such monitoring may give rise to a gap between the 
perceived reputation of one entity (e.g., the manufacturer) 
and another (e.g., its rep). Reputation gap is defined as the 
distance between the perceived reputation of two entities. 

The distance between the perceived reputation of the 
two entities has two critical components: direction and mag- 
nitude. Direction refers to whether the manufacturer's repu- 
tation is more favorable (a positive gap) or less favorable (a 
negative gap) than that of its rep. Magnitude reflects the ex- 
tent to which such a gap (whether positive or negative) is 
large or small. Thus, a large positive gap exists when the 
manufacturer perceives its own reputation as far more posi- 
tive than that of its rep. No gap exists when the manufactur- 
er perceives its reputation as similar to that of its rep. А large 


negative gap exists when the manufacturer perceives its rep- 
utation as far less positive than that of its rep. Notably, al- 
though reputation theory assumes social entities are assidu- 
ous reputation monitors, the concept of a reputation gap is 
an extension of the theory. Hence, the subsequent “gap” hy- 
potheses are regarded as exploratory. Moreover, although 
we have found no published literature describing the extent 
to which manufacturers and sales reps develop perceptions 
of a reputation gap, that perceptions of a reputation gap are 
formed seems to be natural because manufacturers and reps 
are assumed to be active monitors of their own reputation 
and that of other entities. To the extent that evidence impli- 
cating effects for a reputation gap are observed, this re- 
search will be the first to establish the importance of the gap 
concept. 


The motivational properties of a positive perceived gap. 
If the manufacturer does compare its reputation with that of 
its rep, the existence of a positive gap may affect the manu- 
facturer’s desire to take action to manage this gap. There are 
two reasons to expect that a large positive gap heightens the 
manufacturer’s need to act. First, because the manufacturer 
is concerned about its reputation, a perception of its rep as 
having a reputation significantly inferior to its own may lead 
a manufacturer to believe that the rep’s reputation is costing 
the manufacturer sales and perhaps margin. Framing theory 
predicts that social entities are generally sensitive to mone- 
tary losses and that the effects of such losses loom larger 
than gains (Kahneman and Tversky 1979; Tversky and Kah- 
neman 1991). Because manufacturers generally are averse 
to loss, they may be motivated to act to reduce these eco- 
nomic costs. Second, a reputation gap also may motivate the 
manufacturer with a significantly favorable reputation as 
compared with its rep to act because it may believe that it 
has outgrown its rep and is capable of either attracting a rep 
with a better reputation (“moving up") or performing the 
selling function better itself. 


The role of reputation-related beliefs. Desire to manage 
a reputation, however, does not provide any indication of the 
reputation-management action taken. Reputation theory pre- 
dicts that another factor is necessary to understand the spe- 
cific actions taken to enhance or sustain a reputation. More 
specifically, reputation perceptions affect reputation man- 
agement actions when they are consistent with reputation- 
related beliefs. Because our previous discussion of the gap 
concept explicitly focuses on reputation perceptions (of the 
manufacturer as compared with its rep) and not beliefs, we 
clarify here the concept of reputation-related beliefs. 

Previously, we identified several classes of reputation- 
related beliefs. We focus here on descriptive beliefs— 
specifically, the extent to which the manufacturer strongly 
believes that highly reputable firms use their own sales 
force. We focus on this belief variable for two reasons. First, 
beliefs about the practices of highly reputable firms may 
serve as a frame of reference, prototype, or example of "best 
practice." Thus, whereas the rep may provide one frame of 
reference against which the firm's reputation is judged, the 
practices of highly reputable firms may provide another 
frame of reference against which reputation-related sales or- 
ganization structure issues are considered. Second, this be- 


lief variable provides a fairly strong test of reputation theo- 
ry. Although firms may intend to act in a manner consistent 
with what they believe causally affects their own reputation, 
it is not obvious that descriptive beliefs about what highly 
reputable firms do are sufficiently salient or important to af- 
fect such intentions. 


Perceptual gap—belief consistency. If reputation does af- 
fect sales organization structure decisions in a manner con- 
sistent with reputation management theory, we should find 
that reputation perceptions are more likely to affect those 
reputation management actions that are consistent with rep- 
utation-related beliefs. We therefore expect that the reputa- 
tion gap and beliefs about the efficacy of reputation-related 
actions jointly affect the reputation-management actions in- 
tended by the manufacturer. Thus, the more a manufacturer 
perceives that its own firm's reputation is better than the 
reputation of its rep (i.e., there is a positive gap), the more 
the manufacturer should manage this reputation gap in a 
manner consistent with its reputation-related beliefs. The 
more strongly it believes that highly reputable firms use 
their own sales forces, the more it should manage this repu- 
tation gap by doing what it believes highly reputable firms 
do—using a vertically integrated sales organization. Specif- 
ically, we expect the following: 

Hia: The manufacturer's intentions to vertically integrate in- 
crease with combined increases in (1) the positive gap be- 
tween the manufacturer's perception of its own reputation 
and that of its rep and (2) its belief that highly reputable 
firms use their own sales force. 


Whereas Hia focuses on belief-consistent reputation 
management actions, a direct implication of the theory is 
that a manufacturer should be less likely to perform belief- 
inconsistent reputation management actions. If a manufac- 
turer perceives a large positive reputation gap and strongly 
believes that highly reputable firms use their own sales 
force, one action inconsistent with this belief is to change 
reps. It should therefore not manage this gap by doing some- 
thing different from what it believes reputable firms do (e.g., 
change reps). Thus, to the extent that switching reps is a vi- 
able action, we should observe the following: 


Hp: The manufacturer's intentions to switch to а new rep de- 
crease with combined increases in (1) the positive gap be- 
tween the manufacturer's perception of its own reputation 
and that of its rep and (2) its belief that highly reputable 
firms use their own sales force. 


Decoupling Reputation Perceptions 


The following sections extend our analysis of reputation 
perceptions and beliefs in two ways. First, although the gap 
concept provides an interesting extension of reputation the- 
ory, it focuses only on the relative difference in direction 
and magnitude in reputation perceptions between the manu- 
facturer and its rep. It therefore ignores the absolute level of 
reputation perceptions of the manufacturer and/or its rep. 
Two different gaps could be equal in magnitude and direc- 
tion yet represent vastly different reputation levels for both 
the manufacturer and its rep. Second, the gap concept ob- 
fuscates the distinction between the effects of the manufac- 
turer's reputation and those of the reputation of its rep. As 
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such, it is difficult to tell whether perceptions of the manu- 
facturer’s reputation and the rep’s reputation each interact 
with beliefs to affect sales organization structure intentions 
or whether the reputation of one entity (the manufacturer or 
the rep) plays a role and the other does not. We explore these 
issues in the following sections. 


The rep's reputation and the manufacturer's beliefs as 
bases for actions. A manufacturer’s motivation for taking 
reputation management actions is likely to surface when its 
rep’s reputation is perceived to be poor or low. The notion 
that a rep with a poor reputation would motivate a manufac- 
turer to manage this situation actively is consistent with the 
“fundamental attribution error” (e.g., Ross 1977). Specifi- 
cally, social entities tend to attribute negative outcomes that 
accrue to another entity (e.g., sales below expectations 
achieved by the rep) to that entity’s internal characteristics 
(e.g., the rep’s motivation or ability), as opposed to external 
sources (e.g., unfortunate extraneous circumstances). Thus, 
if a manufacturer perceives the rep’s reputation as poor, it is 
likely to view the rep as solely and causally responsible for 
disappointing results. The manufacturer may fail to consid- 
er whether there might be mitigating circumstances (such as 
an economic downtown) or whether the manufacturer itself 
is at fault (by missing delivery deadlines, for example). In 
short, the manufacturer may blame reps with poor reputa- 
tions for negative outcomes. Second, a rep with a poor rep- 
utation also may motivate a manufacturer to act because the 
manufacturer may fear that this poor reputation may “in- 
fect” its own reputation. 

If the rep’s poor reputation does motivate the manufac- 
turer’s desire to take reputation management actions, consis- 
tent with reputation management theory, we anticipate that 
the manufacturer’s beliefs about the extent to which highly 
reputable firms use their own sales force will affect how it 
acts. If the manufacturer perceives the rep as poorly reputed 
and it strongly believes that highly reputable firms use their 
own sales force, it is likely to vertically integrate. It should 
not do something different than what it believes reputable 
firms do (i.e., change reps). Thus, we expect the following: 


Ноа: The manufacturer's intentions to vertically integrate in- 
crease with combined decreases in the manufacturer’s 
perception of its rep’s reputation and increases in the 
manufacturer’s belief that highly reputable firms use their 
own sales force. 

Нор: The manufacturer’s intentions to switch to a new rep де- 
crease with combined decreases in the manufacturer’s 
perception of its rep’s reputation and increases in the 
manufacturer’s belief that highly reputable firms use their 
own sales force. 


The manufacturer’s reputation and beliefs as bases for 
actions. We also might question whether the manufacturer’s 
perception of its own reputation and its beliefs affects its 
reputation-management actions. The general applicability of 
reputation theory to sales organization structure decisions 
would be quite powerful if manufacturers’ actions also were 
affected by these reputation-related variables. Again, extant 
theory provides some interesting perspectives on this issue. 

Because firms are assumed to be active reputation mon- 
itors and because they have an implicit desire to manage 
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their reputations, we might expect that a manufacturer’s mo- 
tivation to change its current rep relationship might be 
strong when it perceives its own reputation as poor. Howev- 
er, we do not believe that a manufacturer with a poor repu- 
tation attempts to enhance its reputation by changing its 
sales organization structure. Several factors motivate our 
reasoning. 

Note that a manufacturer may attribute a poor reputation 
to either external factors or its own (poor) efforts. Let us 
take each situation in turn. First, it is highly likely that a 
manufacturer will attribute a poor reputation to external fac- 
tors. This is predicted on the basis of social entities being bi- 
ased in the extent to which they attribute success or failure 
to themselves or others (Myers and Bach 1976). If a poor 
reputation is attributed to external factors, it is questionable 
whether this poor reputation is managed through changes in 
the selling function. A poor reputation perceived to be 
caused by external factors might be due to external circum- 
stances or the actions of any one of several agents with 
whom it has direct contact (e.g., suppliers, financial institu- 
tions, distributors, its selling partners). Thus, although a 
firm with a poor reputation indeed may engage in reputation 
management activities, it is most likely to engage in actions 
directly related to those entities viewed as causally respon- 
sible. Only in some cases may the rep be viewed as the 
causal agent. In those other situations, the most effective ac- 
tion is not to change the selling organization structure, but 
rather to engage in reputation management activities that are 
most directly relevant to the offending party. 

Second, even if the manufacturer does attribute its poor 
reputation to its own efforts, it may be motivated not to act 
and to stay with its existing rep, because staying with the 
status quo seems like a safe option. Taking on the selling 
function internally (e.g., by vertically integrating) would 
seem to be a relatively ineffective method of enhancing a 
manufacturer’s reputation, because its reputation is already 
poor. Furthermore, a manufacturer might not believe that 
switching reps has the potential to enhance its reputation be- 
cause its own poor reputation might make it difficult for the 
manufacturer to attract a more reputable rep. 

In contrast, we believe that a manufacturer is motivated 
to manage its reputation through its sales organization struc- 
ture when its current reputation is highly favorable. First, be- 
cause successes tend to be attributed to oneself, a manufac- 
turer with a favorable reputation is likely to perceive that its 
own actions are responsible for its reputational success. Be- 
cause it has been responsible for garnering a positive reputa- 
tion, it should be equally capable of sustaining it in the future. 
Second, firms that believe they are esteemed highly by cus- 
tomers may see themselves as actual or potential members of 
the broad category of “highly reputable” firms. Research in 
both individual (Tajfel et al. 1971; Taylor, Crocker, and 
D’ Agostino 1978) and organizational contexts (Dutton, Duk- 
erich, and Harquail 1994; Dutton and Penner 1993) suggests 
social entities wish to perceive themselves as belonging to a 
group. Moreover, if a social entity views its actual or ideal 
self-identity as consistent with a social category, it is moti- 
vated to act to maintain or preserve its association with such 
a group so as to differentiate itself from outgroup members 
(i.e., nonreputable firms) (Kelley 1988; Taylor et al. 1978). 


If increases in the manufacturer’s perception of its repu- 
tation do increase its desire to manage its reputation active- 
ly, we anticipate that the manufacturer’s beliefs about the 
extent to which highly reputable firms use their own sales 
force will affect how it acts. Consistent with reputation man- 
agement theory, the manufacturer should act in a manner 
consistent with its reputation-related beliefs. Thus, the more 
the manufacturer perceives itself as highly reputed and the 
more strongly it believes that highly reputable firms use 
their own sales force, the more it is likely to vertically inte- 
grate. It should not do something different than what it be- 
lieves reputable firms do (1.е., change reps). Thus, we expect 
the following: 


Нз: The manufacturer's intentions to vertically integrate in- 
crease with combined increases in the manufacturer’s 
perception of its own reputation and its belief that highly 
reputable firms use their own sales force. 

Нзь: The manufacturer's intentions to switch to a new rep de- 
crease with combined increases in the manufacturer’s 
perception of its own reputation and its belief that highly 
reputable firms use their own sales force. 


Methodology 


Context and Sampling Strategy 


We gathered data from managers in the electronic compo- 
nents industry. Several factors motivated the selection of 
this industry. First, sales organization structure is regarded 
as an important factor that determines marketplace success 
in this industry. The industry context therefore provides an 
opportunity to observe the potential impact of reputation- 
based motives on sales organization structure decisions. 
Second, this industry is characterized by intense competi- 
tion, a wide range of product offerings, and diverse suben- 
vironments (creating variation on crucial variables). More- 
over, researchers (e.g., Anderson 1985) have noted 
considerable variation in the usage of rep and direct sales 
forces in this industry. Third, because work on sales organi- 
zation structure typically has focused on economic motiva- 
tions, using an industry for which economic motivations for 
sales structure decisions are strong creates a relatively se- 
vere test of the reputational motive. 

With the cooperation of two trade associations and a ma- 
jor industry publication, a random sample of 1209 compa- 
nies known to use manufacturers’ reps was drawn from two 
trade association mailing lists. Pretested surveys were sent 
to the district sales manager in each firm who was in a posi- 
tion to indicate the firm’s intention in relation to the rep. 
These managers serve as the manufacturer’s liaison to the 
rep and strongly influence the organization’s view of the 
tep. They are responsible for determining the future of the 
гер’$ relationship with the manufacturer (Gibbons 1988), 
and they are the critical decision maker regarding sales or- 
ganization structure decisions. Because our respondents are 
knowledgeable and influential regarding the rep organiza- 
tion, they satisfy Campbell’s (1955) criteria for key infor- 
mants. Callbacks and a follow-up mailing resulted in 258 re- 
sponses. One hundred forty-three of the 1209 firms were 
subsequently identified as ‘‘out of business.” Hence, the re- 


sponse rate was estimated conservatively as 24%. Compari- 
son of early and late respondents, in which later respondents 
are taken as representative of nonrespondents (Armstrong 
and Overton 1977), revealed no statistically significant dif- 
ferences in the descriptive characteristics of these groups. 

Reps are local entities, and manufacturers typically cov- 
er a marketplace by patching together a network of reps, all 
operating in different geographies or with different customer 
bases. The questionnaire asked respondents to choose one 
current rep organization in the sales manager’s district and 
respond with this rep and its customers in mind. Three ver- 
sions of the survey were distributed in equal proportions. 
Each asked managers to respond regarding one of their bet- 
ter, midrange, or poorer reps, respectively. This procedure 
was designed to create variation in the dependent variables. 
Returns came back in approximately equal proportions to 
the three distributed questionnaires; of the 258 returned 
questionnaires, 90 focused on a poorer-performing rep, 84 
on a midrange rep, and 84 on a best-performing rep. Over- 
all, the threat of nonresponse bias appears minimal. 

The questionnaire was developed using extensive 
pretesting. The survey was administered personally to a dis- 
trict sales manager from each of five different manufactur- 
ers. The survey minimized halo effects by allowing indica- 
tors of the constructs to be separated by several other 
questions. For example, seven pages of questions separated 
the scales measuring managers’ perceived reputation of the 
rep and their intention to use a direct sales force. The pretest 
revealed that respondents could respond easily to the mea- 
sures and the survey instrument. 


Measure Development 


Measures of all constructs were developed using guidelines 
recommended by Nunnally (1978). The domain of the rele- 
vant construct first was specified. Items subsequently were 
drafted on the basis of their mapping with the construct’s 
conceptual definition. Most of the items are recorded on a 
seven-point agree—disagree format. Items were pretested for 
clarity and appropriateness using a pilot sample of five dis- 
trict sales managers and were rewritten if necessary. Com- 
bined, the three hypotheses reflect the two dependent vari- 
ables we describe next. 


Dependent Measures 


Intention to integrate vertically. The manufacturer’s in- 
tention to integrate the selling function (INTEGRATE) was 
indicated by a six-item scale (Cronbach’s alpha = .90). 
These items index the manufacturer’s seriousness about dis- 
pensing with its rep and setting up a direct sales force in the 
near future (two years or less). An example of an item from 
this scale is, “We will convert this territory to a direct sales 
force in the near future.” 


Intention to change reps. The manufacturer’s intention 
to change to a different manufacturers’ rep (CHANGEREP) 
was assessed by a separate four-item scale (Cronbach’s al- 
pha = .90) tapping the manufacturer’s seriousness about 
switching reps over the near term (two years or less). Ex- 
tensive pretesting indicated this could be operationalized as 
two years or less. An example of an item for this scale is, “In 
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this district, we intend to do our sales through a different rep 
within the next two years.” 

Managers’ responses to the CHANGEREP and INTE- 
GRATE scales were orthogonal (r = .002, p < .48). This em- 
pirical result is consistent with pretest respondents’ com- 
ments that they did not necessarily view these as either-or 
decisions. The statistical independence of these two mea- 
sures is also consistent with the idea that consideration of 
both options can proceed in parallel for some time. The sta- 
tistical independence of these two measures is important, 
because if these were either-or decisions, empirical support 
for the second part of each of the three hypotheses (e.g., 
Hy) could be considered redundant with the first part (e.g., 
H,,)- That the constructs are orthogonal suggests that statis- 
tical support or rejection for either part of the hypothesis is 
possible. 


Independent Variables 


Perceptions of the manufacturer's reputation. 'The man- 
ufacturer's impression of how customers perceive its own 
reputation (OWNREPUTAT) was assessed by a seven-point 
semantic differential scale consisting of five pretested items 
(e.g., “How do buyers in this sales territory view your com- 
pany at this time?" (unstable; stable]). Operationally, firms 
with more favorable reputations believe their customers per- 
ceive them as highly regarded, professional, successful, 
well-established, and stable. These items are not designed to 
assess whether the manufacturer has a reputation for any- 
thing in particular. Nor is it evident what actions, attributes, 
or signals the manufacturer may possess or employ to create 
the impression of having a favorable reputation. Thus, con- 
sistent with the unidimensional perspective on reputation 
(e.g., Yoon, Guffey, and Kijewski 1993), this measure cap- 
tures generalized reputation perceptions. Reliability of this 
measure is reasonably high (Cronbach's alpha = .84). There- 
fore, all items were summed to form a composite index. 


Perceptions of the rep's reputation. Тће manufacturer's 
impression of how customers perceive its rep's reputation 
(REPsREPUTAT) was assessed using the same five items in 
response to a question about how customers view the man- 
ufacturers' rep. Reliability of this scale is also high (Cron- 
bach's alpha = .86), and items were summed to form a com- 
posite index. The extent to which a manufacturer perceives 
its rep to have a poor reputation is measured with a reverse 
scale of REPsREPUTAT. We call this variable REPs- 
DEFICIT. It is used in our statistical test of H3. 


Perceptions of the reputation gap. The measure of the 
gap between the perception of the manufacturer's reputation 
and that of its rep (GAP) was assessed by subtracting REP- 
sREPUTAT from OWNREPUTAT. The coefficient alpha for 
this difference score is .80, as calculated using the method 
of Peter, Churchill, and Brown (1993). 


Beliefs about what reputable firms do. The manufactur- 
er's belief that highly reputable firms use an integrated sales 
force (BELIEF) was indicated by a set of four questions that 
asked managers to rate on a 1—7 disagree/agree scale the ex- 
tent to which they believe the most established and success- 
ful firms use their own sales force and the extent to which 
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they believe firms that use their own sales force are regard- 
ed with confidence and are taken seriously (e.g., are rep- 
utable). An example of this item is, "Customers in this busi- 
ness have more confidence in firms which have their own 
sales force" (1 = disagree; 7 = agree). The reliability of this 
four-item scale is adequate (Cronbach's alpha — .75). Be- 
cause there is no consensus in this industry about whether 
using a direct sales force signals a firm's reputation, there is 
considerable variation in our data set on this belief variable. 


Control Variables 


We included several variables known to affect organization- 
al structure decisions in all statistical tests as control vari- 
ables. We also included other variables thought potentially 
to affect intentions to vertically integrate or switch to a dif- 
ferent rep as controls. We describe the specific control vari- 
ables and the rationale for their inclusion next. 


Transaction-specific assets. Transaction-specific invest- 
ments stabilize relationships by putting both parties at risk 
for losses from potential opportunistic behavior (Heide and 
John 1988; Weiss and Kurland 1997; Williamson 1985). 
This contrasts with de novo contexts, in which the anticipa- 
tion of investing in specific assets can result in vertical inte- 
gration (Anderson 1985, 1988; Williamson 1985). The exis- 
tence of transaction-specific assets should reduce the 
manufacturer's intention to vertically integrate or switch 
reps. We examined two types of transaction-specific invest- 
ments: (1) the extent of the rep's transaction-specific invest- 
ments in the manufacturer and (2) the extent of the rep's 
transaction-specific investments in the manufacturer's cus- 
tomers. The former (MANTSA) was indicated by a seven- 
item scale (e.g., "This rep has invested a lot of time and ef- 
fort to learn all the ins and outs of my organization"; 
Cronbach's alpha = .88), whereas the latter (CUSTSA) was 
indexed with a four-item scale (e.g., "This rep builds a lot of 
value into our product line by providing special services to 
buyers"; Cronbach's alpha = .82). All items were measured 
using seven-point agreement scales. 


Rep performance. Another reason for maintaining the 
current rep relationship is the rep's performance. Therefore, 
we included the performance of the rep as a control variable 
that was based on the three categories of rep performance 
(poor, midrange, best) employed in the questionnaires. Us- 
ing poor rep performance as a basis, we constructed two 
dummy variables. MIDPERF is 1 for a midrange-perform- 
ing rep and 0 otherwise, and BESTPERF is 1 for a best-per- 
forming rep and 0 otherwise. 


Manufacturer size. Large manufacturers may have the 
resources both to exit current rep relationships and to set up 
a direct sales force. We employed a two-item index of the 
manufacturer's size (SIZE) to account for this effect (r — 
.67). A sample item is, “Please circle the number which best 
describes how buyers in this sales territory view your orga- 
nization at this time" (seven-point Likert scale, anchored 
small/large). 


Exit cost. A major consideration in a firm’s ability to ver- 
tically integrate is the cost of exiting the rep relationship and 
the cost of setting up a direct sales force. A six-item, seven- 


point agreement scale (EXITCOST) measures these costs 
(Cronbach’s alpha = .84). A sample item is, “We face very 
high barriers to switching over to a direct organization.” 


Ability to find qualified reps. The manufacturer is more 
likely to switch to a different rep if the manufacturer per- 
ceives that other qualified reps are available and are willing 
to represent the manufacturer. To account for this possibili- 
ty, a two-item index (OURPICK) of the ability of the man- 
ufacturer to find other qualified reps was employed (г = .61). 
For example, one of the items asked subjects to indicate 
their agreement with the statement “Our line is so desirable 
we could have our pick of manufacturers' reps in this terri- 
tory." Both items were measured using seven-point agree- 
ment scales. 


Satisfaction with the current rep. Manufacturers that are 
satisfied with their current rep should be likely to remain 
with that rep. Consequently, we included a five-item, seven- 
point agreement scale (SATISFACTION) in all statistical 
models. A sample item from this scale is, "We are very dis- 
satisfied with this manufacturers’ rep" (reversed item). 
Cronbach's alpha for this scale is .92. 

In summary, we included several control variables in our 
statistical tests. These include variables identified in prior 
literature as relevant to organizational structure decisions, 
several of which are economic in nature (i.e., transaction- 
specific assets, rep performance, size, exit costs, and ability 
to find qualified reps). The correlation matrix for the scales 
is presented in Table 1. 


Results 


Measure Validation Procedures 


Prior to testing the hypotheses, the multi-item measures 
were subjected to a series of validity checks. First, we con- 
ducted item-to-item total correlations and exploratory factor 
analysis. Each item appeared to belong to the appropriate 
domain, and none exhibited significant cross-loadings. 
Therefore, no items were deleted from further analysis. We 
then subjected the entire set of items to a confirmatory fac- 
tor analysis. Following Gerbing and Anderson (1988), we 
estimated a measurement model in which every item was re- 
stricted to load on its a priori specified factor, and the fac- 
tors themselves were permitted to correlate. 

We obtained maximum likelihood estimates of the mea- 
surement model using EQS. The overall chi-square statistic 
for the model was significant (x2(1219) = 2226.54, р < 
.001), as might be expected given the size of our sample 
(Bagozzi and Yi 1988). However, the comparative fit index 
(CFI = .89; Bentler 1990) and the root mean square resid- 
ual (RMSR - .066) represent evidence of good model fit. 
Each factor loading is significant at the .01 level. The glob- 
al measurement model thus provides satisfactory evidence 
of the unidimensionality of the measures. The coefficient 
alpha for each item set also provides satisfactory evidence 
of reliability. 

Next, we estimated a set of additional models in which 
the individual factor correlations were restricted to unity one 
at a time. We compared the fit of these restricted models 


with that of the original model. The various chi-square dif- 
ference tests are all significant and provide evidence of dis- 
criminant validity (Bagozzi, Yi, and Phillips 1991). 


Tests of the Hypotheses 


The results of the hypothesis tests are shown in Tables 2 and 
3. Before testing each hypothesis, we estimated two baseline 
models, each of which included only the relevant dependent 
variable (e.g., INTEGRATE, CHANGEREP) and the con- 
trol variables. Subsequently, we added the reputation vari- 
ables to each baseline model and reestimated the model. By 
comparing the baseline and full models using an F statistic, 
we can examine the explanatory power of the reputation 
variables. As shown at the bottom of Tables 2 and 3, the 
models with the reputation variables added significantly to 
the explanatory power of the baseline models in all cases. 
Therefore, we present only the estimation results of the 
models that include the reputation variables. 

Н, predicts that the manufacturer's intention to vertical- 
ly integrate (H),) or switch reps (Нь) is determined jointly 
by the perceived reputation gap between the manufacturer 
and its current rep and its belief that reputable firms use a di- 
rect sales force. To test the two parts of this hypothesis, we 
estimated two multivariate models using intention to verti- 
cally integrate and intention to switch reps as the dependent 
variables. The independent variables included the interac- 
tion between the gap in reputation perceptions and the belief 
variable (GAP x BELIEF) and the control variables. In ad- 
dition, we included two other sets of variables. First, be- 
cause the gap measure is a difference score, spurious corre- 
lations may result from the correlation of the component 
measures (REPSREPUTAT and OWNREPUTAT) with the 
gap measure. We add the two component measures in this 
statistical test to control for this possibility. Second, al- 
though there is no theoretical rationale for proposing direct 
effects of these reputation-related variables, we included the 
variables composing the interaction term to avoid possible 
specification error. 

The test of H,, corresponds to the interaction term (GAP 
x BELIEF) having a significant and positive effect on the 
manufacturer's intention to integrate the selling function. 
Noting the results in column 1 of Table 2, we see that the co- 
efficient for the interaction between GAP and BELIEF is 
positive and significant (.222, t = 4.96, p < .01), thereby sup- 
porting Hj. Specifically, as both the gap in reputation per- 
ceptions and the belief that highly reputable firms use their 
own in-house sales forces increase, manufacturers’ inten- 
tions to engage in vertical integration also increase. Of the 
control variables, only the exit cost variable is significantly 
related to the intention to vertically integrate (—261, t — 
–5.21, p < . 01). 

The test of Hj, corresponds to the interaction terms 
(GAP x BELIEF) having a significant and negative effect on 
the manufacturer’s intentions to change reps. Column 2 of 
Table 2 shows that the coefficients of the interaction term 
(GAP x BELIEF) is significant and negative (—.183, t = 
–3.87, p < .01), thus supporting Hı». Thus, manufacturer's 
intentions to switch to a new rep decrease with combined in- 
creases in the positive gap between the manufacturer’s per- 
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TABLE 2 


Unstandardized Estimation Results for Н, 


(t-statistics in parentheses) 





independent Variables 
CONSTANT 


GAP 
Difference between manufacturer's perception of its own reputation and its 
rep's reputation 


BELIEF 
Manufacturer's bellef that highly reputable firms use an Integrated sales force 


GAP x BELIEF 


MANTSA 
Extent of the manufacturer's transactlon-specific investments in the rep 


CUSTSA 
Rep's specific Investments in the manufacturer's customers 


EXITCOST 
Costs of exiting the rep relationship and setting up a direct sales force costs 


OURPICK 
Ability of the manufacturer to find and attract other qualified reps 


SIZE 
Manufacturer's size 


SATISFACTION 
Manufacturer's satisfaction with its rep 


OWNREPUTAT 
Manufacturer's perception of its own reputation 


REPsREPUTAT 
Manufacturer's perception of its manufacturers’ rep's reputation 


MIDPERF 

BESTPERF 

Adjusted R2 

F 

F statistic for baseline model comparison 


*p « .05 (2-talled test). 
“p< .01. 


Hypothesis 
Hia Hib 
Dependent Variables 
INTEGRATE CHANGEREP 
Manufacturer’s Manufacturer’s 
intention to intention to 
integrate the change to a 
selling function different rep 
1.48 (1.84) —1.84  (—40) 
492  (.773) 172 (26) 
441 (7.80)“ —.147 (-2.52)** 
222 (4.96)** —.183 (-3.87)** 
—.017 (-22) —021 (-.26) 
011 (.17) —041 (–.57) 
—.261 (-5.21)** 
.034 (.59) 
.057 (1.02) —.056 (-.95) 
—.133 (1.71) —.714 (8.66)** 
—.114 (-1.85) —441 (-.58) 
1.14 (1.83) .427 (.659) 
—.089 (-.51) —151 (-.80) 
—1383  (.66) -.038 (-.18) 
42 53 
16.60** 24.94** 
35.4** 8.6** 
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ception of its own reputation and its rep and its belief that 
highly reputable firms use their own sales force. Of the con- 
trol variables, only the manufacturer’s satisfaction with its 
current rep is significant and negatively related to the likeli- 
hood of changing reps (—.714, t = —8.66, р < .01). 


The process of testing the remaining hypotheses is iden- 
tical to the method described previously. In particular, to test 
Н, and Нз, we estimated another set of multivariate models. 
The results are shown in Table 3. The dependent variables : 
include the intentions to vertically integrate and to switch 

















TABLE 3 
Unstandardized Estimation Results for Н; and Нз 
(t-statistics in parentheses) 
Hypothesis 
Ноа /за Hop /зь 
Dependent Varlables 
INTEGRATE CHANGEREP 
Manufacturer’s Manufacturer’s 
Intention to Intention to 
Integrate the change to а 
selling function different rep 
Independent Variables 
CONSTANT 5.93 (4.36)** -3.14 (-2.27)* 
OWNREPUTAT 
Manufacturer's perception of its own reputation —647 (-3.49)** .633 (3.25)** 
REPsDEFICIT 
Manufacturer's perception of the extent that its rep has a poor reputation —.663 (-3.82)** .584 (3.21)* 
ВЕНЕР 
Manufacturer's belief that highly reputable firms use an integrated sales force —1.09 (-3.02)** 1.16  (3.09)** 
OWNREPUTAT x BELIEF 217 (3.75)** -.190 (-3.15)** 
REPsDEFICIT x BELIEF .227 (429)" -.178 (-3.20)™ 
MANTSA 
Extent of the manufacturer's transaction-specific investments in the rep —.019 (-.25) —.022 (27) 
CUSTSA 
Rep's specific investments in the manufacturer's customers .020 (.28) —042 (-.57) 
EXITCOST 
Costs of exiting the rep relationship and setting up a direct sales force costs —.249 (-4.97)** 
OURPICK 
Ability of the manufacturer to find and attract other qualified reps 035  (.60) 
SIZE * 
Manufacturers size .054 (.96) —.053 (-.91) 
SATISFACTION 
Manufacturers satisfaction with its rep —13 (1.64) —716 (8.67)** 
MIDPERF —122 (-.69) —139 (-.75) 
ВЕЗТРЕВЕ —148 (-.74) —032 (—15) 
Adjusted R? 41 .53 
F` 16.08" 24.88** 
F statistic for baseline model comparison 20.2** 4.96** 


гр < .05 (2-talled test). 


“p< .01. + 
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reps. The independent variables are the interaction among 
the reputation perception variables and beliefs (OWNREP- 
UTAT x BELIEF and REPsDEFICIT x BELIEF), the indi- 
vidual components of the interaction terms (OWNREPU- 
TAT, REPsDEFICIT, BELIEF), and the control variables. 

The test of H}, corresponds to the interaction term 
(REPsDEFICIT x BELIEF) having a significant and posi- 
tive effect on the manufacturer's intentions to integrate the 
selling function. The results shown in column 1 of Table 3 
support this hypothesis. Specifically, the interaction be- 
tween REPsDEFICIT and BELIEF is significant and in the 
hypothesized positive direction (.227, t = 4.29, p < .01). The 
test of Нур corresponds to the interaction term (REPs- 
DEFICIT x BELIEF) having a significant and negative ef- 
fect on the manufacturer's intentions to change reps. Аз 
shown in column 2 of Table 3, the interaction is indeed sig- 
nificant and negative (—.178, t = —3.20, р < .01). Thus, as the 
manufacturer's perception of its rep's reputation decreases 
and its belief that highly reputable firms use an integrated 
sales force increases, the likelihood of vertically integrating 
the selling function increases and the likelihood of changing 
reps decreases. 

The test of Нз, corresponds to the interaction term 
(OWNREPUTAT x BELIEF) having a significant and posi- 
tive effect on the manufacturer's intentions to vertically in- 
tegrate, whereas the test of H3, corresponds to the interac- 
tion term having a significant and negative effect on the 
manufacturer's intentions to switch reps. Support for H3, is 
found in column 1 of Table 3. The coefficient for the inter- 
action between OWNREPUTAT and BELIEF is positive 
and significantly related to the manufacturer's intention to 
vertically integrate (.217, t 2 3.75, p « .01). Column 2 of 
Table 3 shows that the estimate for the same interaction is 
significant and negatively related to the intention to change 
reps (-.190, t = —3.15, p < .05). 

Of the control variables, only the exit cost variable is 
significantly related to the intention to vertically integrate 
(–.249, t = —4.97, р < .01). Only the manufacturer's satis- 
faction with its rep is related significantly to its intention to 
change reps (—.716, t = —8.67, р < .01). 

Although the data support each of the hypotheses, the re- 
sults in Table 3 suggest that the reputation-related variables 
exert a direct effect on the dependent variables. Because of 
the presence of the interactions, however, these direct ef- 
fects can be interpreted only within the context of the inter- 
action (Friedrich 1982). As an example, the direct effect of 
REPsDEFICIT on the manufacturer's intentions to vertical- 
ly integrate is not monotonic over the entire range of BE- 
LIEF. This can be seen by taking the partial derivative of the 
regression equation with respect to REPsDEFICIT and plot- 
ting the resulting equation (Schoonhoven 1981). In Figure 1, 
Рац A, we show that for low levels of BELIEF 
(<.663/.227 = 2.92), an increase in REPsDEFICIT actually 
has a negative effect on the likelihood of vertical integra- 
tion, whereas this effect is positive for relatively high levels. 
In Figure 1, Part B, we show the direct effect of REPs- 
DEFICIT on intentions to switch reps. Here, for low levels 
of BELIEF («.584/.178 = 3.26), an increase in КЕР5- 
DEFICIT actually has a positive effect on the likelihood of 
switching reps, whereas this effect is negative for relatively 


FIGURE 1 
Manufacturers' Intentions Across the Range of 
Beliefs 


A: The Effects of Bellefs (BELIEF) on the Relatlonshlp 
Between the Rep's Reputation and intentions to 
Integrate (INTEGRATE) (from Table 3) 


SINTEGRATE/ 


$ REPsDEFICIT 1 


BELIEF 





BINTEQRATE =-663+ 227 (BELIEF) 
$ REPsDEFICIT 


B: The Effects of Beliefs (BELIEF) on the Relatlonship 
Between the Rep's Poor Reputatlon (REPsDEFICIT) 
and intentlons to Change Reps (CHANGEREP) 
(from Table 3) 


5СНАМСЕКВР/ 
$ REPsDEFICIT 1 


ЗСНАМОЕВЕР ., 584- 178 (BELIEF) 
BREPsDEFICIT 





BELIEF 


high levels. Therefore, although these direct effects are in- 
teresting, they can be understood only within the context of 
the interaction. 

Using the same method, a similar set of results can be 
obtained to demonstrate that the direct effect of OWNREP- 
UTAT on both intentions to vertically integrate and to 
change reps is not monotonic over the entire range of BE- 
LIEF. For low levels of BELIEF («.647/.217 = 2.98), an 1п- 
crease in OWNREPUTAT actually has a negative effect on 
the likelihood of going direct, whereas this effect is positive 
for relatively high levels. However, for low levels of BE- 
LIEF («.633/.190 = 3.33), an increase in OWNREPUTAT 
actually has a positive effect on the likelihood of switching 
reps, whereas this effect is negative for relatively high lev- 
els. We discuss these direct effects more fully in the “Dis- 
cussion" section. 


Discussion 


Summary 


The purpose of this research was to determine whether rep- 
utation concerns influence how manufacturers that current- 
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ly use an independent sales force intend to structure their 
sales organization. Relying on reputation theory, we suggest 
that manufacturers both monitor and attempt to manage 
their own reputation and that decisions regarding the struc- 
ture of the sales organization are driven by these reputation- 
related processes. Specifically, we hypothesize that manu- 
facturers that currently use an independent sales force 
develop perceptions of their own reputation, the reputation 
of their rep, and the reputation gap between the two and that 
these perceptions work jointly with their beliefs about what 
reputable firms do to influence their sales organization 
structure intentions. 

We hypothesize and find that as the gap becomes more 
positive, such that the manufacturer’s reputation exceeds 
that of the rep, and the manufacturer’s beliefs that highly 
reputable firms use their own sales force increase, the man- 
ufacturer’s intention to change its sales organization struc- 
ture by vertically integrating the sales force also increases. 
This action reflects a consistency between manufacturers’ 
reputation perceptions and their beliefs. As predicted by 
reputation management theory, manufacturers are unlikely 
to switch reps, because that would be inconsistent with their 
beliefs about what highly reputable firms do. 

Decomposing the gap into its constituent elements, we 
propose and observe that perceptions of the reputation of the 
rep and perceptions of the reputation of the manufacturer al- 
so motivate reputation management actions. Interestingly, the 
effects of these perceptions, along with their beliefs, are 
asymmetric, because manufacturers consider their own repu- 
tations differently than that of their rep. As the perception of 
the rep’s reputation becomes poorer, the manufacturer is like- 
ly to be increasingly motivated to manage this reputation 
problem, because the rep’s poor reputation may affect the 
reputation of the manufacturer negatively. The way in which 
it manages the rep’s reputation problem depends on its beliefs 
about what highly reputable firms do. As the manufacturer’s 
beliefs that reputable firms use their own sales force increase, 
it is likely to solve this reputation problem by vertically inte- 
grating the selling function. In contrast, it is unlikely to 
choose an alternative course of action such as switching reps. 

When it comes to the manufacturer’s perception of its 
own reputation, the effects are reversed. Those who count 
themselves highly reputable appear ready to imitate what 
they believe is the choice of highly reputable firms. Thus, as 
the mariufacturer’s perception of its own reputation be- 
comes more positive, it appears to be increasingly motivat- 
ed to engage in reputation management activities, and it ap- 
pears to choose those actions that are consistent with its 
beliefs. Accordingly, manufacturers with more favorable 
reputations have greater intentions to vertically integrate the 
selling function and lower intentions to switch reps as they 
increase their belief that highly reputable firms use their 
own sales forces. This phenomenon, in which firms come to 
resemble one another by a process of imitation, has been la- 
beled “mimetic isomorphism” in the organization theory lit- 
erature (Galaskiewicz and Wasserman 1989). 

Several additional aspects of the results also deserve 
highlighting. First, the notion that reputation perceptions af- 
fect specific reputation management actions when they are 
consistent with reputation-related beliefs appears quite gen- 
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eral, as we observed support for the proposed interaction for 
the manufacturer’s reputation perception variable, the rep’s 
reputation perception, and the gap between the two. Fur- 
thermore, support for the GAP x BELIEF interactions also 
appears quite strong, as it was observed even when we con- 
trolled for the individual variables that constituted the gap 
measure. 

Second, it is notable that the proposed interactions proved 
significant even when we included a host of additional vari- 
ables that might explain intentions to engage in vertical inte- 
gration or switch reps. Some of these variables are economic 
in nature and have been posited previously as motivators of 
sales organization structure decisions (e.g., perceived exit 
costs, transaction-specific investments). Others are more spe- 
cific to the performance of the rep (e.g., satisfaction with the 
rep, rep performance), and still others reflect other external 
constraints affecting these decisions (e.g., ability to find qual- 
ified reps). It is also notable that the models that included the 
reputation variables represented a significantly better fit to 
the data than the models that excluded them. 

Third, although the results indicate how perceptions and 
beliefs jointly affect reputation management actions, the di- 
rect effects provide additional insight into how perceptions 
and beliefs individually affect such decisions. For example, 
as shown in Figure 1, the effect of increases in the manu- 
facturer’s perceptions of the rep’s reputation on going direct 
depends on beliefs about what reputable firms do. When 
manufacturers strongly believe that highly reputable firms 
use their own sales force, intentions to vertically integrate 
become higher because the rep’s reputation is perceived to 
be poorer. This is consistent with H, (Figure 1, Part A). 
However, when manufacturers do not strongly believe that 
highly reputable firms use their own sales force, intentions 
to vertically integrate become lower as the rep's reputation 
is perceived to be poorer. What would the manufacturer do 
in this case? Figure 1, Part B, resolves the issue, showing 
that when beliefs are weak, the more the rep's reputation is 
perceived to be poor, the more manufacturers intend to 
switch reps. Thus, although manufacturers are motivated to 
act when their rep's reputation is poor, they do so in a man- 
ner that is not inconsistent with their beliefs. This same re- 
sult pertains to the situation in which the manufacturer's 
own reputation is the focus. Thus, the direct effect results re- 
inforce the argument that consistency between reputation 
perceptions and beliefs guide action. 

Fourth, it is notable that the reputation variables we ex- 
amined here appear to affect manufacturers' intentions to en- 
gage in a fairly drastic sales organization structure change— 
specifically the decision to vertically integrate the sales force. 
Although it might appear that manufacturers should solve a 
reputation problem with a rep by simply switching reps, that 
they choose a more costly and intensive course of action 
when they believe that highly reputable firms use their own 
sales force is suggestive of the power of reputation-related 
concerns on sales organization structure decisions. 


Limitations 


This study, like most, is subject to limitations. The principal 
shortcoming is the use of intentions as opposed to behavior 
as the object of study. Unfortunately, studying actual behav- 


ior poses practical constraints. These include the fast rate of 
personnel turnover in industries and the difficulty of discov- 
ering the correct point in time at which to observe actual be- 
havior. Intentions do not correspond perfectly to eventual 
behavior; however, they tend to become self- fulfilling. For 
example, a manufacturer that secretly intends to terminate 
its rep relationship may fail to support the rep, thereby dam- 
aging the rep’s performance and increasing the manufactur- 
er’s incentive to terminate the relationship. A second limita- 
tion is our use of cross-sectional data, which limits our 
ability to determine empirically the causal relations implied 
in our hypotheses. Third, our empirical study is conducted 
within a single industry (for the reasons discussed previous- 
ly), which limits the generalizability of our results. There- 
fore, additional study of these reputation-related variables in 
the context of other industries is warranted. Another limita- 
tion involves our use of key informant data. Although care 
was taken to ensure that our key informants were chosen in 
accord with Campbell’s (1955) criteria, a multiple informant 
method might be employed in the future to reduce any in- 
formant biases that may arise in this research context. 


Further Research 


The findings here, if replicated when the previously men- 
tioned methodological problems are resolved, are sugges- 
tive of a host of additional research to extend our findings. 
First, the concept of a reputation gap appears to be a signif- 
icant factor that affects intentions to engage in vertical inte- 
gration and therefore may be a basic factor affecting in- 
terorganizational relationship continuation. Both the gap 
concept and its implications for relationship continuation, 
though exploratory in the present research, are extensions to 
reputation theory. Research that further examines the repu- 
tation gap concept seems warranted. 

Second, because reputation perceptions are assumed to 
influence belief-consistent reputation management actions, 
it is useful tó examine the interaction of reputation percep- 
tions with beliefs other than the one examined here. For ex- 
ample, a natural implication of the theory is that when a 
manufacturer perceives the rep as having a poor reputation, 
it likely may switch reps when it believes that highly rep- 
utable firms use reps. Although this research did not exam- 
ine explicitly this belief variable, the results observed here 
are not inconsistent with this idea. As Figure 1 indicates, for 
example, when the manufacturer does not believe that high- 
ly reputable firms use their own sales force and when it per- 
ceives its rep's reputation as poor, it is likely to manage its 
affiliation with a reputation-deficient rep by switching reps. 
Research in the future should extend the present study to in- 
vestigate the interaction of reputation perceptions with be- 
liefs about reps. 

Third, because beliefs seem to be important factors that 
guide the nature of reputation management actions, addi- 
tional research that catalogs the types of reputation-related 
beliefs would be useful. We focused on descriptive beliefs, 
so additional study that incorporates causal beliefs would be 
useful. 

Fourth, whereas our study focused on the manufactur- 
er's intentions to vertically integrate or switch reps, a more 
basic set of issues regarding the extent to which reputation- 


related variables affect intentions to terminate the relation- 
ship with the current rep appears to be important. This 
would require identifying a belief variable that directly 
maps onto beliefs about termination. One belief of interest is 
the manufacturers’ belief that they can “climb the ladder of 
reps" in the sales district. This terminology was suggested 
by a manufacturers' rep during preliminary interviews. Al- 
though this idea is speculative, manufacturers that strongly 
believe that it is possible to climb the ladder of reps may in- 
tend to terminate a relationship with a rep when they per- 
ceive that their own reputation exceeds that of their rep. 
They, in turn, may choose a rep whose reputation better 
matches their own. Further, enhancing their own reputation 
may give rise to a reputation gap between the manufacturer 
and the new rep, which subsequently motivates the search 
for a rep with an even more favorable reputation. Thus, 
more reputable sales agencies may be paired with even more 
highly reputable, and hence highly demanding, manufactur- 
ers, which may terminate them if they are perceived to have 
not kept pace with the manufacturer's reputation. 

If a better understanding of reputation factors affecting 
termination decisions is derived, manufacturers’ reps may 
benefit by monitoring their manufacturer's reputation per- 
ceptions, their own reputation perceptions, and relevant 
manufacturer's beliefs. A manufacturer that perceives its 
own reputation as good (or the rep's reputation as relatively 
poor) and believes reputable firms use a vertically integrat- 
ed sales force may be expected to be recruiting personnel 
(often in a clandestine fashion) and looking for office space 
in the sales district. When the manufacturer does not believe 
reputable firms engage in vertical integration, it may be ex- 
pected to hold discrete conversations with other reps in the 
same district. (The latter activity is often easier to observe, 
because it is a ready basis of gossip at trade association 
meetings.) 

Fifth, given the important role of reputation perceptions 
in our study, additional research that examines how the man- 
ufacturer forms reputation perceptions appears warranted. 
What data do they use and what biases enter the collection 
and processing of information relevant to reputation assess- 
ment? How veridical are assessments? How malleable are 
they to, for example, political processes within the manu- 
facturer? And how can the rep influence—or indeed man- 
age—the process by which manufacturers assess reputations 
as viewed by customers? Because the rep is the primary link 
between customers and manufacturers, reps should be able 
to manage the manufacturer's impression to some extent. 
These findings suggest it is to the rep's advantage when the 
manufacturer believes customers think highly of the rep— 
and less highly of the manufacturer. 

This research is a first and exploratory step in the study 
of the effect of reputation on sales force organization. The 
results suggest that reputation may have an important im- 
pact beyond (rather than in place of) more traditional expla- 
nations. If so, reputation can be expected to influence other 
strategic marketing decisions. Traditionally, customer es- 
teem and regard has been studied in terms of its impact on 
marketing outcomes, such as sales and margins. These re- 
sults suggest that reputation significantly affects not only 
marketing outcomes but also marketing strategy. That repu- 
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tation plays а role in marketing strategy and outcomes rais- 
es an even broader question that deserves research attention. 
Namely, in what ways do companies manage their reputa- 
tions? Because companies must manage their reputation on 


a daily basis, further research should explore the various di- 
mensions of reputation management and identify the behav- 
iors of firms that are useful in maintaining or increasing 
their reputation. 
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Sabine Kuester, Christian Homburg, & Thomas $. Robertson 


Retaliatory Behavior to 
New Product Entry 


In this article, the authors focus on the defense strategles that firms pursue when threatened by rival new products 
in their markets. They investigate retaliation as a multidimensional construct. The integrative framework combines 
the analysis of the marketing instrument used to react and the speed and breadth of retaliation. Results emphasize 
the importance of the rival product’s innovativeness in generating a reciprocal retaliation (a move in kind), though 
innovativeness slows the incumbent's reaction time. Market growth encourages rapid retaliation, especially on the 
product mix, whereas In concentrated markets, firms react less strongly on the product mix and exhibit slower re- 
actions. The study also captures the phenomenon of Incumbent inertia: Larger Incumbents retaliate less strongly 


and more slowly. 


creasing interest in market defense strategies (e.g., Bow- 

man and Gatignon 1995; Gatignon, Robertson, and Fein 
1997; Robinson 1988), building on one of the classic areas 
of research in industrial organization and economics. Mar- 
ket defense strategies refer to the initiatives of established 
competitors to deter or slow the entry of an actual or poten- 
tial new competitor in their market. A range of defense 
mechanisms has been discussed in the literature, including 
aggressive pricing, cost minimization, diversification, and 
the use of advertising. 

The principal objective of our research is to provide in- 
sight into the phenomenon of competitive retaliation by 
identifying the factors that influence defense decisions. The 
perspective is that of a firm threatened by a new rival prod- 
uct rather than by a new competitor. In view of the extant 
body of literature related to competitive reaction, an impor- 
tant contribution of this article is to provide a structured in- 
ventory of previous research in this area. We then take this 
as a springboard for a comprehensive reflection on market 
defense by analyzing this construct on multiple analytical 
dimensions. Rival response includes an instrumental (mar- 
keting mix elements used for reaction), an intensity (weight 
of reaction), a breadth (number of marketing instruments 
used), and a time (reaction speed) dimension. These dimen- 
sions have been studied previously in isolation, and we try 
to gain a more comprehensive understanding of retaliatory 
strategy by studying them simultaneously. 

In addition to extending the empirical base within the 
marketing literature on defense strategies, our research has 


|: recent years, the marketing discipline has shown in- 
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important managerial relevance. A potential value is to make 
established firms more aware of the crucial role of compet- 
itive interplay. This is important because strong competitors 
may experience reversals of their fortunes due to a failure to 
anticipate and counteract new competitive forces. Research 
by Clark and Montgomery (1996), for example, suggests 
that accurately perceiving competitive reactions has a posi- 
tive impact on a firm’s performance. Our investigation is 
also important from the point of view of the rival competi- 
tor by helping anticipate how established firms will react to 
a new product. 


Conceptual Understanding and 
Literature Review 


Terminology 


Competitive reactions are defined as a set of decisions by a 
firm in response to an observed competitive action (e.g., 
Schumpeter 1950). In our study, we focus on how firms re- 
act to new products. Competitive reactions also can occur in 
response to other stimuli, such as changes in a rival’s mar- 
keting decision portfolio (e.g., price changes, new advertis- 
ing campaigns) or changes in other decision variables (e.g., 
capacity additions, alliance formation). Depending on the 
competitive stimulus, the defense objective and retaliatory 
mechanism(s) will differ. 

Porter (1980) provides a conceptual basis for classifying 
these different stimuli. Threatening moves, such as new 
product introductions and price decreases, have a potentially 
negative impact on profitability of other players in the in- 
dustry, and therefore, countermoves must be expected. By 
contrast, cooperative or nonthreatening moves do not trigger 
competitive responses. Cooperative moves have the prop- 
erty that they do not interfere with the objectives of the rival 
competitor. (For example, price increases generally are de- 
signed as cooperative moves: The initiator anticipates that 
other competitors will follow.) Moves are nonthreatening if 
they go unnoticed (e.g., internal reorganizations) or if they 
are misperceived by other competitors regarding their po- 
tential to make inroads into their revenue stream (e.g., anew 
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entrant pursuing a niche strategy). It often has been argued 
that the way a firm responds to competitive actions can add 
substantially to its ability to sustain or enhance competitive 
advantage and may determine its ultimate organizational 
performance. In cases in which the established competitor 
reacts strongly to the new product, the success of the prod- 
uct launch can be jeopardized. 

Competitive reaction to new product entry is a multidi- 
mensional decision process (Figure 1). Although the focus 
of our research is on retaliation, we recognize that this is 
only one possible outcome in response to a new product en- 
try. Bain’s (1956) pioneering work on barriers to entry sug- 
gests that an incumbent, when faced with a potential entrant, 
could ignore the entry, engage in entry deterrence, or ac- 
commodate the entrant. Gatignon (1990) also proposes 
withdrawal from the market. Retaliation is associated with a 
counterattack to a competitive move. Any action by the 
threatened firm that aggravates the competitive situation for 
the rival product would fall into this category. We use the 
term to mean a deliberate counterresponse. 

Retaliation may be conceptualized on five dimensions: 


1. Instrumental dimension. A retaliatory move may occur us- 
ing the same marketing mix instrument; for example, a new 
product is counterattacked with a new product. Alterna- 
tively, a different marketing instrument, perhaps price, 
might be used. If the same marketing instrument is used, this 
constitutes a case of reciprocal retaliation. 


M 


Intensity dimension. The intensity of retaliation refers to the 
weight placed behind the marketing instrument, for exam- 
ple, the weight of advertising used to respond. 

3. Breadth dimension. This dimension refers to the number of 
marketing instruments used to retaliate (Gatignon, Апдег- 
son, and Helsen 1989; Lambin, Naert, and Bultez 1975; 
Leeflang and Wittink 1992, 1996). 

4. Speed dimension. Reaction speed measures the time lag 
between competitive threat and response, a dimension of 
considerable managerial relevance but that rarely has 
been studied in the marketing domain until recently 
(Bowman and Gatignon 1995; Gatignon, Robertson, and 
Fein 1997). 

5. Domain dimension. The domain of reaction refers to the 

market in which the defender counterattacks. In our pretest, 

domain retaliation rarely occurred, and we have not pursued 
this form of retaliation in our empirical research. 


We focus on combinations of the first four dimensions. 


Preentry Versus Розгепту Defense 


There is a dichotomy in the market defense literature in the 
sense that the extant stream of literature can be divided into 
pre- and postentry defense issues. The former mainly stems 
from economics and industrial organization and ranges from 
work on reaction functions to the theory of entry deterrence. 
Economists have used reaction functions to describe how 
firms in markets with oligopolistic structures make their de- 
cisions. Reaction behavior can be summarized in reaction 
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matrices, work in marketing that was pioneered Бу Lambin, 
Naert, and Bultez (1975). 

The literature stream on entry deterrence is based on 
Bain’s (1956) seminal work on entry barriers and involves 
strategies that aim for entry prevention (i.e., competition 
against potential rivals). The origins of Bain's discussion 
can be traced to Chamberlin (1933, p. 82), who discovered 
that entries of new firms had asymmetrical effects on the ex- 
isting base of competitors: "[I]f high average profits lead 
new competitors to invade the general field, the markets of 
different established producers cannot be wrested from them 
with equal facility." Chamberlin's view, which revolution- 
ized traditional oligopoly theory, later was systematized by 
Bain, who discussed how incumbent firms can take advan- 
tage of certain structural factors in the industry and, there- 
fore, are able to reap profits from incumbency (Gilbert 
1989). Bain explicitly defined his theory of incumbents' be- 
havior in relation to potential competition, but this narrow 
view subsequently was broadened. For this reason, preentry 
research (for a.review, see Gruca and Sudharshan 1995) has 
contributed to a large extent to the development of the logic 
for postentry defense. This area of research involves trying 
to understand how markets and competitive conduct change 
after entry has materialized; that is, it deals with issues of 
defense against actual competition. 


Analytical Contributions on Postentry Defense 


Hauser and Shugan's (1983) "Defender" model is an impor- 
tant contribution in the area of market defense strategies be- 
cause it provides an analytical framework for how an estab- 
lished firm should adjust its marketing mix in response to 
competitive entry. They predict that, in certain conditions, a 
negative reaction (e.g., cutting back resources on advertis- 
ing or even increasing price) represents the profit maximiz- 
ing strategy. This result follows from the assumption that all 
products in the target market remain passive, except the de- 
fender's and the challenger's. Therefore, the profit of the es- 
tablished product will decrease when entry cannot be 
prevented. 

The Defender model has been tested in several mar- 
kets (Hauser and Gaskin 1984) and principally has con- 
firmed the theoretical results. Kumar and Sudharshan 
(1988) have investigated the development of optimal de- 
fense strategies for existing products when attacked by a 
new product using a full equilibrium version of the De- 
fender model. The authors arrive at similar results to 
those suggested by Hauser and Shugan (1983). Gruca, 
Kumar, and Sudharshan (1992) have assumed that the ef- 
fects of marketing mix variables are not independent and 
use coupled response functions. The normative guide- 
lines they derive differ depending on the relative market 
share of the incumbents. They suggest that the optimal 
response for nondominant brands is to reduce price, ad- 
vertising, and distribution spending. For dominant 
brands, however, the response is to reduce price and in- 
crease marketing spending. Similar models have been de- 
veloped, for example, by Carpenter (1989); Choi, De- 
Sarbo, and Harker (1990); Hauser (1988); and Lane 
(1980). 
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Empirical Contributions on Postentry Defense 


Research in the area of competitive defense is inherently 
difficult because of the lack of reliable competitive data. Its 
availability is constrained largely because companies tend to 
maintain secrecy about competitive issues. In general, there 
is a relative paucity of empirical research in this field, 
though some researchers have begun to break ground. To be 
able to understand fully the state of knowledge in this field, 
we review the empirical contributions on market defense. In 
Table 1, we provide a structured overview of work in this 
field, distinguishing competitive reactions to potential entry 
(entry deterrence), actual entry, and new service initiatives. 

The first three studies, by Smiley (1988), Bunch and 
Smiley (1992), and Singh, Utton, and Waterson (1991), con- 
stitute rare cases of empirical work on entry deterrence. In 
general, the demarcation line between pre- and postentry in- 
cumbent behavior is rather difficult and is often important 
only for theoretical considerations. А posteriori, the investi- 
gator may not know when a market entry attempt was de- 
tected by the incumbent or whether a preentry reaction may 
be interpreted as a postentry reaction simply because of the 
time it takes to implement a strategy. All other studies ex- 
plore competitive reactions to an actual new competitor or 
competitive product and, therefore, refer to the case in 
which entry has materialized. 

Some general observations can be drawn from the em- 
pirical work as represented in Table 1. There is evidence that 
companies tend not to engage in advance entry deterrence. 
This conclusion has been suggested elsewhere by Gilbert 
(1989, p. 125), who found the evidence for entry deterrence 
to be "more anecdotal than actual." Empirically, Smiley 
(1988), Bunch and Smiley (1992), and Singh, Utton, and 
Waterson (1991) provide support that in most cases incum- 
bents do not attempt to deter entry. When threatened by an 
actual competitive initiative, however, the evidence suggests 
that firms defend their markets, though not uniformly. An 
important determinant of defense behavior is whether an in- 
cumbent is faced by a new competitor or a familiar rival. In 
cases in which a startup company—or de novo entry, in eco- 
попис parlance—threatens an established competitor, the in- 
cumbent is less likely to defend. This has been explained on 
the basis of the uncertainty that surrounds new businesses. 

There is also scattered evidence that the nature of the 
product plays a role in the incumbent's decision of how to de- 
fend. Robinson (1988) includes the innovativeness of the en- 
trant’s new product strategy as an explanatory variable. He 
finds that the more innovative the strategy, the stronger the in- 
cumbent's reaction is in the second year after introduction. In 
a similar vein, Bowman and Gatignon (1995, p. 51) claim that 
"innovative entries, in particular, represent a major threat and, 
thus, are expected to incite strong reactions," but their use of 
the PIMS database did not allow testing of this interesting 
contention. Cubbin and Domberger (1988), however, find 
that innovative entry appeared to have no effect on the likeli- 
hood of advertising response to product entry. Perhaps inno- 
vativeness has more impact on initiating reciprocal responses 
than on inducing responses on other marketing variables. 

There are also structural conditions in industries and 
firm-specific characteristics that potentially encourage 


TABLE 1 


Empirical Contributions on Competitive Reactions to New Product Or Market Entry 








Author(s) Research Problem Database Findings 
Entry 
Deterrence 
Smiley (1988) Use of entry-deterring strategies: primary data— Generally, incumbents do not engage in entry deter- 
advertising, research and devel- multiple indus- rence. For new products, incumbents emphasize use 
opment (R&D), learning advan- tries of advertising and patenting. For existing products, 
tages, excess capacity, limit-pric- firms attempt to fill all available product niches, hide 
ing, reputation, patenting profit data and use advertising to create loyalty. 
Bunch and Use of entry-deterring strategies: primary data— In addition to results obtained by Smiley (1988), study 
Smiley (1992) ^ advertising, R&D, learning ad- multiple indus- indicates that entry deterring strategies are used more 
vantages, excess capacity, limit- ^ tries (same often in concentrated, research intensive markets that 
pricing, reputation, patenting data as Smiley are populated by large firms (although size variable 
1988) had no effect in mature markets). Firms engage in en- 
try deterrence less when other barriers exist. 
Singh, Utton, Use of entry-deterring strategies: primary data— The majority of firms feel that strategic entry deter- 
and Waterson advertising, R&D, learning ad- multiple indus- rence is either not necessary or not in the company's 
(1991) vantages, excess capacity, limit- — tries interest. if they engage in entry deterrence, advertis- 
pricing ing and R&D play the most important role, next to se- 
curing supplies and installing an assured selling net- 
work. 
Actual Entry 
* New Product Entry 
Hauser and Application of Defender model to — single-industry Assessment suggests that Defender predictions differ 
Gaskin (1984) ^ compare predictive ability with data (grocery) from traditional predictions because of both the 
other forecasting methods method of estimating taste variation and the use of 
*per $" perceptual maps. Nevertheless, Defender ap- 
pears to make predictions within the range of "actual" 
test market shares. 
MacMillan Estimating response times to single-industry Strategic pressure speeds competitive response: or- 
McCaffery, and — easily imitated new products data (banking) _ ganizational inertia slows down competitive re- 
van Wijk sponse—even when Imitation barriers are low. 
(1985) 
Cubbin and Advertising response to new secondary In 38% of the analyzed cases the study finds positive 
Domberger product entry data advertising response. The higher the market share of 
(1988) incumbents and the lower the market growth, the 
higher the likelihood of an advertising reaction to the 
new product. 
Heil and Wal- Strength of competitive reactions primary data— New product Introductions, characterized by signal 
ters (1993) to new product signals multiple indus- ^ hostility and significant consequences for the compet- 
try ing firm, trigger strong competitive reactions. 
Bowman and Response time to a new product PIMS SPIYR& Response is faster п high-growth markets and in mar- 
Gatignon introduction. data kets characterized by low customer switching costs. 
(1995) Slower responses can be expected the lower market 
share of the defender and the higher market share of 
the attacker. Development cycle times and frequency 
of product changes appear critical in explaining re- 
sponse time. 
Gatignon, Success of response strategies primary data— Success of reaction is associated positively with 
Robertson, to a new product entry. multiple indus- speed; the greater the breadth of reaction, the less 
and Fein try successful; price reductions are not associated with 
(1997) success of reaction. 
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Continued 

Author(s) Research Problem Database Findings 

Actual Entry 

(Continued) 

• New Market Entry 

Biggadike Competitive reactions on price, PIMS No reaction is the norm. If reaction occurs, incum- 

(1979) capacity, product mix, marketing bents emphasize use of advertising and R&D to slow 
expenditures, and distribution entry and to maintain market position. 
changes (entrant perspective) 

Yip (1982) Competitive reactions on price, PIMS Virtually no response for entrants who came in 
capacity, product mix, marketing through acquisitions of an existing firm and only lim- 
expenditures, and distribution ited reaction to new firms. Most frequently, relative 
changes (entrant perspective) product quality and relative price were changed. 

Robinson aggressiveness of reactions that PIMS SPI No reaction to entry is the norm (81% in year 1 and 

(1988) can be expected from incumbent startup busi- 91% in year 2 after entry, respectively). Retallation 
firm in response to a new entrant ness data usually is associated with high-growth markets. 
(startup firms) 

Gatignon, Variation in marketing mix in re- Over-the- Firms retaliate with their most effective marketing mix 

Anderson, and sponse to entry of a new com- counter drug parameters and deemphasize use of less effective 

Helsen (1989) petitor market and submixes. Effectiveness 6 measured in terms of elas- 


airline industry — ticities. 


* New Service Initiatives 





Chen and Nonresponse and response lag single-industry _ Competitor dependence leads more often to cautious 

MacMillan to strategic and tactical moves data (airline in- response, and increases response delay, and likell- 

(1992) dustry) hood of reciprocal response. A highly irreversible com- 
petitive attack has opposite effect. 

Chen, Smith, Number of responses and re- single-industry Тһе number of competitors affected by an action and 

and Grimm sponse lag to strategic and tacti- data (airline the strategic importance of the markets under attack 

(1992) cal moves industry) increase the number of responses; strategic actions 


reduce the number of responses and delay competi- 
tive retaliation. 


*SPIYR provides information on the explanatory variables п ће PIMS database. 


incumbent firms to defend their markets against competi- 
tion. Variables such as market growth rate, industry concen- 
tration, and price sensitivity can help explain variations in 
incumbent reactions. Market attractiveness and strategic 
market importance, for example, seem to emerge as factors 
that are likely to trigger strong and fast responses (Bowman 
and Gatignon 1995; Chen, Smith, and Grimm 1992; 
MacMillan, McCaffery, and van Wijk 1985). An interesting 
diversion from this finding is Chen and MacMillan's (1992), 
who find that high market dependence in the airline indus- 
try leads to more cautious response. 


Framework of the Study 
Our research aims to build on the extant literature on market 
defense and add to previous studies in several ways. First, 
we treat market defense as a multidimensional phenomenon, 
recognizing that most research until now has examined a 
limited number of dimensions. We believe that this integra- 
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tive view will provide more insight into the retaliatory be- 
havior of firms. Integrative frameworks have the advantage 
that they generate a coherent structure of interdisciplinary 
knowledge pertaining to a particular domain of marketing 
phenomena. Second, we explicitly include the innovative- 
ness of the new product in our investigation. We are espe- 
cially interested in examining whether reciprocal retaliatory 
moves on new products are likely to be triggered, because 
previous studies provide conflicting evidence on this issue. 
Third, though a broader conceptual logic on defense mech- 
anisms is emerging, less attention has been paid to method- 
ological issues and the ability to generalize research results. 
We try to add to the emerging primary database using cross- 
industry survey research. There is also a lack of work that 
emphasizes issues of construct validity and reliability. We 
intend to apply contemporary measurement theory to the 
empirical data using LISREL, with the intention to subject 
our measures to more stringent tests of reliability and valid- 
ity. Thus, though some of the constructs we use have been 


studied before, our work advances research through аррју- 
ing contemporary measurement theory to these constructs. 

From previous research on defense, we identify three 
categories of factors that potentially can explain incumbent 
defense mechanisms to new product entry: entrant charac- 
teristics, industry characteristics, and incumbent character- 
istics. We are especially interested in investigating the in- 
strumental dimension (the marketing instruments used in 
the retaliation strategy) and the intensity, breadth, and reac- 
tion speed dimensions of retaliation. Our intention is to find 
patterns of retaliatory behavior that can be generalized 
across industries, such as consumer goods and industrial 
goods. Therefore, we restricted the investigation on the in- 
strumental dimension to marketing instruments that have 
significance in both consumer and industrial sectors. To 
identify reciprocal retaliation strategies, we chose the prod- 
uct and pricing mix as non-product-related marketing in- 
struments that have relevance in consumer and industrial 
goods industries. It was difficult to study distribution and 
promotion in a comparable manner across both categories. 
For the analysis, we have combined the instrumental with 
the intensity dimension. 

We first establish the hypotheses with regard to retalia- 
tory behavior on the product and price instruments of the 
marketing mix. Product mix reactions comprise product im- 
provements, repositionings, and product introductions. Price 
retaliation comprises price decreases and increases, as well 
as introduction of trade discounts. Next, we focus on reac- 
tion speed and breadth of reaction. For the breadth dimen- 


sion, we also have taken into account other marketing in- 
struments such as promotion reactions (changes in advertis- 
ing and promotion budget) and reactions on the distribution 
mix (expansion of sales force or distribution). In Figure 2, 
we depict the conceptual model. 


Hypotheses 
Retaliation with Product and Price Instruments 


Innovativeness. Empirical research in the area of market 
defense seems to suggest that the innovativeness of the en- 
trant’s product strategy influences the incumbent’s competi- 
tive reaction. There is scattered empirical evidence regarding 
the degree to which such product competition plays into the 
defender’s decision. Robinson (1988), for example, finds that 
the more innovative the new entrant’s product strategy, the 
more likely is the incumbent’s reaction, particularly in the 
second year after introduction. The argument is that innova- 
tive new products are perceived as threatening and thus elicit 
stronger reactions. Research by Gilbert and Newbery (1982) 
shows that incumbents rationally will preempt entrant invest- 
ment in innovation to continue to profit from the extension of 
existing market power when a radically new product creates a 
new market. Thus, we may infer that-the more innovative a 
new product entry, the more strongly the competitor will react 
on the product mix to maintain long-term competitiveness. 

If the rival new product is sufficiently innovative, the 
threatened firm may seek to enhance its value proposition 


FIGURE 2 
Conceptual Model of Retaliatory Behavior to New Product Entry 
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by a price retaliation on the existing product to prevent 
short-term erosion of sales. This strategy would be feasible 
because it is less resource-intensive—an important require- 
ment when a product mix response is prepared at the same 
time. A strong price retaliation, therefore, is more likely as 
the innovativeness of the rival’s product increases. 


Perceived threat. Empirical research in marketing using 
the signaling paradigm has led to two important conclusions: 
Hostile actions not only increase the reaction likelihood 
(Robertson, Eliashberg, and Rymon 1995), but also trigger 
stronger competitive reactions (Heil and Walters 1993). The 
latter study also finds that stronger reactions occur when 
competitive actions signal consequences for the threatened 
firm. These characteristics—hostility and consequence—are 
captured in the construct of threat. The more hostile and the 
more consequential an action, the more threatening it poten- 
tially becomes. In these cases, we expect a stronger retalia- 
tion to occur. Research by Axelrod (1984) suggests that this 
retaliation will be more likely to occur on the product mix. 
This is in line with the logic for reciprocal retaliation that in- 
dicates that a threatening action (e.g., a product launch) will 
lead to strong retaliation on the same dimension. 


Market growth. The marketing and industrial organiza- 
tion literature has shown that basic demand conditions affect 
competitive conduct, of which the rate of market growth is 
one important factor (Scherer and Ross 1992). Porter 
(1980), for example, argues that slowing growth rates make 
competition more aggressive. Heil and Robertson (1991) 
support this view in their conceptual work on competitive 
market signaling; Robinson (1988), however, finds reac- 
tions to entry of startup companies to be stronger in high- 
growth markets. A reason for this observation could be that 
market growth signals the potential for future profitability 
and, therefore, increases the attractiveness of these markets 
(Aaker and Day 1986). Competitors are likely to protect 
their future profitability by counterattacking a new product 
with a reaction on the product dimension to extend their ex- 
isting competitive advantage. This argument is supported by 
Day (1986), who contends that in high-growth markets, 
companies have certain expectations regarding sales devel- 
opment, and if deviations from these trajectories occur, the 
incumbent is likely to take countermeasures (Ramaswamy, 
Gatignon, and Reibstein 1994). Also, high-growth markets 
usually are associated with the early stage of the life cycle 
(Scherer and Ross 1992). Technological parity of products is 
low as opposed to mature markets, in which products tend to 
become more interchangeable. Changes in the composition 
of the product mix, therefore, are more common in high- 
growth environments (Bain 1956). Thus, we expect a 
stronger retaliation on the product dimension in growth mar- 
kets to counterattack a rival and hold market position. 


Industry concentration. The number of competitors af- 
fects the level of competitive rivalry. In markets with higher 
concentration, the ability of firms to coordinate their behav- 
ior is facilitated (for example, see Demsetz 1979). Research 
in game theory suggests that rivalry tends to intensify as the 
number of competitors increases. By the same token, Burke 
and Moore (1990) show that cooperative behavior is less 
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likely as more subjects participate in an interaction. These 
arguments suggest that retaliatory moves, in general, are 
more likely to occur in less concentrated markets, but em- 
pirical findings are not conclusive (Bowman and Gatignon 
1995; Robinson 1988). In addition, more concentrated mar- 
kets exhibit high visibility of competitive movements, and 
firms are likely to monitor the competition closely (Gale and 
Branch 1982), thus making cooperative conduct more 
prevalent. Also, less concentrated markets usually are popu- 
lated by a large number of smaller companies (Schelling 
1960) that may exhibit higher flexibility with regard to new 
product development. Stronger reactions on the product di- 
mension are, therefore, more likely to occur in markets with 
low rates of concentration. 


Price sensitivity. There are situations in which the in- 
cumbent’s market is characterized by customers that are rel- 
atively sensitive to price changes (for example, see Simon 
1989). This observable price sensitivity of a market segment 
is an indicator of buyers’ switching costs, which affects 
competitive rivalry because it defines the ease with which 
buyers can change to a substitute. In situations in which 
switching costs are low, buyers will exhibit a higher price 
sensitivity to discrepancies in competitors’ prices. In these 
cases, the new product entry potentially poses a greater 
threat to the incumbent competitor, and a strong product re- 
taliation is more likely to occur to prevent customers from 
being lured away to the new product. 

The argument with regard to price retaliation is relatively 
straightforward. If the rival uses price as a competitive para- 
meter, the threatened firm will perceive the need to do like- 
wise, especially in situations in which consumers exhibit price 
sensitivity. In these conditions, we expect price retaliation to 
be stronger than in less price-sensitive demand conditions. 


Incumbent size. The literature provides an interesting 
discussion on the link between the size of a competitor and 
its ability to sustain competitiveness through continued in- 
novations (e.g., Foster 1986). Often, the emergence of new 
products or technologies challenges the dominance of larg- 
er companies and overcomes existing entry barriers through 
innovations that go unmatched by the rival (Foster 1986). 
The argument is that larger competitors are often inflexible, 
and their unwillingness to innovate progressively is propor- 
tional to their potential revenue loss due to self-cannibaliza- 
tion (e.g., Reinganum 1983; Tushman and Anderson 1986). 
We expect, therefore, that a larger competitor, when threat- 
ened by a new product, is likely to react less strongly on the 
product dimension. 

Research seems to suggest that incumbents feel less need 
to decrease price in response to competitive product entry, es- 
pecially when they have a larger share of the market (Lilien 
and Kotler 1983). This is somewhat contradictory with re- 
gard to the limit-pricing literature (e.g., Milgrom and Roberts 
1982). Perhaps larger incumbents benefit from reputation ef- 
fects or hold the price umbrella for the industry and are re- 
luctant to use price-based retaliation. We posit, therefore, that 
incumbent size is associated negatively with price retaliation. 


Exit costs. Exit barriers are the opposite case of entry 
barriers. Exit costs are the financial penalties that must be 


borne by an incumbent when abandoning the market and 
that constrain the movement of a competitor from one in- 
dustry segment into another (Scherer and Ross 1992). In 
the case in which established firms face high exit costs, 
these firms will be more inclined to defend their current 
position, even if they are earning subnormal returns on 
their investment (Porter 1980). Dixit (1980) shows that 
exit barriers provide the incumbent with the incentive to 
take a more competitive posture toward potential rivals. 
Exit costs, therefore, help explain an incumbent’s reac- 
tion, because the consequences of a new product introduc- 
tion pose a threat to its profitability. Product-related activ- 
ities typically have stronger long-term value than 
activities on other marketing mixes, such as advertising or 
pricing. We assume that in the presence of high exit costs, 
firms will have a long-term orientation with respect to the 
relevant market and will be more inclined to engage in 
product retaliation. We expect, therefore, that the higher 
the exit costs, the stronger the incumbent will react on the 
product dimension. 

We now summarize our hypotheses with regard to the 
strength of retaliation expected on product and price: 


Ни: Retaliation on the product mix will be stronger (a) the 
more innovative the rival’s new product, (b) the higher the 
perceived threat of the new product introduction, (c) the 
higher the market growth rate, (d) the lower the industry 
concentration, (е) the higher the price sensitivity, (f) the 
smaller the incumbent, and (g) the higher the exit costs for 
the incumbent. 

Нз: Retaliation on price will be stronger (а) the more innova- 
tive the new product, (b) the higher the price sensitivity, 
and (c) the smaller the incumbent. 


Speed of Reaction 


Speed—or, more generally, time-based—philosophies have 
gained significant importance in business practice and man- 
agement theory. The classical areas in which speed is dis- 
cussed as an important factor of success are in the new prod- 
uct development process (e.g., Robertson 1993) and market 
pioneering (e.g., Moore, Boulding, and Goodstein 1991; 
Urban et al. 1986). In the strategy literature, a strand of re- 
search on the airline industry examines the value of speed in 
responding to various competitive moves (е.р., pricing, ser- 
vice improvements, mergers and acquisitions; Chen and 
MacMillan 1992; Smith et al. 1989; Smith et al. 1991). The 
results are not entirely conclusive, and questions must be 
raised whether findings hold true across industries and with 
regard to new product entry. Response time to competitive 
threats, however, has been a somewhat neglected subject, 
especially in marketing. Recent developments are studies by 
Bowman and Gatignon (1995), who investigate determi- 
nants of response time to new product introductions, and 
Gatignon, Robertson, and Fein (1997), who study determi- 
nants of success of market defense strategies, including 
speed of response. Leeflang and Wittink (1992) have mod- 
eled reaction speed using weekly scanner data. They find 
that price and feature are reaction instruments that show 
greater frequencies for quick reactions on the retail level. 


Innovativeness. Although speed seems to be a crucial el- 
ement of successful marketing strategies (Gatignon, Robert- 
son, and Fein 1997), we must acknowledge factors that may 
lead to a slower response than would be optimal in a given 
competitive interaction. This can be expected in the case in 
which a rival introduces an innovative new product, for 
which a retaliation strategy is difficult to design because of 
lead time and the more complex nature of this attack. This re- 
lationship also can be inferred from the literature dealing with 
organizational decision making as the outcome of bureau- 
cratic processes (for example, see Cyert and March 1963), ТЕ 
a competitive new product is radically new, it requires a more 
complex decision-making process and, thus, may lead to a re- 
sponse lag. We expect, therefore, that the innovativeness of 
the rival product has a negative effect on retaliation speed, 


Perceived threat. We expect hostile actions, or those 
with significant consequences for the threatened firm, to in- 
crease the likelihood of reaction (Robertson, Eliashberg, and 
Rymon 1995) or that hostile signals trigger stronger coun- 
terattacks (Heil and Walters 1993). These characteristics— 
hostility, consequences, and aggressiveness—are captured 
in the notion of threat. The more threatening the competitive 
action, the more important it is for the attacked firm to pre- 
pare a response swiftly (Simon 1989) to limit the potentially 
harmful effects on its profitability. Therefore, the greater the 
perceived threat, the speedier the response will be. 


Market growth. Empirical research suggests that speed- 
ler responses are more prevalent if markets are growing fast 
(Bowman and Gatignon 1995). As we explained previously, 
firms form growth expectations, and if those are jeoparized 
by a product entry, reactions are likely to occur to minimize 
this risk. Porter (1980) argues similarly that if a rival new 
product is perceived as attacking a business of major strate- 
gic importance (such as markets with high growth rates), it 
is likely to provoke rapid responses. We follow this line of 
reasoning and posit that firms will retaliate more quickly 
when operating in growing markets. 


Industry concentration. The lower the concentration in 
an industry, the more competitive the conduct among rivals 
(Gatignon, Weitz, and Bansal 1990). In such markets, a new 
product poses a threat to industry profitability, and competi- 
tors are more likely to react faster (Bowman and Gatignon 
1995). Conversely, when facing only a few competitors, 
firms constantly are monitoring competitive moves, which 
should enable them to anticipate and therefore react quickly 
(Porter 1980). Also, when the concentration is high, incum- 
bents expect new products to have an impact on their mar- 
ket share gradually as new entrants inevitably will invade 
their markets (Caves, Fortunato, and Ghemawat 1984). 
Competitors, therefore, are forced to defend in a speedy 
manner their market position against rival activities. Conse- 
quently, we expect a positive relationship between concen- 
tration and speed of response. 


Price sensitivity. И the competitor's new product has 
been introduced in conditions of price sensitivity, the threat- 
ened competitor has a strong incentive to react quickly to 
prevent its customer base from switching to the new prod- 
uct. Therefore, we expect a speedier retaliation. 


Retallatory Behavior / 97 


Incumbent size. In his seminal work on innovation, 
Schumpeter (1950) argues that size and monopoly power 
are related positively to inventive activity. He supports his 
theory with the rationale that firms need protection from 
competition before they bear the risks and costs of invention 
and innovation. Previously, the empirical base in this field 
was not able to provide any consistent conclusive evidence 
(e.g., Kamien and Schwartz 1975). More recent research 
suggests that larger incumbents fail to innovate because of 
inertia and inflexibility, often to protect their installed base 
and avoid self-cannibalization (e.g., Ghemawat 1991; Rein- 
ganum 1983). Therefore, we posit that the larger the threat- 
ened competitor, the slower retaliation will occur. 

From the preceding discussion, we posit the following 
hypotheses: 


Нз: Speedier retaliation is to be expected (a) when the п- 
val’s new product 1s less innovative, (b) when the in- 
cumbent perceives the new product as threatening, (c) 
in growing markets, (d) in more concentrated markets, 
(e) 1n conditions of high price sensitivity, and (f) for 
smaller incumbents. 


Breadth of Retaliation 


Industry concentration. The literature on strategic 
groups suggests that in markets with a large number of com- 
petitors, the number of relevant competitive parameters in- 
creases (e.g., Kim and Lim 1988). Competitors generally try 
to pursue a differentiation strategy by employing a wide 
range of marketing instruments to carve out a profitable and 
more stable position in the market (Caves and Pugel 1980). 
Porter (1980) notes that differentiation increases margins, 
decreases competitive rivalry, and lowers customers' price 
sensitivity. In more concentrated markets, the competitive 
conduct will be focused on fewer marketing instruments. In 
this environment, a narrower strategy orientation, such as 
overall cost leadership through economies of scale effects, is 
more likely (Kim and Lim 1988). Therefore, we posit that 
retaliation will be less broad (i.e., use fewer marketing in- 
struments) in high industry concentration. 


Price sensitivity. If price is a dominant competitive para- 
meter, the effect on industry profitability is usually negative. 
Therefore, firms try to emphasize other areas of competition, 
for example, through product differentiation, promotion, 
and/or distribution. Following from this logic, if a product is 
introduced in price-sensitive markets, a broader response on 
more marketing parameters seems necessary to counterattack. 

From the preceding discussion we summarize the 
following: 


На: The response of the defender will be broader (a) in less 
concentrated markets and (b) in conditions of high price 
sensitivity. 


Dependencies Among Retaliation Dimensions 


There are also potential relationships among the different re- 
taliation dimensions. For example, we may consider the re- 
taliatory moves on pricing and examine their effect on speed 
of retaliation. The literature frequently has pointed out that 
price often is used tactically (e.g., Simon 1989) and that the 
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effects of changes in pricing policy emerge relatively 
quickly. We therefore propose the following: 


Hs: Price retaliation is related positively to retaliation speed. 


Empirical Study 


It has been asserted that there is a lack of empirical re- 
search on competition within the marketing discipline 
(e.g., Bowman and Gatignon 1995). The majority of com- 
petitive research is normative analytical and, therefore, 
poses several limitations with regard to empirical testing. 
We seek to add to the empirical base by studying actual 
managerial reaction using a survey instrument. This 
methodology enables us to ask managers directly about 
their reactions to a new product and to study retaliatory be- 
havior cross-sectionally. 


Data 


For this study, we sampled a broad range of industries us- 
ing commercial lists, including both consumer and indus- 
trial goods manufacturers. The questionnaire was designed, 
pretested (n = 200), revised, and mailed to a random sam- 
ple of 910 senior marketing executives (director level 
[85.7%] or upper middle management [14.3%]), resulting 
in a returned sample size of 249 usable questionnaires. This 
yields an effective response rate of 27.4%. This response 
rate is similar to other studies that involve top and middle 
management as respondents and follow recommended pro- 
cedures in survey management (prenotification, incentives, 
and mail and/or telephone follow-up) (e.g., Gatignon and 
Robertson 1989; Gatignon, Robertson, and Fein 1997; 
Robertson, Eliashberg, and Rymon 1995). We conducted a 
chi-square test to check for nonresponse bias by comparing 
the industries represented in our sample with the mailing 
list. We found no significant differences; all industries in 
the list were represented proportionally in our sample. We 
also checked nonresponse bias by comparing early respon- 
dents with late respondents (first half versus second half) 
on multiple dimensions, including all dependent and inde- 


. pendent variables in our study. The distributions on all 


these dimensions were statistically identical, leading to the 
conclusion that a significant nonresponse bias is not evi- 
dent in this survey. 

We asked the respondents whether they could recall a 
competitor's new product in their product category. (We 
therefore are not focusing on intercategory competition.) In 
total, 186 respondents (74.796) indicated a competitive new 
product introduction. For these cases, we requested the re- 
spondent to indicate how long ago the competitor's prod- 
uct had entered. The mean for this variable was 13.4 
months ($ = 11.9). Of the respondents in the sample, 50.3% 
indicated that they became aware of the new product be- 
fore its actual market launch, 37.3% at the time of its 
launch, and 12.496 after launch. The assessment of the in- 
volvement of the respondent revealed that 83.596 were 
highly involved and 13.7% were moderately involved; 
2.8% had low involvement and were excluded from the 
analysis. 


Measures 


We developed the questionnaire to operationalize the con- 
structs that were specified in the conceptual framework. In ad- 
dition to measures that were available from the literature, an 
important input for the generation of the sample items was in- 
terviews carried out with executives in international executive 
programs prior to the design of the questionnaire. Subse- 
quently, we pretested the questionnaire on groups of managers 
from diverse industries taking part in these programs. The ex- 
ecutives were in upper-level management positions and had 
knowledge of the firm’s competitive intentions and activities. 
We used multi-item measures for most of the variables, 
because their use provides considerable advantages over 
single-item measures (e.g., Churchill 1979). With respect to 
multi-item measures, a distinction must be made between 
reflective (effect) and formative (cause) indicators (Bagozzi 
and Baumgartner 1994). We used both types of measures. In 
situations in which observed variables were regarded as 
manifestations of underlying constructs, we used a reflec- 
tive measurement model. In this case, we assessed the 
scales’ psychometric properties by means of criteria that are 
based on confirmatory factor analysis (Anderson and Gerb- 
ing 1988; Fornell and Larcker 1981). In Table 2, we provide 
information on the constructs we used in our study. 


In the context of scale validation, confirmatory factor 
analysis is considered superior to more traditional criteria 
(such as Cronbach’s alpha) because of its less restrictive as- 
sumptions (Gerbing and Anderson 1988). As an example, 
confirmatory factor analysis, unlike Cronbach’s alpha, does 
not assume equal item reliabilities for all the items measur- 
ing the same underlying construct. In addition, confirmatory 
factor analysis allows for more stringent evaluation of the 
measurement model’s adequacy (e.g., by means of statistical 
tests; Gerbing and Anderson 1988). If, in contrast, a con- 
struct is merely thought of as a summary index of observed 
variables, we used a formative measurement model. In this 
case, observed variables cover different facets of the con- 
struct and thus cannot be expected to have significant inter- 
correlations. 


Product and price reaction measures. Reactions on the 
product and price mix have been discussed previously in 
the literature. Leeflang and Wittink (1992, 1996) measure 
competitive reactions by calibrating reaction matrices with 
weekly scanner data. This enables them to develop a deci- 
sion-making tool that aids the manager in deciding whether 
to react. Heil and Walters (1993) define in their study the 
perceived strength of competitive reaction relative to the 
firm’s reaction capacity. Using our pretest results, we used 





TABLE 2 
Constructs: Definitions and Measurement Type 
Construct 
Name Definition Measurement Type Sample Item(s)/Description of Constructa 
RETPROD Retaliation on the product mix formative multHtem product improvements/introductions/repositionings 
RETPRICE Retaliation on the price mix formative multi-item price increase/decreases, trade discounts 
BREADTH Number of instruments used in formative multi-item product improvements/introductions/ 
reaction repositionings/price increase/decreases, trade 
discounts/changes in advertising/promotion 
budget/expansion in sales force or distribution 
SPEED Reaction speed/response lag reflective multi-item “Given our capabilities we reacted without delay to 
the competitor's new product” 
INNOV Degree of Innovativeness of rival reflective mult-item “The competitors new product 
new product represents a substantial change in technology" 
GROWTH Market growth in product category reflective multi-item “In this product category sales were growing fast.” 
EXIT Exit costs for threatened firm reflective multi-item Assessment of ability of the firm to absorb person- 
nel, alternate uses for the facilities, impact on costs 
of other businesses within company. 
PRICSEN Price sensitivity reflective ти ћет “Тһе sales volume is very much dependent on the 
prices we set.” 
THREAT Perceived threat of new product reflective multi-item “We did not perceive the new product 
introduciton as having a serious impact on our own business.” 
CONC Industry concentration single-item Percentage of sales accounted for by four largest 
competing businesses (СВА). 
INCSIZE Size of threatened firm single-item Firm's position in the market in terms of market 


aA complete list of measurement items Is available from the authors. 


share. 
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formative scales for the two dependent variables related to 
reactions on the product and price mix (RETPROD and 
RETPRICE; see Table 2). This conceptualization is based 
on Gatignon, Robertson, and Fein (1997), who formulated 
intensities of reactions (advertising/sales force, product and 
price reactions). Using this as a baseline, we coded addi- 
tional information from open-ended questions to capture all 
variations of competitive reactions. Values for the con- 
structs RETPROD and RETPRICE were computed as aver- 
ages of the corresponding indicators. The reason for con- 
ceptualizing these factors as formative measures is that the 
different items tap different ways of retaliating (e.g., on the 
product mix) that can be implemented independently of one 
another. As an example, retaliation on the product mix con- 
tains two items related to new product introduction and 
product improvement, respectively. Thus, the theoretical 
context of reflective construct measurement is not present 
for these factors. We also analyzed correlations between the 
different retaliation items. The fact that they were very low 
supports our conceptual arguments for a formative mea- 
surement approach. 


Reaction speed measure. Reaction speed or lag has been 
discussed conceptually and its importance emphasized (e.g., 
Bowman and Gatignon 1995; Hanssens 1980; Heil and 
Robertson 1991). To operationalize this construct on the ba- 
sis of its psychometric properties, we developed an item 
pool that pertains to reaction time (see Table 2). 


Breadth of reaction measure. The development of this 
dimension is rooted in Robinson's work (1988). Robinson 
classifies competitive reactions into (1) aggressive reac- 
tions, (2) accommodating reactions, and (3) passive reac- 
tions. To measure whether a reaction was of a particular 
type, Robinson generated a reaction index that equals an ag- 
gressive reaction to 1.0, a passive reaction to 0, and an ac- 
commodating reaction to —1. A similar index also has been 
developed by Gatignon, Robertson, and Fein (1997), who 


use this variable to assess the success of defense strategies. 
We operationalized the breadth of reaction on the basis of 
the combination of the reaction items on the product and 
price mix plus additional items on promotion and distribu- 
tion reactions (see Table 2). For each of the nine items, a bi- 
nary variable was defined equal to 1 if a reaction had taken 
place on the specific parameter (regardless of the intensity) 
and 0 otherwise. The variable BREADTH then is defined as 
the sum of these nine variables. 


Independent measures. The independent variables were 
measured by taking into account any antecedent measures 
that were developed in the literature (for innovativeness, see 
Gatignon, Robertson, and Fein 1997; for market growth and 
perceived threat, see Heil and Walters 1993). We then com- 
plemented these with suggestions provided by executives 
that were interviewed in the exploratory pretesting phase 
and purified the elaborate item pools in later pretesting 
stages (especially after the mail pretest). For exit costs, we 
adopted Burke's (1984) measure (see the variable EXIT, 
Table 2). The independent variables were operationalized in 
a reflective way, except industry concentration (CONC) and 
incumbent's size (INCSIZE). We measured CONC by the 
percentage of sales accounted for by four largest competing 
businesses (CR4). The CR4 is a common variant of the most 
widely used leading firm concentration ratio (Scherer and 
Ross 1992). To measure INCSIZE, we used the market share 
of the reacting firm. 

For each of the constructs, a single-factor confirmatory 
factor analysis was carried out using LISREL 8 (Jóreskog 
and Sórbom 1993). Information on these analyses is shown 
in Table 3. Composite reliability and average variance ex- 
tracted are two measures suggested by Fornell and Larcker 
(1981) to examine the shared variance among a set of ob- 
served variables measuring an underlying construct. In gen- 
eral, composite reliabilities of at least .6 and average vari- 
ances extracted of at least .5 are considered desirable 





TABLE 3 
Measure-Related Information Regarding Reflective Multi-Item Measures 
Average 
Number Composite Varlance 

Construct of Items Reliability Extracted x2ldf GFI AGFI CFI RMSEA 
Speed of retaliation 
(SPEED) 5 .88 .59 1.69 .99 .95 .99 .06 
Innovativeness of new 
product (INNOV) 4 .87 .62 4.76 .97 .86 .98 .14 
Market growth 
(GROWTH) 4 .83 .56 .39 .99 .99 .99 .01 
Incumbent exit costs 
(EXIT) 8 .91 .56 2.27 .94 .88 .98 .08 
Price sensitivity 
(PRICSEN) 4 .78 47 .90 .99 .99 .99 .01 
Threat posed Бу 
entrant (THREAT) 3 72 47 a a a a a 


aOverall fit criteria are not meaningful In the case of three Items in a single-factor model as there are по degrees of freedom. 
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(Bagozzi and Yi 1988). Overall, the results shown in Table 
3 suggest that each of the constructs has a reasonable degree 
of internal consistency among the corresponding indicators. 

The remaining statistics shown in Table 3 are overall fit 
measures, which evaluate how well the confirmatory factor 
analysis model reproduces the observed variables’ covariance 
matrix. Because the Y? test in covariance structure analysis is 
subject to serious limitations, we use the ratio of Х2 over the 
degrees of freedom (df) as a descriptive measure of overall fit 
(Bagozzi and Baumgartner 1994; Jéreskog and Sérbom 1989) 
rather than strictly interpreting X2 as a test statistic. Values of 
this ratio smaller than 2 indicate acceptable model fit. The 
goodness-of-fit index (GFI) and the adjusted goodness-of-fit 
index (AGFI) are two descriptive fit measures (Jóreskog and 
Sórbom 1989) for which usually a minimum value of .9 
(Bagozzi and Yi 1988; Baumgartner and Homburg 1996) is 
considered acceptable. The same threshold value may be ap- 
plied to the comparative fit index (CFT), which is an incre- 
mental fit index. Root mean square error of approximation 
(RMSEA) is a fit measure that is based on the concept of non- 
centrality (Baumgartner and Homburg 1996). Usually, values 
up to .08 are considered to indicate a reasonable model fit. 

In summary, the measures shown in Table 3 suggest that 
the six models (SPEED, INNOV, GROWTH, EXIT, 
PRICESEN, and THREAT) fit the data well. In addition, 
discriminant validity among the factors shown in Table 3 
was assessed by two independent procedures: First, two fac- 
tors at a time were combined in a confirmatory factor analy- 
sis model. The fit of these models then was compared with 
a model for which the correlation between the two factors 
was fixed to be equal to unity. Because this additional re- 
striction led to a significant increase in X? in every case, dis- 
criminant validity is evident. Second, we applied Fornell 
and Larcker's (1981) criterion, which also yielded positive 
results. 


Results 


Descriptive Results on Retaliatory Behavior 


As described previously, 186 respondents recognized a new 
product entry, with the degree of innovativeness varying be- 
tween minor innovations, such as product refinements, and 
radically new products. Most incumbents indicated that they 
reacted to the competitive new product. In total, 9396 reacted 
on at least one marketing mix element. Gatignon, Robertson, 
and Fein (1997) report a reaction frequency close to the one 
observed in our study. Studying 346 incumbents, they con- 
clude that 90% “reacted in some way." Bowman and 
Gatignon (1995, p. 46), who investigate response time to new 
product introductions using PIMS, find that 60.1% of the 
competitors “made a move in reaction to the new product.” 
These studies focus on competitive reactions to new products 
and not on reactions to new entrants (i.e., new companies in 
a particular market) as studied by Biggadike (1979), Robin- 
son (1988), and Yip (1982). With respect to competitive re- 
actions to new products, the literature gives many indications 
that a firm’s propensity to react to new products is quite high. 
Our study further supports these findings. 

Reactions were most frequently on the product dimen- 
sion, as product improvements, new product introduction, 


product repositionings, or a combination of these (i.e., out of 
the 186 respondents, 151, or 81.2%, indicated that they used 
a product-related instrument to react to the rival new prod- 
uct). There was less evidence of pricing response being used 
as frequently as the literature suggests. Reactions on price 
occurred in 54.8% of the cases, of which 27.4% were price 
cuts; 11.3% of the respondents indicated that they raised the 
price. This finding, which is in line with the recommenda- 
tions of the normative Defender model (Hauser and Shugan 
1983), is rather interesting because it contradicts common 
management belief. Reactions on distribution or promotion 
occurred in fewer than one-half of the cases. In general, 
most often the defense involved two (18.3%) or three ele- 
ments of the marketing mix (23.1%). 


Hypotheses Testing 


We tested the hypotheses using causal modeling by means 
of LISREL 8 (Jóreskog and Sórbom 1993). The independent 
factors (denoted as Es in the LISREL notation) of the model 
include the predictors of the different retaliation dimen- 
sions: INNOV (Е/), GROWTH (6), CONC (Ёз), INCSIZE 
(E4), EXIT (Es), PRICSEN (52), and THREAT (57). The de- 
pendent constructs (ns in the LISREL notation) were given 
by the different retaliation dimensions, including RET- 
PROD (nj), RETPRICE (1), SPEED (тз), and BREADTH 
(n4). In cases of reflective measurement, we included the 
corresponding factor as a latent variable in the model and 
used the items identified in the previously described purifi- 
cation process as indicator variables. We assumed each of 
the indicators to be a measure of the underlying latent vari- 
able subject to measurement error. In the case of a formative 
measurement approach, we computed a single indicator as 
the average of the items assigned to the corresponding fac- 
tor. We then modeled this indicator as an error-free measure 
of the underlying factor. 

A first issue in analyzing the causal modeling results re- 
lates to the overall fit of the model. We used the previously 
mentioned global fit indices (y2/df = 1.4, GFI = .94, АСЕ = 
.92, CFI = .99, RMSEA = .03), which all indicate a good 
overall fit. In addition, the examination of the plots of stan- 
dardized residuals revealed no nonlinearities, which suggests 
the absence of any serious specification error. We concluded, 
therefore, that our model fits the data reasonably well. 

The results of the analysis of the causal model are sum- 
marized in Table 4. H, is confirmed as far as the positive ef- 
fects of innovativeness and market growth and the negative 
effects of industry concentration and incumbent size. With 
regard to the predictor innovativeness, we had argued that 
innovative new products would represent a major threat and 
incite strong retaliatory moves on the product mix. Our em- 
pirical result supports this view (yj; = .24; p < .05). Firms 
try to extend their market power and react on the same di- 
mension by introducing a new product. This finding pro- 
vides support for the notion of reciprocal retaliation behav- 
ior; if a competitor is threatened on the product mix, it will 
retaliate with the same instrument. The stronger the attack 
on that specific dimension (i.e., the more innovative the new 
product), the stronger the reaction on the product mix will 
be. Also, strong product retaliation is more likely to occur in 
high-growth markets (y;? = .19; p < .01), which suggests an 
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TABLE 4 
Hypotheses Testing а, b 








A. Effects of Predictors on Retaliation 











Product Retaliation Price Retaliation Reaction Speed Breadth of Reaction 

Independent T4 12 тз па 
Factors (RETPRODY(H,) (RETPRICEY(H;) ' (SPEEDY(H3) (BREADTHY(H4) 
INNOV Е; yu =.24** %1 = –.01"" Үз = —34"7* с 

(+) (+) (-) 
GROWTH Ez Үә = .19**" с Yao = .15""" с 

(+) (+) 
СОМС Eg Үз = —.18** с Ya3 = – 13“ уаз = —21'"* 

+ (+) Ө 
INCSIZE Е, 14 = —.25* Yo4 = —50*** а =-.15** с 

- - Q 
EXIT &5 Ys = —.07 с с с 

(+) 
PRICSEN 28 ив = -07 Yos = .52*** зв = — 05 Yag = .14** 

(+) (+) (+) (+) 
THREAT £; 47 =-.04 с Үзу = .28** с 

(+) (+) 
R2 .15 .43 .29 61 
B. Effects Among Retaliation Dimensions 

SPEED (n3) 
(Hs) BREADTH (пије 

RETPROD (n) c Ва = 4777 
RETPRICE (12) Baz = .16*** (+) Ваг = .61*** 





aSigns of hypothesized effects are shown in parentheses. 


РАЙ of the tests are two-tailed with *10%, **596, and ***196 significance. The matrix entries are standardized estimates. 


indicates that an effect was not hypothesized. 


Notes: Overall model fit: x2/df = 1.4, GFI = .94, АСЕ! = .92, СА = .99, and RMSEA = .03. 


interplay between competitive forces and the stage of prod- 
uct life cycle (Lambkin and Day 1989). This finding can be 
contrasted with the view that firms in high-growth markets 
react less intensely to competitors because of capacity or 
general managerial or financial constraints (Scherer and 
Ross 1992). Our result signifies that growing markets signal 
a profit potential and that firms are more likely to invest and 
defend their positions. This view is supported by Day and 
Wensley (1983) and Day (1986), who argue that firms de- 
velop certain expectations when committing resources to 
new businesses. Expectations are likely to be proportional to 
the profit potential, and firms will be inclined to defend if 
competitors jeopardize their plans. 

The competitive structure of the market also plays a sig- 
nificant role in determining the strength of product retalia- 
tion. The analysis reveals that the greater the market con- 
centration, the less likely the threatened firm is to retaliate 
strongly on the product dimension (үз = —.18; p < .05). This 
is in contrast to Porter (1980), who posits that as concentra- 
tion increases, reactions are expected to increase. Perhaps 
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incumbents in highly concentrated markets try to avoid ag- 
gressive competitive conduct because the likelihood of a 
significant share loss is prevalent. The rational strategy, 
therefore, would be to prevent competitive warfare. 

We also find that larger incumbents are less inclined to 
retaliate strongly on the product dimension (үд = —25; р < 
.10). This provides confirmation (.10 level) of our hypothe- 
sis that larger firms may exhibit greater inflexibility and in- 
ertia and may be less inclined to react to new products. This 
could explain why larger firms have experienced reversals 
of their fortunes when outcompeted by a rival; they were un- 
able to react appropriately by introducing a competitive 
product to counterattack. This finding is also in line with the 
result on the relationship between industry concentration 
and the strength of product retaliation. In concentrated mar- 
kets, firm size tends to be larger than in less concentrated 
markets, and we therefore would expect a similar response 
pattern. In addition, the sign associated with the impact of 
price sensitivity is consistent with the hypothesis, but the pa- 
rameter estimate lacks significance. The proposed relation- 


ships with regard to exit costs and threat were not confirmed 
in the analysis. 

The strongest support for Н, (as shown in Table 4) is 
observed in connection with the effect of price sensitivity 
on the strength of price retaliation. When the rival new 
product was introduced in conditions of price sensitivity, 
the threatened firm retaliates more strongly on the price 
mix (16 = .52; p < .01), a result that is appealing intu- 
itively. The impact of innovativeness, however, is oppo- 
site to the hypothesis (ү = —01; р < .05). Firms that аге 
in the situation of being threatened by an innovative new 
product may try to avoid price competition unless they are 
forced into it (i.e., in price-sensitive market conditions). 
We point out, however, that the effect is relatively weak. 
Finally, the size of the incumbent is related negatively to 
a price reaction (ўд = —.50; р < .01), which indicates that 
larger competitors are less likely to react strongly on the 
price mix. 

Нз essentially is confirmed. Four of the six hypothesized 
effects are significant and show the hypothesized signs. We 
hypothesized that the more innovative the rival new product, 
the longer the response time would be. This is confirmed 
(ба = —34; p < .01) and suggests that the degree of newness 
impairs the ability of the threatened firm to counteract 
quickly. This interesting finding also has managerial impor- 
tance: The more innovative the rival's new product intro- 
duction, the longer it takes competitors to develop a re- 
sponse strategy. This may call for a strategy of unremitting 
innovation for companies pursuing sustained market leader- 
ship. As such, this result adds to our knowledge about reac- 
tion speed and therefore can be regarded as an extension of 
Bowman and Gatignon's (1995) research, who acknowledge 
that the type of entry might have an impact on retaliation 
speed. The positive effect of market growth on speed of re- 
action also is confirmed (732 = .15; p < .01). If firms view a 
market as highly attractive, speedier responses are more 
prevalent, a finding that is in line with Bowman and 
Gatignon (1995). We found that competitors in concentrated 
markets were less prone to react quickly (узз = —13; р < 
.05), a result that is contrary to our hypothesis. This finding 
is especially interesting when viewed in connection with Н; 
competitors in highly concentrated markets react less 
strongly on the product mix and less quickly. The influence 
of incumbent size is negative, as hypothesized (y44 = —.15; 
р < .05). Larger firms seem to react not only less strongly 
when threatened by a new product, but also more slowly. 
The predictor perceived threat has a positive effect on reac- 
tion speed (үзу = .28; р < .05). The latter result supports the 
finding by MacMillan, McCaffery, and van Wijk (1985) that 
less threatening new service introductions slowed reactions. 
Price sensitivity did not reveal a significant effect on reac- 
tion speed. 

In H4, we argued that the response of the defender would 
be less broad (fewer marketing mix instruments) in more con- 
centrated market conditions. The empirical results fully con- 
firm this hypothesis (y43 = —21; p < .01). We also hypothesized 
that price sensitivity would encourage a broader response. This 
expectation also is confirmed (уде = .14; p < .05). 

We also examined the relationship between price retali- 
ation and reaction speed (H5). The argument was that price 


reactions could be implemented without much delay and 
therefore could be used for tactical purposes. This has been 
confirmed in the empirical analysis (Вз; = .16; р < .01). In 
our causal model, we also examined relationships among the 
retaliation dimensions RETPROD, RETPRICE, and 
BREADTH. The analysis reveals that product and price re- 
taliation have significant positive effects on the breadth of 
reaction (Ba = 47; p< .01 and Ва = .61; р < .01). 

On an overall basis, our analysis shows a satisfactory de- 
gree of support for our theoretical reasoning. Of the 19 hy- 
pothesized effects, 12 are supported with a significance level 
of at least .05, 1 is supported at .10, and only two findings are 
Significant in contradicting the hypothesized effects. The 
models’ explanatory power varies considerably by dependent 
variable. It is highest for BREADTH (Е2 = .61), followed by 
RETPRICE (Е? = .43), SPEED (R? = .29), and then RET- 
PROD (К? = .15). We discuss the issue of overall explanatory 
power in studies of retaliatory behavior in the concluding 
section. It may be interesting to note that additional relation- 
ships not explicitly hypothesized in our study are now taken 
into account in an indirect way through the use of causal 
chains. As an example, innovativeness has a significant indi- 
rect effect on breadth through its effect on product retaliation. 


Discussion 


This research has provided interesting new insights into the 
retaliatory behavior of firms. Of particular interest is the de- 
gree of innovativeness of the rival new product. Our analy- 
sis reveals that the more innovative a rival new product, the 
more likely it is that the defender will use product-based in- 
struments to counterattack. Because innovativeness has a 
significant positive effect on product-related retaliation, we 
can conclude that reciprocal retaliation behavior is evident 
in this study. Competitors challenged on the product dimen- 
sion react most strongly on the same dimension. A matching 
move, as this concept was described in Schelling’s (1960) 
seminal work on conflict resolution, is a powerful signal in 
its own right. It indicates a competitor’s strong commitment 
to defend the status quo. Our results also show, however, 
that innovative new products slow the incumbent’s re- 
sponse, possibly because it takes time to develop an ade- 
quate response. Market growth has a positive effect on both 
product retaliation and reaction speed. This signifies that the 
market growth rate signals potential profitability and, thus, 
provides industry players with an incentive to defend their 
position in the market. 

We also highlighted the effect of industry concentra- 
tion and incumbent size. Both predictors have a negative 
impact on the strength of product retaliation, and the size 
of the incumbent also has a negative impact on speed of 
response. This seems to have captured the notion of in- 
cumbent inertia. Larger firms not only react more slowly, 
but also less strongly on the product dimension when 
challenged by a new product introduction. This may be 
due to a fear of cannibalizing the profit stream from ex- 
isting products, as has been discussed in the literature 
(e.g., Ghemawat 1991; Reinganum 1983). As mentioned 
previously, highly concentrated markets usually are pop- 
ulated by larger firms, which could explain why industry 
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concentration has a negative effect on the strength of 
product retaliation. It also may indicate that in concen- 
trated industries, certain norms of conduct have crystal- 
lized and that cooperative behavior is a more prevalent 
strategy component. 

Price sensitivity also plays an important role in ex- 
plaining retaliation. This variable has a significant effect 
on retaliation through price and on the speed of reaction. 
Also, in conditions of price sensitivity, firms try to re- 
spond more broadly, because competition that is based 
solely on price can be very harmful. Porter (1980) and 
Dutton and Jackson (1987) propose that competitors are 
motivated to respond if an action is viewed as threatening. 
Our analysis shows that the perceived threat of the new 
product introduction has a positive impact on reaction 
speed. 

We also intended to highlight some problems of opera- 
tionalization and measurement of research constructs in the 
marketing strategy domain. In this area, empirical re- 
searchers have paid only limited attention to issues of con- 
struct validity and reliability, which, in the consumer behav- 
ior domain for example, are addressed as a matter of course. 
We tried to address this shortcoming by applying more strin- 
gent tests of scale validity and reliability using confirmatory 
factor analysis. 

Because this study involves explaining competitive re- 
taliation in a multivariate setting, several limitations should 
be recognized. In general, the methodological paradigm 
chosen, survey methodology, has certain inadequacies. The 
methodology relies on a person’s perception of an event in 
the past, and inevitably we must address issues of recall and 
post-hoc rationalization. However, the research in the field 
of strategy comparing archival data with managers’ self-re- 
ports has shown that there is reasonable congruence be- 
tween the two data sources (Keats and Hitt 1988). Also, sur- 
vey methodology has the advantage that data can be 
collected for a specific set of research questions. Therefore, 
survey data are another pillar of methodology for strategy 
research, especially as the problem of scale inadequacy ex- 
ists. This problem refers to the paucity of established mea- 
surement scales to address concepts of strategy content and 
organizational characteristics. We argue that our study sup- 
plements existing methodologies by enabling us to tap into 
a different set of variables. 

Another limitation is caused by the cross-sectional na- 
ture of our study. Our sample is heterogeneous with regard 
to the industries included in the study. Therefore, the ex- 
planatory power of our models is relatively low for some of 
the constructs considered. Clearly, the grouping of busi- 
nesses would greatly increase the R2 values. We were inter- 
ested, however, in response patterns that can be generalized 
across industries. Low 225 also signify that some relevant 
dimensions may not be captured in our study design. For ex- 
ample, scholars in organizational theory have emphasized 
the importance of intraorganizational power structures in 
explaining the behavior of organizations (Pfeffer and Salan- 
cik 1978). Other important organizational factors may in- 
clude aspects of organizational structure, personality traits 
of decision makers, and historical aspects such as success of 
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previous decisions related to competitive moves or past or- 
ganizational performance. 


Managerial Implications 


The relevance of our research to managers can be assessed 
from both the perspective of the incumbent firm, which 
must defend, and that of the rival firm, which is introducing 
the new product. The managerial inferences that can be 
drawn from our research are based on the documentation of 
existing practices when firms are threatened by new prod- 
ucts. We cannot assert that the defense actions taken were 
necessarily “appropriate” but rather that these actions repre- 
sent the norms across a cross-section of industries. 

From the perspective of an incumbent faced with a new 
product entry, the following reactions are most prevalent and 
perhaps should be emulated or considered: product retaliation 
in conditions of a highly innovative rival new product, high 
market growth, low industry concentration, and by a smaller 
incumbent; price retaliation in conditions of high price sensi- 
tivity but low innovativeness of the rival new product and by 
a smaller incumbent; speed in conditions of low innovative- 
ness of the rival new product, high market growth, a smaller 
incumbent, low industry concentration, and a more significant 
threat; and breadth on multiple marketing instruments in con- 
ditions of low market concentration and high price sensitivity. 

From the point of view of the new product entrant, the 
managerial implications are when to expect reactions and in 
what form. This information is an important input for the 
managerial process of launching new products in the mar- 
ket. Empirical research indicates that new products usually 
are associated with a high failure rate. This has many causes, 
but the most salient arguments are that products fail either 
because they do not match customer needs or because of un- 
foreseen competitive countermoves. Our study helps new 
product entrants assess the likelihood of these reactions to 
develop launch strategies that include counterdefense plans 
as well. Managers should be in a better position to develop 
these plans on the basis of knowledge of reaction propensi- 
ties as revealed in this research and in previous research on 
market defense; this, therefore, increases the likelihood that 
the new product succeeds in a competitive business envi- 
ronment. Another implication from our findings that has 
significant managerial relevance relates to the positive ef- 
fect of innovativeness on product retaliation. Managers 
must understand the nature of reciprocal retaliation. Intro- 
ducing innovative products into the market fosters innova- 
tive activities by competitors, a consequence that has im- 
portant managerial implications. We also found that the 
more innovative the rival’s new product introduction, the 
longer it takes the competitor to develop a retaliation strat- 
egy. This may call for a strategy of unremitting innovation 
for firms that try to maintain market leadership or that 
attempt to challenge competitors. Also, the significant 
effects of market growth on product retaliation and reaction 
speed highlight that firms competing in such an environ- 
ment must focus on creative innovation and organizational 
responsiveness. 

Finally, we observe a negative impact of firm size on 
different reaction dimensions, including speed. This phe- 


nomenon of organizational inertia is relevant for managers, 
who should try to exploit the responsiveness, especially with 
respect to speed. Tools such as team-based structures, em- 
powerment, and flattening of hierarchies have been sug- 
gested in this context. Our findings reveal that managers in 


large firms should use these approaches consciously to in- 
crease their organization’s responsiveness with respect to 
competitive moves, as well as to other developments in the 
firm’s environment. 
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The Effects of Competition on Retail 
Structure: An Examination of 
Intratype, Intertype, and 
Intercategory Competition 


Discount retailers and “category killers” are belleved to be so detrimental to the existing retail environment that 
many communities have fought their entry through zoning and other regulations. However, the authors suggest that 
the patterns of competition among different types of retallers are more complex than previously believed. To un- 
derstand this complexity better, they explore the cross-sectional relationship of competition and retail structure for 
different types of retailers. Contrary to popular opinion, the findings suggest a positive association between the 
number of larger stores and the number and size of smaller stores. This implies a mutually beneficial relationship 


among different types of retailers rather than an overwhelming competitive advantage for larger stores. 


The mass merchandisers of retailing—Wal-Mart, Kmart 
and Target—and category killers—Toys В Us, Home De- 
pot and Blockbuster Video—are infiltrating small-town 
America and beyond. These price choppers, which prac- 
tice a scorched-earth policy of retailing, are putting a lot of 
smaller retailers in danger—if not out of business (Mc- 
Cune 1994, p. 10). 


he preceding quotation represents the popular view of 
the entry of larger retailers into a market. This view is 


expressed through the trade, academic, and popular 
presses, with Wal-Mart and large category killers taking the 
brunt of the attack. However, several theories and anecdotal 
evidence suggest the opposite. Although the main thrust of 
this attack relates to the effect of larger retail entrants on 
small stores, there is ample evidence that retail competition 
affects everyone in thé distribution channel. 

Channel members that previously largely controlled the 
distribution channel now need strategies for dealing with a 
changing retail structure. For example, Levi Strauss and 
Company announced that it would expand its distribution to 
mass marketers and limit supply to smaller stores (“It’s 
Back to Basics for Levi's" 1982). Other manufacturers, such 
as Procter & Gamble, PepsiCo, and H.J. Heinz, are having 
difficulty dealing with private branding by large discount 
stores and supermarkets (Sellers 1993). Likewise, whole- 
salers suffer when large retail entrants bypass local whole- 
sale channels. 

Retail structure also directly involves consumers. Con- 
sumers tailor their shopping habits to reflect both time needs 
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and mobility (Albaum and Hawkins 1983; East et al. 1994; 
Holman and Wilson 1982). Thus, retail structure largely de- 
termines the quality, price, and selection of products avail- 
able to consumers. Perhaps this is the reason that public pol- 
icy officials express concern with the structure of retailing, 
especially with regard to the entrance of Wal-Mart and oth- 
er discounters (Barnes 1996; Galagher 1995). These con- 
cerns often take the form of accusations that include every- 
thing from precipitating "business failures, job losses, [to] 
the deterioration of the downtown areas" (Hasty and Rear- 
don 1997, p. 201). Others assert these concerns are exagger- 
ated (Cockerham 1994; Ehrenfeld 1995; McCune 1994). 
With these concerns about retail structure, it is surpris- 
ing to find limited academic research on the subject. Most 
examinations of retail structure are unique to a single type of 
competition (e.g., intratype, intertype). Compounding the 
problem, researchers have yet to reach a consensus on vari- 
ous definitions of retail competition. Given the inconsisten- 
cy of definitions and classifications, we develop a coherent 
typology of retailers and retail competition. Next, we pre- 
sent a model that systematically examines the effects of 
these different types of competition on retail structure. 


Retail Structure 
Competitive interaction among retailers is described most 
commonly as either intra- or intertype. Levy and Weitz 
(1998) define intratype competition as that existing between 
the same type of retailers selling similar merchandise, 
whereas intertype competition is between different types of 
retailers selling similar merchandise. Alternatively, Dunne 
and Lusch (1999) use trade lines from the U.S. Census of 
Retail Trade and describe intratype competition as between 
stores within the same standard industrial classification 
(SIC) code. Mason, Mayer, and Wilkinson (1993, p. 167) 
define the type of competition according to whether retailers 
"compete against each other for the same households." Al- 
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ТАВГЕ 1 
Typology of Retail Competition 


Limited-Line Specialist 


Limited-line speciallst Intratype 
Broad-line specialist Intertype 
General merchandiser Intercategory 


Broad-Line Specialist General Merchandiser 
Intratype 


Intercategory Intratype 





so, Hirschman (1978) defines intratype competition on the 
basis of product line similarity, whereas Ingene (1983) sug- 
gests other classifications: intraindustry, interindustry, intra- 
group, and intergroup. 

The difficulty with these definitions is that retail types 
are not classified precisely, which leads to nonexclusive cat- 
egorization of competitive interaction among stores. For ex- 
ample, the competitive interaction between Bo Peep Books 
and a Barnes and Noble bookstore would be classified as in- 
tratype by Hirschman (1978) and Dunne and Lusch (1999). 
However, it would be classified as intertype by Levy and 
Weitz (1998) and intraindustry by Ingene (1983). To resolve 
this confusion, a more clearly defined classification of re- 
tailers is needed. One potential delineating concept is end- 
use consistency of product line. 

Kotler and Armstrong (1996, p. 301) use the concept of 
“consistency” to describe “how closely related the various 
product lines are in end-use." Applying this concept, Dis- 
covery Toys has a high level of consistency due to its pri- 
mary focus on educational toys and complementary prod- 
ucts. Conversely, Kmart has low consistency due to its 
noncomplementary merchandise mix. Using consistency 
and related constructs from the literature, such as con- 
sumption activities for "commodities or use" (Betancourt 
and Gautschi 1990), *use complements" (Balderston 1956; 
Mulhern and Leone 1991), "classification dominance" 
(Davidson, Doody, and Sweeney 1975; Hirschman 1978), 
“product/generic markets" (Day, Shocker, and Srivastava 
1979; Perreault and McCarthy 1996; Srivastava, Alpert, 
and Shocker 1984) and “broad/detailed lines” (U.S. Census 
of Retail Trade 1992), three types of retail stores emerge: 
limited-line specialists, broad-line specialists, and general 
merchandisers. 

Limited-line specialists are retailers that offer the high- 
est level of consistency of product lines to fulfill comple- 
mentary and specific product market end-use needs (e.g., 
Ace Hardware Store). Broad-line specialists are retailers 
that offer a broader level of consistency of product lines to 
fulfill complementary and more generic market end-use 
needs (e.g., Home Depot). General merchandisers are re- 
tailers that offer relatively inconsistent product lines to ful- 
fill noncomplementary and independent market end-use 
needs (e.g., Sears). 

Competition among these three types of retailers is clas- 
sified as intratype, intertype, or intercategory, as presented 
in Table 1. Intratype competition occurs when retailers of 
the same type (e.g., limited-line versus limited-line, broad- 
line versus broad-line) compete by selling similar merchan- 
dise. Intertype competition describes competition between 
limited-line and broad-line specialists that sell similar mer- 
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chandise (e.g., Ace Hardware versus Home Depot). Inter- 
category competition exists as competition between special- 
ists and general merchandisers selling similar merchandise 
(e.g., Ace Hardware versus Sears). These types of competi- 
tion can be modeled into retail structure to provide a more 
comprehensive treatment of the subject. 


Modeling Retail Structure 


Bucklin (1972) offers the most accepted definition of retail 
structure as the manner in which firms engage in the trade 
of a commodity. The construct of retail structure thus is set 
apart from market structure. Retail structure pertains to the 
composition of retail stores by size, mix, and distribution of 
retailers within a geographic area. In contrast, market struc- 
ture involves the demographic characteristics of the cus- 
tomers and environmental factors in a trade area (Bucklin 
1972; Ingene 1984c; Ingene and Brown 1987). Although the 
market factors determining retail structure have been exam- 
ined thoroughly by other authors (Bucklin 1969, 1972, 
1978; Ferber 1958; Hirschman 1978; Ingene 1983, 1984c; 
Ingene and Brown 1987; Ingene and Lusch 1981; Ingene 
and Yu 1981; Takeuchi and Bucklin 1977), competitive ef- 
fects need more detailed investigation. 

Ingene and Brown (1987) develop a holistic model of re- 
tail structure that includes market factors such as demo- 
graphic, environmental, and marketing mix variables as de- 
terminants. They propose that demographic variables and 
environmental characteristics affect retail structure both di- 
rectly and indirectly through effects on marketing mix vari- 
ables. Their model is expanded in Figure 1, using the typol- 
ogy from Table 1. 

The proposed model operationalizes retail structure by 
investigating three critical elements: store scale, retail satu- 
ration, and personal service levels. The constructs store 
scale and retail saturation correspond with previous defini- 
tions of retail structure in terms of sales per store and stores 
per household, respectively (Bucklin 1972; Hall, Knapp, 
and Winsten 1961; Ingene and Lusch 1981; Schwartzman 
1971; Takeuchi and Bucklin 1977). 

Bucklin (1972) argues that aggregate personal service 
levels in a market are integral to the manner in which firms 
engage in the trade of a commodity. Furthermore, both the 
quantity and quality of personal service have an effect on 
customer patronage (Ingene and Brown 1987; Schwartzman 
1971). The quantity of personal service rises with increased 
numbers of employees, leading to the expectation that cus- 
tomers can locate personnel more readily to assist with their 
purchases (“Consolidate, Specialize” 1994). The quality of 
personal service is operationalized primarily by the wage 


rate (Bucklin 1978; Ingene 1982, 1983, 1984c; Ingene and 
Brown 1987; Ingene and Lusch 1981; Schwartzman 1971). 
Higher pay results in higher-quality personal service due to 
more full-time and fewer part-time employees, less 
turnover, and closer supervision. 

Previous research only has addressed single types of 
competition. Although Ingene (1983) examines intertype 
competition between grocery stores and restaurants and In- 
gene and Brown (1987) examine intratype competition be- 
tween gasoline stations, the interactive effects of intratype, 
intertype, and intercategory competition have not been mod- 
eled together. In fact, there are contradictory effects predict- 
ed under different forms of competition. 


Effects of Competition 
One school of thought regarding competitive interaction and 
retail structure is referred to as “symbiosis.” Theories from 
this school hold that retailers have mutually beneficial ef- 
fects on one another. The second school of thought, “Dar- 


winism,” suggests that retailers fiercely compete for limited 
consumer dollars in a survival-of-the-fittest atmosphere. 


Symbiosis—Mutually Beneficial 


Theories supporting symbiotic relationships among retailers 
include multipurpose shopping (Ghosh 1986), minimum 
differentiation (see Brown 1989), symbiosis (Hawley 1950; 
Hirschman 1978, 1979), resource partitioning (Carroll 
1985), localized competition (Baum and Singh 1994; Haw- 
ley 1950; McPherson 1983), and social mutualism (Leifer 
1985; White 1981; White and Eccles 1987). 

The minimum differentiation principle, expanded from 
Hotelling’s (1929) seminal work, suggests that similar firms 
in intratype competition can benefit by forming an agglom- 
eration. Three major benefits arise from positive externali- 
ties—reduced consumer time, lower distribution costs 
through shared infrastructure, and uncertainty reduction (see 
Brown 1989)}—which thereby create profits in an agglomer- 
ation far exceeding independent locations (Lundy 1950; 
Wolinsky 1983). In essence, these agglomerations form 
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what Berry (1963) describes as specialized areas of func- 
tionally related activities, such as “restaurant rows,” “motor 
miles,” and “red-light districts” (Boal and Johnson 1968). 
Such areas enable consumers to comparison shop more ef- 
fectively by visiting a group of related stores rather than 
several isolated establishments. 

The agglomeration of different types of stores in a sin- 
gle area, which typifies intertype and intercategory compe- 
tition, enables customers to multipurpose shop. Multipur- 
pose shopping enables consumers to save time and shopping 
energy (Eppli and Benjamin 1994; Ghosh 1986; Ingene 
1984a, b). Ghosh’s (1986) multipurpose shopping theory 
posits that the agglomeration of dissimilar types of retailers 
results in more than double the profits of stores in indepen- 
dent locations. These profits arise from consumer savings 
resulting from reduced transaction costs (e.g., time and 
transportation), which in tum enable consumers to increase 
purchases. 

Hirschman (1978, 1979) extends this school of thought 
with the descriptive theory of symbiosis. She notes that spe- 
cialty stores tend to thrive because they exhibit classifica- 
tion dominance within their trade lines. She argues that 
stores arrange themselves in a three-tier price—quality con- 
tinuum in which direct competition remains within each tier, 
as with intratype competition, but not among them, as with 
intertype competition. This suggests that different types of 
retailers are not fighting over the same market share but sup- 
port one another by offering a complementary set of goods 
to best fulfill consumer needs (“Consolidate, Specialize” 
1994; Doyle 1997). Thus, consumers are willing to purchase 
more goods because of their ability to maximize utility by 
locating an ideal bundle of goods rather than “satisficing” 
because of limited selection availability within a region (In- 
gene 1983). 

Carroll’s (1985) resource partitioning model proposes 
that markets with large generalist organizations enable 
smaller specialists to exploit resources without directly 
competing with the generalists. Generalists occupy the cen- 
tral resources, thus freeing peripheral resources for special- 
ists. He shows that increasing intratype competition among 
large generalists results in a positive effect on specialists. 
Carroll and Swaminathan (1992) and Swaminathan (1995) 
provide additional empirical support. 

Paralleling Carroll’s model, localized competition mod- 
els suggest that the potential for adverse competition among 
organizations is a function of the overlap of their resource 
bases, such as customer demand, labor, and financial needs. 
Baum and Singh (1994) find lower failure rates when there 
is less overlap of resource bases, which in turn creates a po- 
tential for “demand enhancement.” This suggests that dis- 
similar retailers are more likely to exhibit symbiotic tenden- 
cies. Both the resource partitioning and localized 
competition models suggest that different types of retailers 
will thrive in one another’s presence. This occurs because of 
a lack of competition for resources, which in turn reduces 
costs and increases potential margins. The availability of 
higher potential margins will either attract more competition 
or decrease costs to the consumer as retailers use this larger 
potential margin to offer lower prices. 
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Unlike economic theories, social mutualism proposes 
that similar firms are symbiotic because of the need to en- 
hance one another’s institutional standing or sociopolitical 
legitimacy (Hawley 1950). Thus, organizations cooperate in 
one another’s best interest as well as in their own. This ulti- 
mately leads to a symbiotic relationship among all retailers, 
especially those in intratype competition. For example, less 
socially acceptable retailers, such as adult entertainment 
stores, often band together for support in the face of exter- 
nal threats. 


Darwinism—Survival of the Fittest 


Darwinists take the position that competition is a zero-sum 
game. In general, it is an accepted tenet of competition that 
lower differentiation among businesses leads to lower 
prices, profits, and sales (Aaker 1992; Czepiel 1992; Kerin, 
Mahajan, and Varadarajan 1990). Ingene and Lusch (1981) 
examine intratype competition between mom-and-pop gro- 
cery stores and full-line grocery stores. They predict that 
crowding out occurs because these stores offer similar prod- 
uct lines. Conditionally, multipurpose shopping (Ghosh 
1986), resource partitioning (Carroll 1985), localized com- 
petition (Baum and Singh 1994), and Marshallian economic 
theories of competition agree with this conclusion. 

Ghosh (1986) states that multipurpose shopping is detri- 
mental to intratype competition because the first entrants in- 
to an agglomeration will attempt to dissuade entry by simi- 
lar stores to protect early entrants’ exclusivity of benefits. 
Thus, though multipurpose shopping suggests symbiosis in 
intertype and intercategory competition, it also suggests a 
Darwinian effect for intratype competition. 

Carroll’s (1985) theory of resource partitioning argues 
that intertype competition between generalists and special- 
ists benefits smaller firms. Alternatively, intratype competi- 
tors use more similar resources than intertype competitors, 
which results in higher failure rates. This parallels the effect 
of intratype competition predicted by the localized competi- 
tion theory (Baum and Singh 1994). Essentially, the local- 
ized competition model predicts stronger adverse effects for 
intratype competition, whereas intertype competitors face 
more marginal competition. 

As detailed previously, symbiosis and Darwinian 
schools predict contradictory outcomes depending on the 
specific competitive situation. In the next section, we apply 
these theories to the model of retail structure in Figure 1 and 
develop hypotheses to test the model. 


Hypotheses 


Effects of Competition on Saturation 


The first hypothesis investigates the effects of intercategory 
competition on saturation (1.е., the number of stores per 
household). Marshallian models of competition and the 
crowding-out effect proposed by Ingene and Lusch (1981) 
predict a Darwinian effect. The popular press and anecdotal 
evidence of the demise of mom-and-pop stores further sug- 
gest a Darwinian effect of intercategory competition on spe- 
cialist saturation levels. Conversely, multipurpose shopping, 


symbiosis, resource partitioning, localized competition, and 
social mutualism theories all predict a symbiotic effect for 
‚ the number of general merchandisers on the number of both 
limited-line and broad-line specialists. This positive effect is 
exemplified by a large new regional mall (e.g., Park Mead- 
ows in south Denver) with many general merchandisers as 
anchors (e.g., Dillards, Nordstrom, Foley’s) that has attract- 
ed many limited-line specialists (both within and near the 
mall) and broad-line specialists (e.g., Borders, PetSmart, 
Toys ’R Us, Best Buy) surrounding the mall. An overall 
symbiotic effect can be presumed from this behavior. Thus, 
the preponderance of theories and anecdotal behavior sug- 
gests the following: 


Ha: Intercategory competition has a positive effect on special- 
ist saturation levels. 


The effects of intertype competition between limited- 
line and broad-line specialist stores are unclear. Although 
many of the same basic arguments that are reflected in in- 
tercategory competition still hold, intertype competitors are 
more likely than intercategory competitors to share similar 
resource bases. The effects predicted by localized competi- 
tion and resource partitioning theories are indeterminate be- 
cause of the unspecified degree of resource overlap between 
limited-line and broad-line specialists. The hypothesis there- 
fore tests each direction: 


Hy: Intertype competition has a positive (negative) effect on 
specialist saturation. 


Effects of Competition on Store Scale 


There are competing arguments about the effects of competi- 
tion on the scale (i.e., size) of stores. Economic theory sug- 
gests that, as competition increases, each competitor receives 
а smaller share of the market. The popular perception of mass 
merchandisers' adverse effects on smaller stores also implies 
a negative effect for intercategory competition on specialists’ 
scale. Porter (1980) argues that competition is more intense 
among diverse groups of firms, though Ghosh (1986) con- 
vincingly shows that multipurpose shopping results in larger 
sales for stores that locate in a diverse agglomeration. This is 
consistent with Hirschman's (1978, 1979) symbiosis argu- 
ment, as well as resource partitioning, localized competition, 
and social mutualism theories. Given the number of theories 
favoring a symbiotic effect, we predict the following: 


Ноа: Intercategory competition has a positive effect on the 
scale of specialists. 


Representing the Darwinist argument, Ingene and Lusch 
(1981) suggest that intertype competition has a negative ef- 
fect on store scale. The resource partitioning and localized 
competition theories are indeterminate because of the rela- 
tive overlap of resource sharing between broad-line and lim- 
ited-line specialists. Symbiosis, social mutualism, and mul- 
tipurpose shopping theories indicate a strong positive effect 
for the number of broad-line specialists on the size of limit- 
ed-line specialists and the number of limited-line specialists 
on the scale of broad-line specialists. The latter argument 
supports the following hypothesis: 


Hay: Intertype competition has a positive effect on the scale of 
other specialists. 


Minimum differentiation theory (Brown 1989) applies 
only to intratype competition and suggests a positive effect 
on scale. Ghosh (1986) shows that multipurpose shopping 
has the opposite effect in the same competitive conditions. 
Other theories, such as resource partitioning and localized 
competition, indicate a symbiotic effect in conditions of in- 
tercategory competition and a Darwinian effect when exam- 
ined in intratype competition. Even Hirschman's (1978, 
1979) symbiosis theory indicates that competition remains 
within, rather than between, tiers. This further supports a 
Darwinian effect of intratype competition. Betancourt and 
Gautschi (1990, p. 159) imply additional evidence for a neg- 
ative effect with their fourth proposition: "Specialists must 
be careful in their participation in retail agglomerations, fa- 
voring those in which other specialists provide different 
product lines and avoiding those in which other specialists 
provide the same product line." Therefore, we predict the 
following: 

Нос: Аз intratype competition increases, intratype scale de- 

creases. 


Effects of Personal Service on Retail Structure 


As presented in the model, personal service levels are ex- 
pected to have a direct effect on both retail store scale (1.е., 
size) and specialist saturation levels (i.e., number of limited- 
and broad-line specialists per household). Empirically, In- 
gene (1983), Ingene and Brown (1987), and Ingene and 
Lusch (1981) show a relationship between personal service 
levels and competitive structure. 

Betancourt and Gautschi (1990) suggest that increases in 
complementary services result in a net increase in sales. In- 
gene and Brown (1987) and Ingene and Lusch (1981) agree 
that increases in personal service positively affect sales. As- 
suming an aggregation of increased personal service levels 
across all limited- or broad-line specialists, the effect gener- 
alizes to the following: 

H4: Intratype personal service levels have a positive impact 

on specialist store scale. 


The effect of intertype personal service levels on store 
scale has not been examined empirically. Overall, if broad- 
line specialists increase personal service offerings, they will 
be more closely gross substitutes for an agglomeration of 
limited-line specialists, thereby drawing sales away from 
competitors. For example, if Circuit City (i.e., a broad-line 
specialist) dramatically increases service levels, it likely 
would increase market share as well by attracting customers 
who demand higher service levels. Typically, customers de- 
manding superior service shop at smaller, more service-ori- 
ented stores (i.e., limited-line specialists). Higher personal 
service levels would cause a decrease in the scale of spe- 
cialists that do not react to consumer demand and an in- 
crease in scale for specialists that increase services. There- 
fore, we predict the following: 


Hay: Intertype personal service levels have a negative effect on 
specialist store scale. 
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Ingene and Lusch (1981) state that personal service vari- 
ables should not have an effect on competitive saturation 
levels within a single trade line (Ingene 1983; Ingene and 
Brown 1987). However, they do not extend their argument 
to include intertype personal service levels. Ingene and 
Brown (1987) find that gasoline station personal service lev- 
els have a negative effect on the relative numbers of mom- 
and-pop stores in an area. An aggregate increase in person- 
al service levels within one type of specialist has a negative 
effect on the saturation levels of the other type of specialist 
through one of two avenues. When all broad-line specialists 
increase their personal service levels, either limited-line 
specialists encounter an entry barrier or marginal limited- 
line specialists fail due to lower sales, as hypothesized in 
Ha. Either result leads to less saturation of specialists in the 
market. Therefore, we predict the following: 


Наг: Intertype personal service levels have a negative effect on 
specialist saturation. 


Methodology 


The U.S. Census of Retail Trade (1992), Sales and Market- 
ing Management—Survey of Buying Power (1992), and the 
County and City Data Book (1994) provide the 1992 data 
for this study. Following Hirschman (1978), Ingene and 
Lusch (1981), and Ingene and Brown (1987), we chose a 
single trade line—sporting goods, SIC 5941—for study. 
This trade line is interesting because it is representative of 
overall trends in retail competition. For example, category 
killers such as Sports Authority (Khermouch 1993) have 
counterparts in other trade lines, such as Toys 'R Us, Circuit 
City, Home Depot, Office Depot, and CompUSA (“Catego- 
ry Killers" 1995). Also, sporting goods constitute the only 
trade line in the U.S. Census of Retail Trade with separate 
data recorded for limited-line specialists and broad-line spe- 
cialists, as well as merchandise-line data for general mer- 
chandisers (SIC 53). A general-line sporting goods store is 
the equivalent of a broad-line specialist, one that primarily 
sells a general line of sporting goods and equipment. А spe- 
cialty-line sporting goods store, in contrast, represents a lim- 
ited-line specialist that carries a maximum of four lines of 
sporting goods and equipment. 

The geographic area definition commonly used to study 
retail structure and competition is the standard metropolitan 
statistical area (SMSA) (Ingene and Lusch 1981). The term 
metropolitan statistical area (MSA) is used in this research 
regardless of whether MSA or primary metropolitan statisti- 
cal area (PMSA) is used in the original sources cited. Use of 
the MSA is well documented in the literature (for a full dis- 
cussion of the strengths of using an MSA as a unit of analy- 
sis, see Ingene 1983). We dropped from consideration 
MSAs without limited-line and broad-line sporting goods 
stores, or those lacking any line of sporting goods trade for 
general merchandisers. 


Variable Definitions 


Market structure is a major determinant of retail structure 
and consists of those variables that create or impede demand 
for retailers. Therefore, market structure consists of envi- 
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ronmental variables such as mobility and population densi- 
ty, as well as socioeconomic variables such as income and 
age that drive consumer shopping habits. Bucklin (1972); 
Hall, Knapp, and Winsten (1961); Ingene (1982, 1983, 
1984c); Ingene and Brown (1987); Ingene and Lusch 
(1981); Schwartzman (1971); and Takeuchi and Bucklin 
(1977) extensively study the effect of market structure vari- 
ables on retail structure. We adopt variables from these stud- 
ies for this research. In Table 2, we present the descriptive 
data and provide additional data in the Appendix. 

Category preference is not used in previous studies. Un- 
like groceries or other necessities, sporting goods are 
leisure items with distinct geographic differences in expen- 
diture patterns. The geographic variance of these differ- 
ences is partialed out of the regressions using a variable 
that measures product line preference: sporting goods sales 
as a percentage of all retail sales. In essence, the measure 
accounts for different tastes and preferences across geo- 
graphic boundaries and is included to avoid potential mod- 
el underspecification. 

Mobility was operationalized previously as car owner- 
ship per capita in an MSA (Ingene 1983; Ingene and Brown 
1987). Schwartzman's (1971) previous operationalization of 
mobility, gasoline expenditures per household, is adopted be- 
cause it better estimates the actual movement of consumers. 
This measure includes both budget constraints on transporta- 
tion and degree of usage rather than just ownership. Also, car 
ownership per capita does not include trucks, which are rela- 
tively more prevalent in some geographical areas than others, 
potentially biasing the measure of cars per capita. It should 
be noted that alternative measures, gasoline expenditures and 
car ownership per capita, are correlated at г = .959. 


Functional Form 


This study examines three major functional forms, one for 

each dependent construct. From the model, the function's 

initial specifications are: 

(1) personal service — f[socioeconomic factors, 
environmental factors], 


(2) saturation = f[socioeconomic factors, environmental 
factors, competition, personal service], and 


(3) store scale = f[socioeconomic factors, environmental 
factors, saturation, personal service]. 


There is sufficient reason to believe that the effects of 
the independent constructs are hierarchical in nature. The 
major and initial effect on retail structure is market struc- 
ture, with other effects being secondary. It is only after de- 
velopment of the market that competition begins to form. 
Thus, the following ordinary least squares (OLS) function 
describes Equation 2: 


(4) Sat = Bo + XB MS) + Za Serv)) 
+ У Врцкузаћ) te, 


where 


Sat = number of stores per 1000 households (two equa- 
tions: limited-line and broad-line specialists), 


Sat, = intercategory and intertype saturation levels 
(number of stores per 1000 households), 


TABLE 2 











Variable Definitions 

Standard Data 
Variable Mean Deviation N Source 
Market Structure Variables 
%Age 18—24 11.13 3.41 315 SMM 
%Age 25—34 16.58 1.64 315 SMM 
%Age 35—49 21.26 1.70 315 SMM 
Median Age 32.97 2.85 315 SMM 
%Income 20,000—34,000 25.58 3.04 315 SMM 
Selncome 35,000—49,000 19.54 2.20 315 SMM 
%lncome 50,000+ 24.12 8.05 315 SMM 
Median effective buying income 31,452.00 5,930.00 315 SMM 
Household size (average) 2.71 .19 315 SMM 
Population density (people per square mile) 3,562.00 2,947.00 307 1994 CCD 
Mobility ($ gas expenditures per household) 1,569.20 464.54 315 1992 CRT and SMM 
Category preference (96 sales of sporting goods) .74 .35 310 1992 CRT 
Реган Structure Variables 
Limited-line specialist saturation 
(stores per 1000 households) 18 .06 146 1992 CRT 
Broad-line specialist saturation 
(stores per 1000 households) .08 .03 147 1992 СНТ 
General merchandise saturation 
(departments per 1000 household) .19 .07 311 1992 CRT 
Limited-line specialist service quantity 
(employees per 1000 households) .87 .46 146 1992 CRT 
Limited-line specialist service quality 
(average wage rate per 1000 households) 13.23 2.28 140 1992 CRT 
Broad-line specialist service quantity 
(employees per 1000 households) .67 .34 147 1992 САТ 
Broad-line specialist service quality 
(average wage rate per 1000 households) 12.24 2.51 141 1992 CRT 
Limited-line specialist store scale 
(average sales per store per 1000 households) 483.67 175.85 147 1992 CRT 
Broad-line specialist store scale 
(average sales per store per 1000 household) 910.82 393.72 148 1992 CRT 


Notes: SSM = 1992 Survey of Buying Power 


by Sales and Marketing Management (August 24, 1992). 1992 CRT = 1992 Census of 


published 
Retail Trade, Report Series Disk 1H - CD ROM. 1894 CCD = 1994 County and City Databook, U.S. Government Printing Office, Wash- 


ington, DC (1992 data). 


MS; = market structure variables (see Table 2), and 
Serv; = intertype personal service quantity and quality. 


Two separate functions disaggregate Equation 4, as 
follows: 


(5) 
where 
e1 = Во + (B, vg Serv) + EBra Saty) + e». 


Equation 6 allows the effects of retail structure to be es- 
timated independent of the primary market structure effects 


Sat = Bo: + Boy MS)) + ei, 


(6) 


by using two stages of hierarchical estimation. Fortunately, 
this also reduces the need to control for the effects of multi- 
collinearity inherent in the market structure variables (In- 
gene 1983). 

The determinants of store scale (i.e., Equation 3) simi- 
larly are reduced from 


(7) Scale = Во + (Виз MS) + Z(ByervgyServ,) 
+ ElPe Saty) +e, 


where 


Scale = sales in dollars per store (two equations: limit- 
ed-line and broad-line specialists); 
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Sat, = intercategory, intertype, and intratype saturation 
levels (number of stores per 1000 households); 


MS, = market structure variables (see Table 2); and 


Serv, = intratype and intertype personal service quanti- 


ty and quality. 
to the reduced equations of 
(8) Scale = Во + УВ) МЗ) + е, 


and 
(9) е = Bo + L(BeervyyS€T¥}) + Ваза) + ел. 


Other researchers thoroughly examine market structure 
effects; it is unnecessary to repeat their studies here. Instead, 
we concentrate on the direct effects of different types of 
competition in Equations 6 and 9, as suggested by the hy- 
potheses. The second-stage effects do not allow for estima- 
tion of any variance shared between the retail structure and 
the market structure effects, thus providing a stringent test 
of independent effects within the retail structure domain. Al- 
so, the data are census rather than sample data. Therefore, 
we examine the results of the statistical tests at the less con- 
servative .10 alpha level. 


Results 


The results of this study are obtained using an adapted two- 
stage hierarchical OLS regression. The second stage of the 
analysis concentrates on the portion of the model that ad- 
dresses retail structure. With the exception of overall model 
fit measures, we present only those results that pertain to re- 
tail competition, as in Equations 6 and 9. 


Model Fit 


The overall variance explained for saturation levels ranges 
from .55 to .62. This is comparable to previous findings of 
.49 to .73 for grocery stores (Ingene 1983; Ingene and Lusch 
1981), .60 to .64 for restaurants (Ingene 1983), and .45 for 
gasoline retailers (Ingene and Brown 1987). The variance 
explained for store scale varies from .69 to .74. This is also 
consistent with previous findings of .63 and .61 for U.S. and 
Japanese retailing (Takeuchi and Bucklin 1977), .44 to .76 
for grocery stores (Ingene 1983; Ingene and Lusch 1981), 
.67 to .71 for restaurants (Ingene 1983), and .48 for gasoline 
retailers (Ingene and Brown 1987). The overall model fit is 
comparable with previous models that examine other trade 
lines using previous census data. This is an initial indication 
of external validity both across samples and longitudinally. 
In Tables 3 and 4, we present a summary of the results. 


Hypotheses Results 


The results indicate that general merchandiser saturation has 
a positive effect on broad-line specialist saturation but not 
directly on limited-line specialist saturation. Therefore, H; 
is supported partially. There is also partial support for a pos- 
itive effect of intertype competition levels on saturation 
(Hib). Broad-line specialist saturation has a positive effect 
on limited-line specialist saturation, but not vice versa. This 
suggests that the flow of symbiotic effects is unidirectional 
from lowest to highest consistency retailers, or from gener- 


114 / Journal of Marketing, October 1999 


al merchandisers to broad-line specialists to limited-line 
specialists. 

The second set of hypotheses (H2,, Hoy) examines ef- 
fects of saturation levels on store scale. The results indicate 
a symbiotic effect of intercategory competition on store 
scale (H»,). Also, broad-line specialist saturation positively 
affects limited-line specialist scale, but the reverse is not 
true. This partially supports a symbiotic effect for intertype 
competition on specialist store scale (Нор). Thus, symbiotic 
effects of competition on store scale are not completely 
transferable to all levels of competition. 

As expected, intratype competition has a negative effect 
on the size of retailers, which lends support to Нос. The im- 
portant finding is that the effects on limited-line specialists 
are not dissimilar to those on broad-line specialists. In short, 
all intratype competition tends to have a detrimental impact 
on the scale of "same-type" retailers. 

Results reveal that intratype personal service levels have 
а positive effect on the scale of retailers, in support of Нза. 
With the exception of the effect of personal service quality 
of broad-line specialists on the scale of limited-line special- 
ists, the other three tests support Нађ. This suggests that in- 
creases in intertype personal service have a negative effect 
on store scale. Нз, receives partial support, in that broad-line 
specialist personal service quantity has a negative effect on 
limited-line specialist saturation levels. Likewise, when the 
personal service quality offered by broad-line specialists ris- 
es, the number of limited-line specialists per household de- 
creases. Other comparisons of personal service level effects 
on competitive scale are not significant. Therefore, the lack 
of effect of personal service variables on competitive satu- 
ration levels proposed by Ingene and Lusch (1981) extends 
only to personal service quantity effects on specialist satu- 
ration, not universally to all intertype competition. 


Post Hoc Findings 


As expected, market structure variables have an effect on all 
components—scale, saturation, and personal service—of re- 
tail structure. We present the model fit statistics for satura- 
tion levels and store scale in Tables 3 and 4. The R? values 
for the effects of market structure on the personal service 
components—broad-line specialists’ quality and quantity, as 
well as limited-line quality and quantity—are .31, .52, .61, 
and .25, respectively. These are comparable to the market 
structure effects on the other components of retail structure, 
such as scale and saturation. 

One of the more interesting post hoc findings is the rel- 
ative magnitude of the variance explained in the store scale 
determinants. Retail structure variables have a significant 
effect on the saturation levels of stores, but in real terms, the 
effect is relatively small: R2 = .071 for broad-line specialists 
and R2 = .068 for limited-line specialists. The effects of re- 
tail structure variables are more pronounced for the deter- 
minants of store scale: R2 = .521 for limited-line specialists 
and В? = .641 for broad-line specialists. These results sug- 
gest that retail structure variables have a greater effect on 
store scale than on saturation levels. Thus, it seems that 
competition affects strategic direction more than the entry or 
exit of retailers. This is certainly an area that deserves fur- 
ther examination. 
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Discussion and Implications 


The purpose of this study is to develop and test an ex- 
panded model of retail structure that focuses on the effects 
of competition. In the following sections, we discuss its 
accomplishments. . 


More Precise Typologies of Retallers and Retail 
Competition Are Developed 


Traditionally, competition is described as either intratype or 
intertype. Unfortunately, authors confuse the definitions for 
these terms by each providing their own. Changes in the re- 
tail environment make this dichotomy insufficient. The re- 
sults of this study demonstrate that a general merchandiser 
competing with a limited-line specialist in intercategory 
competition is different from a broad-line specialist compet- 
ing with a limited-line specialist in intertype competition. 
These new typologies of retailers and retail competition in 
Table 1 enable better delineation of competitive types for 
both research and practice. 


Intertype and Intercategory Competition Are 
Beneficial to Some Specialists 


Previous research provides contradictory theories of the ef- 
fects of competition on retail structure. From an economic 
perspective, expectations are for a Darwinian effect of com- 
petition between retailers selling goods that are gross sub- 
stitutes for one another (Cockerham 1994; Ingene 1983; In- 
gene and Brown 1987; Ingene and Lusch 1981; McCune 
1994; Porter 1980). Conversely, other theories suggest a 
symbiotic effect (Carroll 1985; Eppli and Benjamin 1994; 
Ghosh 1986; Hawley 1950; Hirschman 1978). 

The results of this study suggest that a symbiotic effect 
is preeminent in both intertype and intercategory competi- 
tion. Regardless of whether scale or saturation is examined, 
the size of the competitive effect is greater.when store types 
are adjacent in the degree of end-use consistency of product 
line, unidirectional from lowest to highest consistency. 
Thus, though general merchandisers have a pronounced ef- 
fect on broad-line specialists and broad-line specialists have 
a symbiotic effect on limited-line specialists, the reverse is 
not true. The only effect of general merchandisers on limit- 
ed-line specialists is indirect, through the symbiotic effect 
on broad-line specialists’ saturation. 

Although the entry of large discount and department 
stores initially may disrupt a тагке 5 retail structure, the re- 
sults of this study suggest that the longer-term impact is pos- 
itive. The same is true for the effect of broad-line specialists 
on limited-line specialists. These results suggest not that in- 
dividual limited-line specialists always survive the entry of 
general merchandisers or broad-line specialists into their 
market, but rather that, over time, large stores can comple- 
ment small stores. 

Symbiosis is believed to occur for three reasons. First, a 
mix of different types of retailers in an agglomeration en- 
ables consumers to find an ideal bundle of goods and save 
on transaction costs through multipurpose shopping. By of- 
fering gross complements, a mix of retailers can take full ad- 
vantage of the retail potential by maximizing satisfaction. 
Second, the resource-based models, such as resource parti- 


tioning and localized competition, suggest that demand en- 
hancement exists for retailers with nonoverlapping resource 
bases—those engaging in intertype and intercategory com- 
petition. It appears that limited- and broad-line specialists do 
not have significant overlapping resource bases. Third, this 
finding meets the expectations set by Hirschman’s (1978, 
1979) descriptive theory and supports her proposition that 
retailers compete within tiers but not between them. 

From a strategic perspective, the results suggest that lim- 
ited-line specialists can and should tailor their product of- 
ferings to complement, rather than directly compete with, 
the merchandise lines of the larger stores. Limited-line spe- 
cialists also should concentrate on location strategies that 
take advantage of the traffic generated by both general mer- 
chandisers and broad-line specialists, rather than avoiding 
direct confrontation. 

Implications for the marketing community at large also 
can be derived from these results. Specifically, the idea that 
municipalities must protect limited-line specialists from 
larger stores is, on economic grounds, largely unfounded. 
This suggests neither that protection is undesirable from a 
sociological or community development basis nor that the 
entry of general merchandisers and broad-line specialists 
does not create short-term market disturbances. Rather, the 
findings suggest that general merchandisers and broad-line 
specialists are symbiotic with limited-line specialists in a 
long-run equilibrium. 

Manufacturers and wholesalers also should consider this 
symbiotic effect when choosing distribution strategies. Lim- 
ited-line specialists are not expected to disappear. Instead, 
this type of competitor seems destined to thrive with the 
proliferation of larger broad-line specialist and discount 
stores. Some large manufacturers tend to avoid direct distri- 
bution to smaller stores and often require rather large mini- 
mum orders. This provides greater opportunities for special- 
ty wholesalers and manufacturers. Specialty wholesalers 
can work in partnership with smaller specialists to provide 
products that are complementary to, rather than directly 
competitive with, general merchandisers. Likewise, smaller 
and more specialized manufacturers can compete with larg- 
er competitors by supplying complementary, specialized, 
and accessory products to limited-line specialists, rather 
than relying on economies of scale to produce inexpensive 
mass market products for larger stores. 


Intratype Competition Reflects a Zero-Sum Game 
for Specialists 


Contrary to the findings for intertype and intercategory 
competition, intratype competition tends to exhibit a strong 
Darwinian effect. This is logical when considering that in- 
tratype competitors are more likely to carry directly substi- 
tutable products. However, these findings contradict the 
well-accepted extensions of Hotelling’s (1929) principle of 
minimum differentiation (Brown 1989), as well as the social 
mutualism proposition, both of which suggest a symbiotic 
effect. 

It appears in the best interest of both limited- and broad- 
line specialists to enter an agglomeration before others of 
their type. Because intratype competition is often debilitat- 
ing, firms that are the first of their type and successful in a 
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market are more likely to create entry barriers to competi- 
tors with directly substitutable offerings in an agglomeration 
(Ghosh 1986). 

Retail developers and community planners should con- 
centrate on providing a mix of stores rather than an agglom- 
eration of a single type of stores. This increases the con- 
sumer’s ability to find an ideal bundle of goods, profits for 
retail developers, and sales tax revenue for the community. 


Personal Service Levels Are an Integral 
Antecedent to Other Retail Structure Constructs 


With intratype competition, greater personal service leads to 
greater sales because it enables customers to find their ideal 
bundle of goods more easily. With intertype competition, the 
effect of increases in personal service in one type of spe- 
cialist leads to lower sales for the other type of specialist. 
This is slightly more apparent for intertype personal service 
quantity than quality. Growth in sales is achieved at the ex- 
pense of other types of competitors. The results suggest that 
customers demand both personal service quantity and qual- 
ity from limited-line specialists but only personal service 
quantity from broad-line specialists. This suggests a need 
for more expertise in limited-line specialists’ personnel. 


Limitations and Further Research 


As with any research, this effort has inherent limitations. We 
used a single trade line—sporting goods, SIC 5941—to test 
the model. Although the examination of a single line of trade 
is consistent with previous research (Ingene and Brown 
1987; Ingene and Lusch 1981), a retest of the model using 
other product lines or categories could provide additional 
confirmation of the results. The new North American Indus- 
а! Code System (NAICS) (the forthcoming substitute for 
SIC codes) shows promise in enabling such research. 


There is a need for more research regarding strategic 
decisions made by retailers. The trade press often recom- 
mends that, to compete with discount retailers and cate- 
gory killers, the smaller retailer's best marketing strate- 
gies are to focus on niche markets, nonprice competition, 
depth of merchandise selection, and supporting personal 
services. The current results suggest that smaller retailers 
can survive and succeed among larger retailers, but this 
research did not examine empirically which of these spe- 
cific strategies are successful in each competitive situa- 
tion. 

This research has focused purposely on traditional store 
retailing. Although beyond the scope of this effort, both ty- 
pologies and the model are applicable to nonstore retailing. 
This includes shopping by catalog, Internet, and television 
and other forms of direct-order retailing. For example, a cat- 
alog that specializes in fly fishing is a limited-line special- 
ist; one specializing in a broader category of sporting goods 
is a broad-line specialist; and one offering more diverse and 
general merchandise is a general merchandiser. There is a 
need for more research as this alternate means of retailing 
continues to grow. 

Competition is, by its nature, a longitudinal construct. 
In this study, we observe the results from a cross-section- 
а] perspective. Although there is reason to believe that re- 
tailers reach a long-run equilibrium, there is the potential 
for short-run outcomes to appear in any cross-sectional 
study. Further examination of potential multiple causal 
loops, nonlinearities, and temporal changes in patterns is 
needed. 

In conclusion, the academic literature largely ignores the 
interaction between competitive types. Some results of this 
study directly contradict popular opinion regarding the ef- 
fects of competition and should provide an impetus for ad- 
ditional academic thought, discussion, and research. 
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Vertical Territorial Restrictions and 
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Territorial restrictions long have been the subject of intense policy debate. The central issue in this debate has been 
whether such distribution arrangements are deployed for efficiency or anticompetitive purposes. The authors add 
to the debate by broadening the existing conceptualization of business efficiency and providing evidence of the im- 
portance of efficiency considerations in the decision to deploy restrictions. In the past, efficiency often has been 
viewed narrowly, in terms of giving distributors incentives to provide free-rideable services. The authors show that 
information asymmetry and transaction costs also represent important efficlency-based explanations of territorial 
restrictions. With regard to anticompetitive concerns, their results show that manufacturers are more likely to use 
territorial restrictions when they face competition ex ante. Ultimately, this may reduce interbrand competition. From 
a public policy perspective, their pattern of results supports the current rule of reason treatment of territorial re- 


strictions in the United States. At the same time it questions the current European policy of per se illegality. 


and public policy debate. Marketers have a long 

tradition of informing the public policy discussion 
in these areas with unique knowledge of current practices, 
theories, and data. For example, the debates on predatory 
pricing (Guiltinan and Gundlach 1996), product liability 
(Morgan 1982; Sheffet 1983), gray market activity (Cross, 
Stephans, and Benjamin 1990; Duhan and Sheffet 1988), 
and advertising to children (Goldberg 1990; Pollay et al. 
1996; Roedder, Sternthal, and Calder 1983) have all bene- 
fited from research in marketing. 

One area of public policy in which marketing has con- 
tributed less is that of vertical restrictions. The particular fo- 
cus of this research is on territorial restrictions. Such 
restrictions, which are initiated by a manufacturer, assign 
distributors to a particular geographical area or sales territo- 
ry with the objective of restricting intrabrand competition 
(Cady 1982; Katz 1989; U.S. Justice Department 1985). 
These restrictions have been the topic of intense debate in 
the law, economics, and public policy literature in the Unit- 
ed States for a long time (Klein and Murphy 1988; Math- 
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ewson and Winter 1984; Scherer and Ross 1990; Telser 
1980). 

Interestingly, territorial restrictions often receive differ- 
ential treatment in the United States and abroad. In the Unit- 
ed States such restrictions have received relatively favorable 
treatment following the Continental TV, Inc. v. GTE Sylva- 
nia, Inc. (1977) case. Specifically, they currently are viewed 
under a rule of reason principle. In contrast, in Europe these 
arrangements are often per se illegal. The European view is 
expressed in The Economist's (1997, p. 80) recent observa- 
tion that “there is one form of vertical restraint which the 
commission has consistently opposed, and which it remains 
determined to quash. That is territorial protection." 

The marketing literature has been strangely silent in the 
debate on territorial restrictions. The existing marketing lit- 
erature on this topic is not only small but generally limited 
to informing marketers about the outcomes of existing poli- 
cy debates, rather than informing the debate itself. Mar- 
keters tend to treat the laws, regulations and public policy on 
vertical restrictions as given and simply prescribe marketing 
strategies that are based on them (Sands and Posch 1982).! 

Although it is important to keep abreast of existing pub- 
lic policy regulations, it is not enough for marketers to be re- 


lConsistent with the theories underlying the policy debate 
(Mathewson and Winter 1984; Rey and Stiglitz 1995; Scherer and 
Ross 1990), our focus is on situations in which an agreement exists 
between a manufacturer and a distributor that limits the distributor 
to a specific geographical area. This is distinct from the notion of 
distribution intensity or selectivity, which has been studied fre- 
quently in the past (e.g., Aspinwall 1962; Bucklin 1962; Copeland 
1923; Corstjens and Doyle 1979; Fein and Anderson 1997; Frazier 
and Lassar 1996; Miracle 1965; Rangan 1986, 1987; Webster 
1976). Essentially, restrictions speak to the actions that a distribu- 
tor is allowed to take, whereas intensity describes the number of 
distributors in a given area. In some instances, however, the two 
will coincide, such as when restrictions are imposed on a single 
distributor (i.e., exclusive coverage or intensity). 
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active, because the outcome of these debates can signifi- 
cantly restrict managerial choices and firms’ ability to com- 
pete. In the case of territorial restrictions, the policy debate 
is between (1) those who suggest that firms use such 
arrangements to improve distribution channel efficiency and 
(2) those who suggest that they are used to enhance monop- 
oly positions. The key issue from a marketing perspective is 
the extent to which efficiency considerations play a role. If 
channel efficiency considerations are important determi- 
nants of territorial arrangements, regulations that limit a 
firm’s ability to use them can seriously undermine its com- 
petitive position. One of our objectives here is to articulate 
what the possible sources of efficiency are and to show how 
they are linked with the use of restrictions. 

What is known currently about the role of business effi- 
ciency in the decision to use territorial restrictions? In theo- 
Ty, quite a lot is known, due to many theories and models 
that address the issues. In practice, however, very little is 
known. Rey and Stiglitz (1995, p. 446) state that “in our pe- 
tusal of the literature on efficiency-enhancing effects of ver- 
tical restraints, we have been impressed with the almost total 
reliance on theoretical arguments showing the possibility of 
such effects, and the paucity of cases providing persuasive 
evidence of their importance.” This lack of systematic evi- 
dence also was noted in a prior study by Sass and Sauerman 
(1993). Some critics complain that even court decisions 
have been based more on theoretical arguments than on em- 
pirical evidence (Scherer and Ross 1990). 

To make matters worse, the evidence that does exist on 
territorial restrictions is limited almost entirely to one 
source, namely, legal case studies involving firms whose 
distribution practices have been challenged under antitrust 
law. Although these data have generated important insights, 
they also possess inherent limitations. Perhaps most signifi- 
cant, legal case studies, by definition, only involve firms 
that have actually used distribution restrictions. As such, 
these data preclude comparisons between users and 
nonusers with respect to the antecedent conditions suggest- 
ed by the extant theories. We could argue that the current 
tule of reason principle was adopted and continues to be ap- 
plied without a strong empirical foundation. 

The primary contribution of this research is to fill a void 
in the literature by empirically testing the various theories of 
territorial restrictions using primary survey data. In doing so 
we respond to the frequently voiced request for “micro-lev- 
el” data (Calfee and Rubin 1993; Williamson 1985), and can 
assess directly the role of the antecedent conditions suggest- 
ed in the literature. We find strong support for a variety of 
efficiency-related considerations and thus provide direct ev- 
idence regarding many of the factors that have been sug- 
gested in the literature. 

Our second contribution is to broaden the existing con- 
ceptualization of business efficiency. Historically, the pri- 
mary dimension of efficiency that has been attributed to 
territorial restrictions is the ability to control free-riding on 
distributor services. We add to this literature by suggesting 
that transaction costs associated with maintaining the in- 
tegrity of the arrangement affect channel efficiency and con- 
sequently should influence the deployment decision. 
Furthermore, consistent with newer theories (e.g., Rey and 
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Tirole 1986), we suggest that when distributors have superi- 
or market information, using territorial restrictions enables 
them to make marketing decisions in accordance with local 
conditions and thereby improve channel efficiency. 

In total, our results suggest that business efficiency con- 
siderations take a variety of forms and that they are impor- 
tant determinants of the use of restrictions. As such, our 
results suggest that efficiency arguments should play an im- 
portant role in the public policy debate on vertical restraints. 
At the same time, public policy cannot ignore anticompeti- 
tive concerns. Our data also show that manufacturers are 
more likely to use restrictions when they face higher ex ante 
competition. Ultimately, interbrand competition may suffer. 

The remainder of the article is organized as follows: In 
the next section, we present the theories of territorial re- 
strictions and our empirical predictions. We then describe 
the research method used and the results. In the final sec- 
tion, we provide a discussion of the results and their policy 
implications. We also identify the study’s limitations and of- 
fer suggestions for further research. 


Theories of Vertical Territorial 
Restrictions 
The public policy debate on territorial restrictions reflects 
two general theoretical perspectives: The first consists of 
theories that address business efficiency motivations, such 
as reducing free-riding on distributor services; and the sec- 
ond focuses on anticompetitive considerations, such as re- 
ducing manufacturer competition and increasing the cost of 
market entry. In general, these two bodies of theory address 
actions that either (1) enhance a focal firm’s competitive ef- 
fort or (2) inhibit the efforts of other firms. Both of these 
theoretical perspectives have suggested antecedent condi- 
tions that, if relevant in firms’ deployment decisions, would 
support their respective positions. These conditions are dis- 
cussed in the following sections. ' 


Business Efficiency Considerations 


Business efficiency considerations, as discussed in the ex- 
tant literature (e.g., Rey and Stiglitz 1995), include factors 
that either (1) improve customer service (1.е., “effective- 
ness" in marketing terms) or (2) enhance distribution chan- 
nel efficiency through reduced distribution costs or 
improved pricing flexibility. 


Free-rideable services. Distributors frequently provide 
services that can benefit other distributors of the same prod- 
uct. For example, selling situations that involve technical or 
complex products (Bucklin 1962; Miracle 1965) require that 
customers be given extensive presales services in the form 
of product information (Lilien 1979; Webster 1976) or actu- 
al demonstrations (Blair and Kaserman 1983; Cady 1982). 
Although such services are important to customers, they al- 
50 represent potential problems in that a distributor that does 
not offer the services can free-ride on full-service distribu- 
tors (Lafferty, Lande, and Kirkwood 1984). For example, a 
discount dealer that does not provide technical advice will 
have lower costs and can offer the product to end users at a 
lower price. In many situations, the discount dealer can pur- 


sue a low-cost strategy because there are full-service dis- 
tributors available that perform the necessary customer ser- 
vices. However, to the extent that buyers can unbundle these 
presale services from the sale of the product itself or that the 
services cannot be charged for separately by the distributor, 
a free-riding potential exists (Bork 1978; Mathewson and 
Winter 1984). 

Territorial restrictions are designed to solve this prob- 
lem. In effect, the goal of such restrictions is to make a dis- 
tributor a local monopolist for the brand in question, which 
increases the probability that the focal distributor will re- 
ceive the full benefit of the service provision (Mathewson 
and Winter 1984; Stern, Agodo, and Firat 1976). On the ba- 
sis of the previous discussion, we suggest the following 
proposition: 


Ну: The greater customers’ need for free-rideable distributor 
services, the higher the likelihood that territorial restric- 
tions will be deployed. 


Information asymmetry. The services hypothesis pre- 
sented in the preceding section constitutes the traditional ef- 
ficiency-based argument for the use of territorial 
restrictions. Recently, Rey and Tirole (1986) have expanded 
on this argument by suggesting that restrictions also may 
promote efficiency by virtue of enabling manufacturers to 
capitalize on distributors' superior information about local 
market conditions. As shown in previous studies (e.g., Heide 
and John 1988), distributors frequently have extensive 
knowledge about the downstream market for a manufac- 
turer's product. In particular, they are often better informed 
than the manufacturer about the nature of consumer de- 
mand, the costs required to serve a given market, and the na- 
ture of downstream competition. Authors like Simon (1976) 
have made similar observations in intraorganizational set- 
tings and argued that employees are often better informed 
than their supervisors on many issues. 

To the extent that such information asymmetries exist, 
deploying territorial restrictions may enhance overall chan- 
nel efficiency by enabling the better informed party (in this 
case, the distributor) to make marketing decisions on the ba- 
sis of its superior information. Consider a distributor's abil- 
ity to set prices in a market. If a manufacturer does not 
provide territorial restrictions (i.e., allows unfettered intra- 
brand price competition among distributors), it essentially 
sets the market price because dealer competition drives 
prices down to the manufacturer's level. In effect, the man- 
ufacturer ends up setting market prices despite having less 
information about market conditions than the distributors. 
If, however, the manufacturer grants territorial restrictions 
that buffer distributors from intrabrand competition, it has 
the flexibility to tailor its pricing to local conditions. Thus, 
the core of this argument is that the party with the better 
market information should be setting the market price. Ter- 
ritorial restrictions can accomplish this objective. 

А classic example of this scenario is a car dealer's abil- 
ity to learn information from a customer at the point of sale. 
Only the dealer can evaluate accurately the true value of a 
car to the customer, the value of a trade-in, or the customer's 
ability to negotiate. If a highly competitive dealer network is 
established, the dealers will compete away any margins the 


salespeople could obtain. As a consequence, the manufac- 
turer loses the ability to segment customers, and the market 
price is set by the uninformed manufacturer, rather than by 
the informed dealer. If, however, the manufacturer assigns 
restrictions, the salespeople are given the ability to price 
correctly on the basis of local market conditions. 

Thus, according to Rey and Tirole (1986), when distrib- 
utors have superior information about the downstream mar- 
ket, both manufacturers and distributors benefit from the use 
of territorial restrictions, because there is a better match be- 
tween the institutional arrangement and the environment. 
This argument represents an extension of the traditional ef- 
ficiency explanation of territorial restrictions and suggests 
that they may be deployed even in situations when service 
provision is relatively unimportant. On the basis of the pre- 
ceding discussion, we suggest the following proposition: 

H,: The greater the distributor's information superiority rela- 

tive to the manufacturer, the higher the likelihood that ter- 
ritorial restrictions will be deployed. 


As noted previously, deploying territorial restrictions 
under conditions of information asymmetry is beneficial 
from both a manufacturer's and a distributor's perspective. 
Moreover, the deployment decision in Rey and Tirole's 
(1986) model is not motivated by anticompetitive consider- 
ations per se. However, it also must be noted that the sce- 
nario underlying Hz need not produce consumer benefits, 
because increased local flexibility may permit price dis- 
crimination, which causes higher prices for some con- 
sumers. We return to this issue in the "Discussion" section. 


Transaction costs. Historically, the literature on territor- 
ial restrictions has implicitly assumed that restrictions, when 
deployed, can be enforced costlessly. Although some au- 
thors have challenged this assumption (Cady 1982; Zusman 
and Etgar 1981), the specific nature of the relevant costs and 
their effects on a firm's deployment decision are not well es- 
tablished. Recent evidence suggests that manufacturers may 
incur costs as a consequence of distributor violations of as- 
signed restrictions. Аз noted by Banerji (1990), Cross, 
Stephans, and Benjamin (1990), and Cespedes, Corey, and 
Rangan (1988), such "gray market" activity is a consider- 
able problem in many industries. In transaction cost termi- 
nology, violations of restrictions represent'a form of 
opportunism, because they take place deceitfully or with 
guile (e.g., Williamson 1985). The risk of violations impos- 
es costs on a manufacturer in two different ways: the need 
to (1) detect opportunistic behavior and (2) craft enforce- 
ment mechanisms that reduce the likelihood of opportunism 
in the first place. 

Because transaction costs directly influence a firm's prof- 
its, they are part of the efficiency perspective on territorial re- 
strictions.? Caves (1984, p. 455) makes the point that 
"transaction cost considerations are simply part of the market 
failure or business efficiency approach to vertical restraints." 
Consider next how detection and enforcement considerations 
influence the decision on territorial restrictions. 


2The link between costs and business efficiency considerations 
also has been made by Sass and Gisser (1989) and Kaufmann and 
Lafontaine (1994). 


Vertical Territorial Restrictions and Public Policy / 123 


Detection ability. As noted by Lal (1990) and Zusman 
and Etgar (1981), many aspects of distributors’ activities are 
not observed costlessly by a manufacturer. For example, a 
manufacturer may need to undertake on-site visits at cus- 
tomer and distributor sites to verify whether violations of 
agreements are taking place. Although firms in principle 
could rely on other distributors to provide information about 
violations, such a scenario creates antitrust concerns about 
collusion and requires the manufacturer to rely on its own 
information system (e.g., Halebian v. Roppe Rubber Corp. 
1990). In transaction cost terms, a particular form of a per- 
formance ambiguity problem exists (Alchian and Demsetz 
1972). 

Detection difficulty creates a disincentive to deploy ter- 
ritorial restrictions in the first place, because it makes it dif- 
ficult for the manufacturer to assess whether a distributor is 
adhering to the focal restrictions. According to transaction 
cost theory (e.g., Masten, Meehan, and Snyder 1991; 
Williamson 1991), the choice among organizational forms 
turns on their respective transaction costs. АП ‘else being 
equal, the higher the expected costs of collecting informa- 
tion, monitoring, or génerally documenting whether restric- 
tions are adhered to, the higher the transaction costs, and the 
less desirable such restrictions are to a manufacturer (Heide, 
Dutta, and Bergen 1998). In hypothesis form, 


H3: The greater the difficulty of detecting distributor viola- 
tions, the lower the likelihood that territorial restrictions 
will be deployed.3 


Enforcement ability. Even if violations of territorial re- 
strictions can be detected, enforcement is often costly be- 
cause of time lags and the difficulty of producing evidence 
that can be used in a court of law (North 1990; Rubin 1990). 
This is consistent with the transaction cost notion that con- 
tracting parties rely on “private ordering” or self-enforcing 
agreements of various kinds (Telser 1980). Klein and Mur- 
phy (1988) suggest that manufacturers can ensure compli- 
ance through private enforcement mechanisms such as 
requiring distributors to make investments that are manu- 
facturer-specific in nature. For example, distributors -often 
invest in facilities or train employees specifically for a par- 
ticular product line (Heide and John 1988). In the event of 
violations of assigned territories, the manufacturer can ter- 
Minate the agreement, and the distributor loses the 
quasi—rent stream on the specific investment. Thus, the pres- 
ence of manufacturer-specific investments serves as an en- 
forcement device that discourages opportunism. In turn, an 
incentive is created for using territorial restrictions. 





3As suggested by a reviewer, it is conceivable that transaction 
cost considerations may ultimately have anticompetitive effects. 
For example, to the extent that there are differences in performance 
ambiguity across distributors, a manufacturer that attracts distribu- 
tors with inherently lower degrees of performance ambiguity in re- 
lation to their activities has a cost advantage over later entrants. In 
other words, heterogeneity in performance ambiguity across dis- 
tributors may create entry barriers. We are unable to test this ex- 
planation with our current due data, which were collected to test 
the traditional transaction cost argument (Caves 1984). However, 
as noted in the “Discussion” section, this is a topic for further 
research. 
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Distributor investments can serve multiple purposes. For 
example, because of their specialized nature they may im- 
prove channel performance over time. For our present pur- 
poses, an important role of distributor investments is to 
create an enforcement device that facilitates the deployment 
of territorial restrictions. The preceding discussion suggests 
the following hypothesis: 


H4: The greater the distributor's investments in manufacturer- 
specific assets, the higher the likelihood that territorial 
restrictions will be deployed. 


Anticompetitive Considerations 


The anticompetitive perspective on territorial restrictions 
has focused on a manufacturer's motivation to (1) reduce in- 
terbrand competition among existing manufacturers or (2) 
increase the costs of entry for new firms. We consider each 
in turn. 


Manufacturer competition. Rey and Stiglitz (1995) pro- 
pose that manufacturers can use territorial restrictions as a 
means of reducing competition from other manufacturers. 
Recall that the effect of assigning territorial restrictions is to 
eliminate intrabrand competition in a particular area. The re- 
sulting increase in market power makes a distributor less 
sensitive to price competition. In particular, it makes the dis- 
tributor less likely to pass on manufacturer price reductions, 
which in turn means that price competition between manu- 
facturers will have a reduced impact at the distributor level. 
Manufacturers that know that price competition across man- 
ufacturers will have a reduced impact at the distributor lev- 
el tend to rely less on interbrand price competition. 
Ultimately, a lower sensitivity to price competition at the 
distributor level may lead to reduced interbrand price com- 
petition at the manufacturer level.4 

An implication of Rey and Stiglitz's (1995) logic is that 
if a manufacturer faces ex ante competition from other man- 
ufacturers at the end-user level, it represents an incentive to 
deploy territorial restrictions, because by dampening price 
competition at the distributor level they dampen the inten- 
sity of interbrand competition at the manufacturer level. 
Conversely, if a manufacturer already enjoys a monopoly 
position, competitive considerations are smaller by defini- 
tion and using restrictions should be less important. 

The role of territorial restrictions at the distributor level 
in reducing manufacturer competition is similar in spirit to 
the marketing literature on vertical integration. This litera- 
ture has suggested that when manufacturers are more com- 
petitive, they can reduce the intensity of competition by 
relying on independent agents rather than using direct chan- 
nels (Coughlan 1985; McGuire and Staelin 1983; Moorthy 
1988). 

The preceding argument represents à new perspective on 
territorial restrictions. The perspective in the literature prior 
to the Sylvania case was to view such restrictions as mech- 





4As noted by one of the reviewers, many of the theories in the 
policy debate have tended to focus on price competition. However, 
consistent with Ну, vertical restrictions also could lead to nonprice 
competition, for instance, based on services that meet the needs of 
particular market systems. 


anisms for promoting, or at least not lessening, interbrand 
competition at the distributor level (Cady 1982; Scherer and 
Ross 1990; Stern and Eovaldi 1984). This older literature 
never assessed the impact of distributor restrictions on the 
intensity of interbrand competition at the manufacturer lev- 
el. Presumably, this was because the theoretical models on 
which these arguments were based examined vertical re- 
strictions in the context of extreme market structures such as 
perfect competition or pure monopoly (Scherer and Ross 
1990). In contrast, Rey and Stiglitz (1995) examine the use 
of restrictions in the more common context of monopolistic 
competition, in which each manufacturer has some market 
power. Specifically, they suggest that territorial restrictions 
at the distributor level may be used purposively to reduce 
manufacturer-level competition. This discussion suggests 
the following proposition: 
Hs: The greater the intensity of competition across manufac- 
turers ex ante, the higher the likelihood that territorial 
restrictions will be deployed. 


А reverse scenario to the preceding could also be hy- 
pothesized. The literature on Resale Price Maintenance 
(RPM) suggests that manufacturers that face less competi- 
tion are more likely to use RPM to facilitate price fixing 
(e.g., Scherer and Ross 1990, p. 550). Extending this logic 
to the question of territorial restrictions, it could be hypoth- 
esized that firms are more likely to deploy restrictions when 
there are few competing manufacturers, which then can al- 
locate the market among themselves.5 We return to this is- 
sue in the discussion of our results. 


Entry costs. Territorial restrictions also may be used for 
the purpose of increasing the costs of entry for new com- 
petitors. This can happen in the following way: By provid- 
ing territorial protection to distributors, a manufacturer 
makes it more costly for new firms to enter a given market, 
because they also will need to offer territorial restrictions or 
similar incentives. As such, a firm's decision to deploy re- 
strictions serves as an entry barrier in a similar fashion to ex- 
penditures on advertising or other marketing tools (e.g., 
Porter 1980). 

It is noteworthy, however, that the need to offer incen- 
tives such as territorial restrictions will exist only to the ex- 
tent that there are differences among the available 
distributors. As noted by Stern, El-Ansary, and Couglan 
(1996) and Rangan (1987), distributors often vary consider- 
ably in terms of their marketing skills. According to Scherer 
and Ross (1990, p. 558), assigning territorial restrictions 
permits manufacturers to attract dealers of "superior abil- 
ity." Although a manufacturer may take on a garden-variety 
distributor and, over time, work with it to develop an effec- 
tive channel, markets with distributor heterogeneity moti- 
vate manufacturers to use territorial restrictions for entry- 
deterrence purposes (Scherer and Ross 1990). This suggests 
the following hypothesis: 

Hg: The greater the ex ante heterogeneity among available dis- 

tributors, the higher the likelihood that territorial restric- 
tions will be deployed. 


————————————————————O 


5This scenario was suggested by one of the reviewers. 


Other Considerations 


In addition to the variables suggested in the policy debate 
that constitute our main hypotheses, two other measures 
were included in our study. Although not of focal interest in 
terms of the policy debate, they should be accounted for in 
testing our focal hypotheses. 


Exclusive dealing. Territorial restrictions may be as- 
signed in situations in which distributors limit their product 
choices to the lines of the manufacturer in question. In Ап- 
derson and Weitz's (1992) terminology, a territorial arrange- 
ment represents a manufacturer “pledge” to a distributor that 
agrees to not carry competing product lines. Thus, exclusive 
dealing should increase the likelihood of using territorial re- 
strictions. Specifically, 


Ну; The use of product restrictions will increase the likelihood 
that territorial restrictions will be deployed.$ 


Product newness. When a manufacturer requests a dis- 
tributor to carry a new product line, it exposes the distribu- 
tor to a certain amount of risk. For example, risk may exist 
with respect to the necessary market development effort 
(Cady 1982). By deploying territorial restrictions, the man- 
ufacturer may be able to reduce the risk faced by the dis- 
tributor (Cady 1982; Sands and Posch 1982). In contrast, 
selling an established product involves less risk, and the 
need for territorial protection is lower. The preceding dis- 
cussion suggests the following hypothesis: 


Hg: The newer the product line offered to the distributor, the 
higher the likelihood that territorial restrictions will be 
deployed. 


Research Method 


Research Context 


We tested the research hypotheses presented in the preced- 
ing section empirically in the context of distribution deci- 
sions made by manufacturers in two industry categories. 
Specifically, manufacturers in two two-digit Standard In- 
dustrial Classification (SIC) codes, 35 (industrial machin- 
ery and equipment) and 36 (electronic and electric 
equipment), were chosen, for two reasons. First, we wanted 
to capture a sufficient amount of variation in our sample to 
test our substantive hypotheses. Second, we purposely re- 
stricted the sample to keep extraneous sources of variance 
to a minimum (Cook and Campbell 1979). Restricting the 
research setting in this fashion also helped in developing 
grounded measures that were meaningful to all of the study 
participants. 





61; is possible that territorial and product restriction are deter- 
mined simultaneously. Our present research design does not permit 
us to rule out this possibility. Similarly, we cannot eliminate the 
possibility that in Нз manufacturers that want to ally with infor- 
mation-laden distributors concede territorial restrictions to get their 
cooperation. The correlations in our data are consistent with the 
causality expressed in the underlying theories, but given the nature 
of our research design, they are viewed conservatively as “stylized 
facts” (Schmalensee 1989). 
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Unit of Anatysis 


The unit of analysis for the study is a particular product and 
a particular distributor relationship. We asked all of the 
questions pertaining to the dependent and independent 
variables with reference to this particular distributor and 
product. 

In addition, through the survey questions and instruc- 
tions we tried to capture the relevant conditions as they ex- 
isted at the time when the manufacturer’s distribution 
decision was being made. Specifically, the general instruc- 
tions for the questionnaire stated that “the main focus of this 
study is on how your company initially organized the dis- 
tributor relationship for this product.” Moreover, the in- 
structions accompanying each set of questions reminded the 
informants to “consider the situation as it existed when this 
distribution decision was being made.” These instructions 
were designed to ensure that our measures captured the ini- 
tial decision regarding the structuring of the manufactur- 
er-distributor relationship. Finally, to minimize the risk of 
retrospective biases, we required the informants to identify 
a distributor relationship that had been established within 
the past two years. 


Questionnaire Development 


Initially, we conducted a series of personal interviews with 
marketing and sales managers representing firms in the two 
chosen SIC categories. Using these interviews and previous 
measures, we developed a draft of the questionnaire. Subse- 
quently, we conducted three rounds of pretesting. First, the 
initial draft of the questionnaire was administered person- 
ally to a set of marketing and sales managers and refined on 
the basis of the feedback received. Second, we personally 
administered the revised questionnaire to a new set of mar- 
keting and sales managers and corrected a few remaining 
ambiguities. Third, we conducted a mail pretest. No prob- 
lems with the questions or response formats were revealed 
at this time. 


Measures 


Recall from the previous discussion that the focus of the 
policy debate and its underlying theories (e.g., Cady 1982; 
Katz 1989; Rubin 1990; Scherer and Ross 1990) is on 
whether agreements exist that limit distributors’ resale ac- 
tivities. Consistent with this, our dependent variable (DE- 
PLOY) is a dichotomy that describes whether an explicit 
agreement has been established that a priori imposes geo- 
graphical restrictions on a distributor. This information was 
obtained by first asking the following question: 


Does your agreement with this distributor include geo- 
graphical restrictions?7 


() Yes (distributor's sales are limited to a specific geo- 
graphic area) 


() No (this distributor may sell this product in any area he 
wants). 





7As is explained subsequently, the agreements in this data set are 
ones that allocate only a single distributor to a particular territory. 
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As discussed previously, the focus of our research is to 
inform the policy debate. Thus, from a conceptual point of 
view our dependent variable is a "true dichotomy" (Ker- 
linger 1986, p. 27), because the theories underlying the de- 
bate only specify whether agreements exist regarding 
restrictions. This is distinct from studies that have focused 
on the strategic issue of distribution intensity or selectivity 
(e.g., Fein and Anderson 1997; Frazier and Lassar 1996; 
Rangan 1986, 1987). In addition, unlike most of our inde- 
pendent variables, which are latent constructs and ap- 
proached through a set of indicators (Bagozzi and Fornell 
1982), the presence or absence of an agreement is a readily 
observable aspect of a distributor relationship. Thus, the 
usual approach of "sampling facets" (Bollen and Lennox 
1991) of an unobservable construct is not relevant here.8 

As a follow-up to the question regarding the existence of 
territorial restrictions, we asked the survey participants to 
indicate the specific nature of the restriction used. As noted 
in the literature, these agreements can be either "strong" or 
"weak" in nature (Агееда 1986; Саду 1982; Stern, El- 
Ansary, and Coughlan 1996). In the industry contexts at 
hand, strong restrictions are described as absolute confine- 
ment agreements. Such agreements prohibit a distributor 
from selling outside the focal territory coupled with the rec- 
iprocal agreement by the manufacturer not to allow any oth- 
er distributor to sell within the designated geographic area. 
Weak agreements allow the distributor to sell outside its ge- 
ographic area subject to a profit pass-over arrangemen? 
(Areeda 1986; Cady 1982; Scherer and Ross 1990). The 
analysis of these subsamples is discussed next. 

Most of the independent variables were measured by 
multi-item scales. The final item sets and response formats 
are shown in Table 1. The correlation matrix and descriptive 
statistics for the variable set are shown in Table 2. The mea- 
surement approach for each variable is described in the fol- 
lowing sections. 


Free-rideable services (DSERV). 'The free-rideable ser- 
vices scale measures the extent to which distributor services 
are needed in a given situation that could benefit other dis- 
tributors of the same product (Blair and Kaserman 1983; 
Cady 1982; Rubin 1990). We developed the specific items 
that constitute the scale using past research (e.g., Cady 
1982; Scherer and Ross 1990; Webster 1976) and modified 
them on the basis of field interviews. For example, products 
that are technical or difficult to use (Bucklin 1962; Miracle 
1965) require higher levels of distributor support and hence 
are free-rideable in nature. 


Information asymmetry (INFO). The information asym- 
metry scale describes the extent to which the distributor in 
question is better informed than the manufacturer about the 
downstream market for the focal product line (Rey and Ti- 





8Our situation here is analogous to the extant studies of channel 
choice (e.g., Anderson 1985) and market entry strategy (e.g., An- 
derson and Coughlan 1987). 

?In some industries, weak agreements also may exist in the form 
of areas of "primary responsibility" and location clauses (Stern, El- 
Ansary, and Coughlan 1996). In the industries studied here, the 
only distinction is between absolute confinement and profit pass- 
over agreements. 


TABLE 1 
Mutti-Item Scales 





Free-Rideable Services (Reliability = .60) 

(three-item, seven-point semantic differential scale) 

1. No presales support needed—Extensive presales sup- 
port needed 

2. Product is easy to use—Product is difficult to use 

3. Nontechnical product — Technical product 


Information Asymmetry (Reliability = .61) 

(four-item, seven-point Likert scale, anchored by “Our com- 
pany would be better informed" to "This distributor would be 
better informed") 

1. Customers' service preferences 

2. Marketing strategies of competitors 

3. Pricing strategles to customers 

4. Customer demand in distributor's area 


Detection Ability (Reliability = .71) 

(four-item, seven-point Likert scale, anchored by “Did not 

believe" to “Strongly believed") 

1. There would be significant costs associated with monitor- 
ing the activities of this distributor. 

2. At a given time, it would be difficult to evaluate which 
sales area this distributor covers. 

3. Determining this distributor's specific sales area would 
require us to make frequent on-site inspections. 

4. It would be difficult for us to evaluate exactly who this dis- 
tributor is selling to. 


Enforcement Ability (Reliability = .68) 

(three item, seven point Likert scale, anchored by "Strongly 

Disagree" to "Strongly Agree". 

1. Selling our particular product has required this distributor 
to develop specialized procedures and systems. 

2. This distributor has made significant investments in facili- 
ties and equipment dedicated to the sales of our product. 

3. This distributor's employees have undergone specialized 
training in order to sell our product effectively. 


Distributor Heterogeneity (Rellability = .74) 

(three-item, seven-point Likert scale, anchored by “Strongly 

disagree" to "Strongly agree”) 

1. The available distributors differed in terms of the level of 
presales services offered to customers. 

2. The available distributors differed in terms of the level of 
postsales services offered to customers. 

3. There were few high quality distributors available. 


role 1986). Specific items include information about cus- 
tomer demand, pricing strategies, and the marketing strate- 
gies of competitors. We developed and refined the items and 
response formats using pretests. 


Detection ability (DETECT). The detection ability scale 
describes the difficulty faced by the manufacturer in evalu- 
ating the geographic area covered by the distributor. The 
items that constitute the detection ability scale are based on 
the performance ambiguity items developed by Anderson 
(1985) and Heide and John (1990), and refined using 
pretests, so as to ground the measure in our research context 
(i.e., ability to evaluate violations of territorial restrictions). 


Enforcement ability (ENFORCE). The enforcement abil- 


ity scale describes the investments made by the distributor 
in specialized procedures, equipment, and training (Cady 


1982; Corey, Cespedes, and Rangan 1989) at the time when 
the manufacturer was deciding on the relationship with that 
distributor. The specific items used were generated on the 
basis of prior research (Anderson 1985; Heide and John 
1990) and field interviews. 


Manufacturer competition (COMP). The manufacturer 
competition measure is a count of the number of major com- 
petitors faced by the manufacturer at the time when the re- 
lationship with the distributor was being established. As 
Scherer and Ross (1990, p. 71) argue, the intensity of com- 
petition in a given industry is driven by the number of com- 
peting firms. An increase in the number of competitors 
reflects a move toward a market structure of perfect compe- 
tition, with a resulting decrease in the differentiation ability 
of any individual competitor and an increase in the level of 
price competition. 


Distributor heterogeneity (DHET). The distributor het- 
erogeneity scale describes ex ante differences among avail- 
able distributors in terms of marketing capabilities. As 
Scherer and Ross (1990) discuss, such differences create in- 
centives for the use of restrictions that may increase entry 
costs for other firms. The specific items used were generated 
during field interviews. 


Exclusive dealing (EXDEAL). Similar to our dependent 
variable, the exclusive dealing scale was a dichotomous 
measure that indicated whether an agreement exists that re- 
quires the distributor to carry only the manufacturer’s prod- 
uct in a category (1) or whether competing products are 
allowed (0). The specific question was as follows: 


Does your agreement with this distributor restrict him from 
carrying competing products from other manufacturers? 


( ) Yes (restrictions apply) 


() No (this distributor may carry any product). 


Product newness (PRODNEW). The product newness 
measure asked the informant to indicate the number of 
months during which the product in question had been sold 
previously by the company. The specific question used was 
“At the time when this distributor started selling this prod- 
uct, it had already been sold by our company (through our 
distributors or company salespeople) for ^ months." 


Data Collection 


We purchased two commercial mailing lists from the Amer- 
ican List Council that contained names of marketing man- 
agers or vice presidents of marketing for companies in SIC 
35 and 36, respectively. Initially, we drew a systematic ran- 
dom sample of 500 names from each list representing the re- 
spective SIC codes and subsequently contacted each 
personally by telephone to locate an appropriate key infor- 
mant within each company. 


Key informant selection. According to Campbell's 
(1955) criteria, appropriate key informants are those who 
are knowledgeable about the phenomenon and are willing 
and able to communicate with the researcher about the phe- 
nomenon being studied. Because the quality of a given in- 
formant is not necessarily correlated with formal job titles or 
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organizational positions (Seidler 1974), the names from the 
mailing list were contacted personally by telephone with the 
objective of locating a person within each firm who met the 
knowledge and motivation criteria in the context at hand. 

Specifically, the telephone contacts were designed to es- 
tablish (1) whether the company used independent distribu- 
tors, (2) whether the company had established a new 
distributor relationship within the past two years, (3) 
whether the person in question was knowledgeable about 
how the relationship with a particular distributor was estab- 
lished, and (4) whether the distributor in question resold the 
manufacturer’s product without restrictions (i.e., full intra- 
brand competition) or whether territorial restrictions were 
deployed and there was no authorized intrabrand competi- 
tion within the focal geographic area. As discussed previ- 
ously, the latter criterion follows from the nature of our 
research propositions and the theories from which they are 
drawn. In many instances, multiple telephone calls were re- 
quired to locate informants and firms that met our criteria 
and were willing to participate in the study. 

In total, we identified 460 persons using this procedure. 
Forty-four firms were eliminated on the basis of the tele- 
phone call because, though they had territorial restriction 
agreements, they permitted multiple distributors to sell the 
product in a given territory. Because our focus was on terri- 
torial restrictions in which there was one distributor in each 
territory, we did not include these firms in the sample. In the 
remainder of the 1000 companies contacted, 104 refused to 
participate in the study, 241 had not established a new dis- 
tributor relationship within the past two years, and 151 did 
not use independent distributors and were inappropriate giv- 
en the scope of the study. The formal titles of the informants 
within the manufacturers’ firms were either sales or market- 
ing manager. 


Response rates and final sample. After call-backs and 
second mailings, the final sample consisted of 156 firms. 
Nine questionnaires were eliminated on the basis of a key 
informant check (see the section “Key Informant Quality”), 
yielding a final sample of 147 firms (32% of 460). The re- 
sponse rate compares favorably with those obtained in oth- 
er industrial marketing studies. Of the 147 firms in the final 
sample, 69 used territorial restrictions. Thirty-six of these 
restrictions were of the strong (absolute confinement) form 
and 33 were of the weak (profit pass-over) form. Seventy- 
eight firms did not use restrictions. 


Nonresponse bias. To evaluate the possible presence of 
nonresponse bias in our data, we compared the final sample 
with a random sample of 100 nonrespondents from the mail- 
ing list, with respect to annual company sales volume and 
number of employees. No significant differences were 
found, which suggests that nonresponse bias may not be a 
problem. 


Key informant quality. Although we made a deliberate 
effort to identify appropriate key informants through the 
presurvey contacts, we also administered a post hoc check 
on informant quality as part of the questionnaire. Specifi- 
cally, we included two questions at the end of the question- 
naire that asked “How involved are you personally in your 
company’s dealings with this distributor?” and “How 


knowledgeable are you in general about your company’s 
dealings with this distributor?” We eliminated nine ques- 
tionnaires that showed insufficient levels of involvement 
and knowledge (Heide and John 1990). On seven-point 
scales, the mean responses to the involvement and knowl- 
edge questions were 5.7 (standard deviation = 1.3) and 6.3 
(standard deviation =. 9), respectively, providing evidence 
of the quality of our key informants. 


Results 


Measure Validation Procedure 


For the multi-item scales, we initially subjected the set of 
items that corresponded to each theoretical construct to an 
examination of item-to-total correlations and exploratory 
factor analysis. Two items were deleted as a result of this 
evaluation process. The first item, which was part of the 
original item pool for distributor services, did not pertain 
clearly to free-rideable services. The second item was hy- 
pothesized originally to belong to the performance ambigu- 
ity scale, but in retrospect failed to describe clearly 
performance ambiguity as it applies to the distributor’s sales 
area. 

After this initial analysis, we subjected the remaining set 
of items to confirmatory factory analysis to verify unidi- 
mensionality. Specifically, we estimated a model in which 
every item was restricted to load on its a priori specified fac- 
tor, and the factors themselves were allowed to correlate 
(Gerbing and Anderson 1988). 

We estimated the measurement model by maximum 
likelihood using EQS (Bentler 1989). The overall fit of the 
model is good (x2 [109] = 123.85, р =. 16; Bentler’s com- 
parative fit index [CFI] =. 96; Average off-diagonal stan- 
dardized residual [AOSR] =. 056). 

The results for the measurement model (standardized so- 
lution) are reported in Table 3. As can be seen, each of the 
relevant factor loadings is significant (t-values > 2). In sum- 
mary, the measurement model provides evidence of unidi- 
mensionality. 

We estimated an additional series of models in which we 
restricted the individual factor correlations, one at a time, to 
unity. Subsequently, we compared the fit of the restricted 
model with that of the original model. The relevant chi- 
square difference tests are all significant, providing evi- 
dence of discriminant validity. For example, the comparison 
involving distributor services and specific investments pro- 
vided a ¥2(1) = 37.56 (р <. 001), which suggests that these 
measures are distinct. 

The final step in the measure validation involved com- 
puting reliability for each item set using Jóreskog's (1971) 
formula. As can be seen in Table 1, some of the measures 
have somewhat low levels of reliability, which suggests 
that some caution should be used in interpreting the 
results. 


Test of Hypotheses 


То test our hypotheses, the following logistic regres- 
sion model was estimated using maximum likelihood 
procedures: 


Vertical Territorial Restrictions and Public Policy / 129 


TABLE 3 
Measurement Моде! 














Standardized 
Factor Нет Factor Loading T-value 
DSERV (F1) DS1 75 5.66 
052 .53 4.67 
053 .45 4.17 
INFO (F2) IN1 44 4.22 
IN2 „43 4.06 
IN3 61 5.63 
IN4 .63 5.77 
DETECT (F3) DE1 134 3.76 
DE2 .76 8.33 
DES .87 9.41 
DE4 .45 5.01 
ENFORCE (F4) ЕМ 69 7.06 
ЕМ2 76 7.64 
ЕМЗ 47 4.94 
DHET (F5) DH1 89 9.90 
DH2 82 9.21 
DH3 32 3.51 
X? (109 df) = 123.85 (p = .16). 
СН = 96. 
AOSR = .056. 
i model correctly classifies 80% of the observations, which 
compares favorably with the proportional chance criterion 
exp Bo+ 9^8, Xy of 50%. : d 
P(DEPLOY, = 1) = ЈЕ. As can ђе seen from the Table 4, most of the key рге- 
dictions are supported. Free-rideable services (t = 2.51, р < 
1 + exp | Во + X B, Xy .01), information asymmetry (t = 2.56, p < .01), enforcement 
J=! ability (t = 2.04, p < .05), manufacturer competition (t = 
2.00, p < .05), and product restrictions (t = 3.72, p < .01) all 
where 


DEPLOY, = 1 if firm i deploys territorial restrictions, 
and 0 if intrabrand competition is allowed; 
Ху = Free-rideable services (DSERV); 
Xj = Information asymmetry (INFO); 
Ха = Detection ability (DETECT); 
Хи = Enforcement ability ENFORCE); 
Xj5 = Manufacturer competition (COMP); 
Xs = Distributor heterogeneity (DHET) ; 
X, = Exclusive Dealing (EXDEAL); and 
X,g = Product newness (PRODNEW). 


The estimation results presented next are based on the 
entire sample (1.е., strong and weak forms of restrictions 
combined). Although no a priori theoretical reasons exist to 
expect differences, we also estimated the model separately 
in the subsamples for strong and weak forms. The results for 
the subsamples are virtually identical, justifying the use of 
the full sample for hypothesis testing purposes. 

The estimation results for the deployment model are 
shown in Table 4. The chi-square statistic for the model 
(x2(8) = 64.68) suggests that the null hypothesis of all the 
coefficients being zero can be rejected. Furthermore, the 
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increase the likelihood that territorial restrictions are de- 
ployed. As we predicted, higher levels of detection difficul- 
ty lower the likelihood that manufacturers will deploy 
restrictions (t = —1.66, р = < .05). We found no significant 





TABLE 4 

Logistic Regression Model: Deployment (Deploy) 
Independent 
Varlable Coefficient T-Value 
Constant –8.70 —4.01** 
DSERV 65 2.51%" 
INFO 57 2.56** 
DETECT —.38 —1.66* 
ENFORCE 39 2.04* 
СОМР .18 2.00** 
DHET .25 1.08 
EXDEAL 2.23 3.72** 
PRODNEW —.11 .96 
x? (8 df) = 64.68 


*p « .05 (1-tailed test). 
**p « .01 (1-talled test). 


effect for distributor heterogeneity or product newness. We 
discuss these findings in the next section. 


Discussion 


Territorial restrictions have been the subject of intense de- 
bate for a long time. The central issue in this debate has been 
whether such distribution arrangements are deployed to (1) 
enhance a given firm’s ability to compete in a market or (2) 
inhibit the abilities of the firm’s competitors. As discussed 
previously, a substantial body of literature has evolved on 
this topic (e.g., Bork 1978; Culbertson and Bradford 1991; 
Jordan and Jaffee 1987). Unfortunately, the existing litera- 
ture possesses two important limitations, namely, a narrow 
conceptualization of what business efficiency constitutes 
and a general lack of empirical evidence regarding the hy- 
pothesized antecedent conditions. We consider each in turn. 


The Nature of Business Efficiency 


Historically, the primary aspect of efficiency that has been 
attributed to territorial restrictions is the ability to control 
free-riding on distributor services. Our data provide support 
for this hypothesis. However, our results also suggest that 
the deployment of restrictions is influenced by transaction 
cost and information considerations. Regarding transaction 
costs, we show that difficulties with detecting violations of 
assigned territories are negatively related to the use of re- 
strictions and that the availability of an enforcement mech- 
anism (e.g., specific investments) has a positive effect. 
Considered in combination, these results are consistent with 
the general transaction cost argument that choices among in- 
stitutional arrangements turn in part on their respective costs 
(e.g., Dutta, Bergen, and John 1994; Masten, Meehan, and 
Snyder 1991). To the best of our knowledge, however, this 
research is the first to suggest the influence of transaction 
costs on the deployment of territorial restrictions. 

Regarding information asymmetry, our data suggest that 
firms are more likely to deploy territorial restrictions when 
their distributors have better information about downstream 
market conditions. This result is consistent with Rey and Ti- 
role’s (1986) hypothesis that deploying restrictions, rather 
than allowing intrabrand competition, may increase a dis- 
tributor’s flexibility to set prices in accordance with local 
market conditions. This finding extends the traditional effi- 
ciency rationale for territorial restrictions and suggests that 
they may enhance channel efficiency even when service 
provision per se is relatively unimportant. 


Empirical Evidence 


Another main limitation of the past literature on territorial 
restrictions is a general lack of empirical evidence (Sass and 
Saurman 1993). Interestingly, the policy view of vertical re- 
strictions has changed dramatically in the United States 
from the early categorical principle of “per se” illegality to 
the “rule of reason” approach adopted following the Conti- 
nental TV, Inc. v. GTE Sylvania, Inc. (1977) case. It is note- 
worthy, however, that these policy views have not been 
based on strong empirical evidence. Indeed, both the effi- 
ciency and monopoly views have been based either on case 
studies (e.g., Bork 1978) or on indirect empirical evidence 


(e.g., Culbertson and Bradford 1991). This study provides 
the first direct evidence of the influence of the antecedent 
conditions on which each view is based. 


Policy Implications 


From a policy perspective, our results suggest that business 
efficiency considerations play a significant role in the deci- 
sion to use territorial restrictions. Specifically, minimizing 
free-riding, allowing pricing under flexibility under condi- 
tions of information asymmetry, and economizing transac- 
tion cost considerations all influence the deployment 
decision. This broader conceptualization of business effi- 
ciency strongly suggests that a firm’s use of territorial re- 
striction may be consistent with business efficiency goals. 

It should be noted that, though the preceding scenarios 
enhance business efficiency for both the manufacturer and 
the distributor, the effects on consumers are not universally 
clear-cut. On the one hand, controlling free-riding is clearly 
beneficial to consumers, because it ensures that consumers 
receive necessary services. Similarly, economizing on trans- 
action cost reduces the cost of doing business, which ulti- 
mately may be passed on to consumers through lower 
prices. At the very least, consumer welfare is not reduced. 
On the other hand, in contrast to the preceding results, al- 
lowing pricing flexibility under conditions of information 
asymmetry may not necessarily benefit consumers, because 
it permits price discrimination, which may require some 
consumers to pay a higher price. 

Our results for the various anticompetitive considera- 
tions warrant some discussion. We found no support for the 
hypothesized relationship between distributor heterogeneity 
and the use of territorial restriction. Unlike the assumption 
in the extant literature on entry barriers (e.g., Scherer and 
Ross 1990), it is conceivable that using territorial restric- 
tions with the objective of attracting superior distributors 
has a limited effect on entry costs. Furthermore, to the ex- 
tent that attracting superior distributors enhances a manu- 
facturer’s ability to provide high-quality services, the 
resulting effects would actually be procompetitive in nature. 

However, consistent with Rey and Stiglitz’s (1995) 
study, our results did suggest that manufacturers are more 
likely to assign territorial restrictions when they face com- 
petition ex ante. Ultimately, this may lead to reduced inter- 
brand competition. It is noteworthy that this result 
contradicts the market power argument from the literature 
on RPM. Extending the logic from the RPM debate to the 
territorial restrictions context, we might hypothesize that 
manufacturers that face less competition are more likely to 
assign restrictions. Our present results suggest that the RPM 
arguments may not be readily transferable to the question of 
territorial restriction. 

Taken together, from a prescriptive public policy per- 
spective, our results support the current rule of reason treat- 
ment of territorial restrictions in the United States. We note, 
however, that we have expanded on the range of factors that 
can be used to create a code for reasonableness (i.e., infor- 
mation asymmetry and transaction costs). We also provide 
empirical evidence that to date has been lacking and that 
permits applying the rule of reason principle with greater 
confidence. Finally, our results suggest that the current pol- 
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icy of per se illegality in Europe may not be warranted. 
Specifically, it may be more appropriate to adopt a rule of 
reason approach until systematic evidence gathered in those 
markets suggests otherwise. Thus, our conceptualization 
and findings highlight the important role that marketers can 
play in informing the public policy debate. 


Limitations and Further Research 


Our results should be interpreted in light of the limitations 
of the research design used. Some of these limitations rep- 
resent opportunities for further research. First, though the 
restriction on our sample provides a degree of homogeneity 
that is desirable for theory testing purposes, it limits our 
ability to generalize our results to other industries. On the 
topic of design, we also note that the reliabilities of some of 
our measures are low and that additional work is needed to 
establish the robustness of our results 

Second, we do not claim to have captured an exhaustive 
list of determinants of restrictions. Researchers in the future 
may develop a richer conceptualization of anticompetitive 
motivations. Аз noted previously, it is conceivable that there 
are transaction cost considerations that have anticompetitive 
implications. Specifically, if there is variation in perfor- 
mance ambiguity across distributors, a manufacturer that 
manages to attract distributors with inherently lower degrees 
of performance ambiguity in relation to their activities may 
have a cost advantage over later entrants. As such, entry bar- 
riers may be elevated. 

Furthermore, though much of the economics literature 
on vertical restrictions implicitly assumes that resellers are 
atomistically competitive, it is likely that power or depen- 
dence considerations may play a role in the deployment de- 
cision. For example, manufacturers that have little choice 
among distributors ex ante may have greater incentives to 
offer territorial protection. To explore this possibility, we in- 
cluded a measure in our model of the number of competing 
distributors available to the manufacturer at the time when 
the focal relationship was being established. In our data this 
variable did not have a significant effect on the deployment 
decision (t = .84, p > .10). We recognize, however, that this 
particular measure most likely underrepresents the depen- 
dence construct, and we encourage researchers in the future 
to continue to explore the role of dependence. 

Third, some researchers have suggested that using ter- 
ritorial restrictions provides firms with some of the control 
and incentive properties of ownership (e.g., Rubin 1990). 
In some situations, however, deploying territorial restric- 
tions may be insufficient to provide the right incentives, 
and firms may consider forward integration. Another possi- 
ble strategy, which Bergen, Dutta, and Shugan (1996) sug- 
gest, is for manufacturers to offer variations of their 
branded products to distributors, so that distributors carry 
nonequivalent forms of the manufacturer's product. This 
product variation helps reduce intrabrand competition 
among distributors, by virtue of making it more difficult for 
consumers to undertake comparison shopping. By offering 
different variations of their branded product, manufacturers 
also can help reduce free-riding on services. 
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Notice, however, that deploying territorial restrictions, 
engaging in forward integration, and offering branded vari- 
ants represent fundamentally different strategies. An impor- 
tant topic for further research is to specify the relative costs 
and benefits of the different strategies and to identify their 
antecedent conditions. 

Another interesting topic for further research is the role 
of distribution restrictions in light of the increasing growth 
in internet marketing. For example, to the extent that elec- 
tronic markets facilitate consumers' information acquisition 
(Alba et al. 1997), they would diminish the need for con- 
ventional service provision from distributors and, as a con- 
sequence, the need for territorial restrictions. However, Alba 
and colleagues (1997) also note that electronic markets are 
best suited for search goods or for buying situations in 
which consumers can evaluate attributes before making a 
buying decision. Other situations may require a different 
form of service provision and make restrictions more im- 
portant. For example, electronic channels may be less ap- 
propriate in situations that require customization of services 
to the needs of individual buyers. Such situations may re- 
quire a more conventional channel design and possibly ter- 
ritorial restrictions. 

The process by which decisions regarding territorial re- 
strictions are made also warrants further research. Notice 
that most of the predictor variables in our model (free-ride- 
able services, information asymmetry, detection problems, 
manufacturer competition, distributor heterogeneity, and 
product newness) describe extant market or firm character- 
istics that precede the decision on territorial restrictions. In 
contrast, distributor investments and exclusive deals may be 
more appropriately viewed as structuring decisions, which 
are made at the time of the deployment decision, but which 
nevertheless impact the nature of the distribution agreement 
in question. However, what actually influences the deploy- 
ment decision at a given time is the distributor's willingness 
to invest in manufacturer-specific assets and the manufac- 
turer's insistence on exclusive dealing. 

Further research also can be directed toward exploring 
the dynamics of distribution relationships. For example, to 
the extent that deploying territorial restrictions increases a 
supplier's dependence on a distributor, we may expect sup- 
pliers to engage in dependence-balancing strategies (e.g., 
Heide and John 1988) of various kinds. Another interesting 
question is whether distributors that enjoy territorial protec- 
tion will increase their investments in manufacturer-specific 
assets over time. 

Finally, an interesting topic for further research is how 
firms manage their territorial arrangements after they have 
been deployed. As previously noted, distributors frequently 
violate assigned restrictions by “bootlegging” into other terri- 
tories (Banerji 1990; Cespedes, Corey, and Rangan 1988). An 
interesting research question is how manufacturers can 
achieve compliance with their territorial restrictions after the 
deployment decision has been made. Some hypotheses have 
been advanced about the enforcement tactics available to 
firms (Dutta, Bergen, and John 1994), and empirical evidence 
is starting to accumulate (e.g., Bergen, Heide, and Dutta 
1998). However, more research is needed on this topic. 
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Consumption as 
Self-Presentation: 
A Socioanalytic 
Interpretation of 
Mrs. Cage 


Consumer behavior often becomes a form of communica- 
tion. When this occurs, the mere act of consumption is 
eclipsed by consumption as symbol. For example, the mere 
act of owning a watch may be eclipsed by the symbolism of 
owning a Rolex watch. Morris Holbrook takes this thinking 
a step further in his (1996, р. 142) review of Nancy Barr's 
Mrs. Cage, in which he contends that the play “makes a case 
for the centrality of consumption as the essence of the hu- 
man condition." He goes on to argue that consumer behav- 
ior "is the fundamental stuff of everyday lived experience" 
(p. 142). He concludes that the play's central message is that 
"sometimes the consumption is the communication" (p. 
142). His analysis of the main character Mrs. Cage, a 
woman who goes shopping every day, justifies this rather 
startling view. 

OK, perhaps "sometimes the consumption is the com- 
munication." But why? Why is symbolic consumer behavior 
so important? How does it relate to basic human motives? 
How do individual differences affect how symbolic con- 
sumer behaviors are used? These are important questions for 
marketing, and Barr's play affords a powerful lens through 
which to examine them. By placing symbolic consumer be- 
havior in the deeper psychological context of self- 
presentation (as explained by socioanalytic theory), this 
reanalysis of Mrs. Cage casts fresh light on the place of con- 
sumption in people's lives. 

In this review, we use socioanalytic theory to link sym- 
bolic consumer behavior to self-presentation and show that 
self-presentation is fundamental to human nature. We illus- 
trate individual differences in self-presentation styles using 
the main characters in the play. Thus, Mrs. Cage is used as 
our lens for better understanding symbolic consumer 
behavior. 
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According to socioanalytic theory, symbolic consumer 
behavior can serve self-presentation motives. Thus, Hogan, 
Jones, and Cheek (1985, p. 181) put forward the case for 
consumer behavior as communication, as follows: 


All social action has a symbolic component; everything we 
do can be interpreted in self-presentational terms. The 
clothes we wear, the books we have on our shelves, the 
music on our radios, our jobs, our friends, and our ene- 
mies—all of these tell others how we want to be regarded. 
Others noting these external signs, appraise us and con- 
struct our reputations accordingly. 


Socioanalytic theory also emphasizes that humans al- 
ways have had to live in groups to survive; that within 
groups, both acceptance and status are important; and that 
self-presentation (which creates social identity or reputa- 
tion) is crucial to human life. Hogan, Jones, and Cheek 
(1985, pp. 176—77) sum up the argument as follows: 


In order to take part in the life of one's social or cultural 
group, one must have a part to play. Once that part—one's 
social identity—has been established, it must be main- 
tained. One maintains the credibility of one's social iden- 
tity through self-presentation. The way we do self- 
presentation at any time may reflect changeable 
environmental circumstances, but the tendency to do self- 
presentation is archaic, unconscious, a distinctive feature 
of our species. 


Socioanalytic theory asserts that people's self- 
presentations reflect not only the protective aims of avoid- 
ing disapproval and garnering approval (i.e., getting along), 
but also acquisitive aims (i.e., getting ahead). Conformity 
and/or compliance often suffice for getting along, but to get 
ahead, people must be more assertive, acquisitive, or ma- 
nipulative, which increases the likelihood of disapproval by 
others. In other words, the kinds of self-presentation instru- 
mental to getting along may well be incompatible with those 
instrumental to getting ahead (making it unlikely to win 
friends and influence people at the same time!). Getting 
along and getting ahead are thus construed as distinct styles 
of self-presentation that coexist in everyone's behavioral 
repertoire. There are consistent patterns of individual differ- 
ences in people's expression of each, and some people go to 
extremes in relying on one style or another (Wolfe, Lennox, 
and Cutler 1986). Most of the characters in Mrs. Cage re- 
flect the extremes. Thus, the play is a striking study in con- 
trasts between the two modes of self-presentation and a 
powerful lens through which to observe the marketing im- 
plications of each. 
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The Plot 


Lillian Cage is the 55-year-old wife of a successful criminal 
lawyer, Martin Cage; their daughter, Elizabeth, is a civil at- 
torney. Mrs. Cage spends most of her time grocery shopping 
and ironing her husband’s shirts. She is self-effacing, un- 
failingly civil, polite, and dependable—the prototype of a 
predictably compliant person bent on getting along. Howev- 
er, things begin to change when her daughter Elizabeth 
scolds her for giving so much painstaking attention to the 
shirts, and her husband Martin inadvertently hurts her by 
making clear his indifference to them. Feeling her efforts as 
a mother and homemaker are no longer needed, these seem- 
ingly trivial slights cast the heroine psychologically adrift. 
No one depends on her, no one offers her emotional support, 
no one agrees with her about the value of the rituals that had 
lent meaning to her life. 

Shortly after these devastating events, Mrs. Cage meets 
Phyllis Dean driving into the supermarket parking lot. Phyl- 
lis honks rudely, swears at her, then parks in a handicapped 
spot, even though she is not handicapped. Inside the store, 
Mrs. Cage meets Phyllis again, who is just ahead of her in 
the “fast checkout" lane, though she has far too many items 
for that lane. Phyllis again transgresses by writing a check 
(she is in the cash-only line) and yet again by ordering Bil- 
ly (the 17-year-old bagboy Mrs. Cage looks forward to see- 
ing when she goes shopping) to help her to her car with the 
groceries. In the parking lot, a man snatches Phyllis’s purse. 
Billy struggles with the thief, who shoots him in the chest, 
drops the gun, and flees with the purse. As Billy dies, Phyl- 
lis screams that her purse is missing. Mrs. Cage, who had 
tried to come to Billy’s aid, picks up the gun and shoots 
Phyllis between the eyes. 

These events are summarized in the prologue. The play 
itself takes place at police headquarters where Mrs. Cage 
tells Lt. Ruben Angel all about herself, husband Martin, 
daughter Elizabeth, Billy the bagboy, and Phyllis. It ends 
with Mrs. Cage’s voluntary, detailed confession to Phyllis’s 
murder. She takes full responsibility for the crime, saying 
that she was not insane, “momentary or otherwise” (p. 34). 


A Socioanalytic View of the 
Characters 


Mrs. Cage is relevant to marketing because of the insight it 
provides into the life of a traditional housewife. For Mrs. 
Cage, the purchase of goods is crucial self-presentation. It is 
less important for the self-presentations of the other charac- 
ters because they are career-oriented. Mrs. Cage’s style of 
self-presentation is also more protective than the others’. 
She is a gentle soul who plays by the rules, seeks approval, 
avoids disapproval and conflict, and, so, generally tries to 
get along. Most of her actions are overdetermined, dictated 
by both her traditional housewife role and her getting-along 
style of self-presentation. Her manner of speech demon- 
Strates gentleness; for example, in the first few lines of the 
play, she says to Lt. Angel, “I suggest you jot that down” (p. 
9). In a situation in which we might expect her to be emo- 
tional and demanding, she is considerate and helpful. She 
develops sympathy for him (“Have you had a bad day, Lieu- 
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tenant?... Would you like to talk about it?”; p. 13). Eventu- 
ally, she draws him into a personal discussion of his daugh- 
ter’s health problems, in which she takes a caregiving role, 
despite the circumstances. This exchange demonstrates the 
depth of her tendency to be a caring woman; in such cir- 
cumstances, most people would consider Lt. Angel an ad- 
versary, not an object of sympathy. 

Mrs. Cage exhibits concern for appropriateness, an indi- 
cator of protective self-presentation, throughout her interac- 
tion with Lt. Angel. She remarks on his conversational 
etiquette and other niceties (“Coasters! Isn’t this charming? 
You've thought of everything, haven't you?"; р. 20) and 
comments at length on the other characters' politeness or 
lack of it. Her concern for appropriateness is expressed 
many ways but most often takes the form of a distaste for 
breaking rules, written or unwritten. She defines the other 
characters largely in terms of their rule-breaking tendencies. 
She is at pains to distance herself from the rule breakers and, 
to a considerable extent, defines herself in terms of the ways 
she differs from them. 

Daughter Elizabeth, for example, breaks Mrs. Cage's 
housekeeping rules by not shopping regularly and freezing 
her meat, breaks parking rules by accumulating hundreds of 
tickets, and breaks marital rules by dating though still mar- 
ried and by planning to get a divorce. Elizabeth exemplifies 
a trend in society that Mrs. Cage does not like: a decline in 
civility that Mrs. Cage associates with career women. She 
describes Elizabeth as “а careerist ... I am proud to say: Гат 
not of their number" (p. 19). 

Husband Martin is short on civility and capable of vul- 
garity and hypocrisy. Mrs. Cage regards her husband's law 
practice as a kind of systematic rule breaking, in that it sub- 
verts the spirit of the law. Although criminals should be pun- 
ished, the defense attorney's slickness enables them to go 
free. Referring to the man who shot Billy, she says, “I hope 
he gets a lousy lawyer. I hope he doesn't get Martin Cage" 
(p. 11). Martin is also described by Mrs. Cage as violating 
the rules of decorum by failing to be a good listener and 
venting his hypocritical anger toward their daughter on Mrs. 
Cage. Mrs. Cage's resentment and rage are finally focused 
on the stranger Phyllis Dean, who, as it turns out, is Eliza- 
beth's double and whose actions at the supermarket damn 
her in the heroine's eyes. 

The rule-breaking behaviors of Martin, Elizabeth, and 
Phyllis are consistent with their getting ahead style of self- 
presentation. They are aggressive characters who take risks 
and exploit the situation to get what they want. Mrs. Cage 
views Martin's career, for example, as a progression from 
his honest prosecutor's position early in life to his less hon- 
orable but more lucrative position of defense attorney. Mar- 
tin now presents both himself and his clients as favorably as 
possible to achieve his personal goals, a near definition of 
acquisitive self-presentation. Martin is assertive and even 
aggressive. Corroborating Mrs. Cage's view of her husband, 
Lt. Angel says of him: “I’ve heard him roar, I’ve seen him 
take over a courtroom. He can hammer a witness insensible. 
He can break grown people into little twigs" (p. 24). 

Although perhaps less cruel, Elizabeth and Phyllis are 
also acquisitive, assertive risk takers. Martin describes his 
daughter as "brazenfaced," a term used later by Mrs. Cage 


to describe Phyllis. Phyllis does not value fresh groceries or 
the kind of compassion and caring Mrs. Cage has tried so 
hard to lavish on her family and loved ones. Worse yet, 
Phyllis screams about her purse as Billy dies. In a larger 
sense, Phyllis is symbolic of a changing society in which the 
role of the traditional, caregiving housewife is no longer val- 
ued. Mrs. Cage is now very much out of place, as high and 
dry as the beached whales she sees in a television documen- 
tary. 

Mrs. Cage has sought to maintain her social identity of 
housewife as best she can, largely through consumer behav- 
ior. Her efforts to fulfill society’s expectations regarding this 
role and to give her life meaning within it have failed. Her 
husband and daughter gradually come to take her for grant- 
ed and finally devalue her efforts to fit in, which in effect de- 
nies her the vital necessity of belongingness. Thus bereft, 
she takes the life of a stranger, whose bad manners as a con- 
sumer mark her, from Mrs. Cage’s impassioned perspective, 
as someone who deserves to be killed. In a sense, Phyllis 
sums up all the bad behavior of all the badly behaved peo- 
ple in Mrs. Cage life. The continual breaking of written and 
unwritten rules is "grounds for murder don’t you think?" (p. 
17). 


Conclusions and Implications for 
Consumer Research 


In considering this reanalysis of Mrs. Cage, two issues are 
of concern. First, how does our review differ from the pre- 
vious one by Holbrook (1996), or to put it another way, why 
another review of an apparently obscure play? Second, what 
are the implications for consumer behavior? It might appear 
that this socioanalytic perspective on Mrs. Cage reaches the 
same conclusion as Holbrook’s (1996, p. 141): 


In Mrs. Cage, the root cause of the horror that occurs is the 
ordinary consumption itself. Lillian Cage represents an 
affluent, well-educated, middle-class housewife undone 
by her role as homemaker—a role as conventional as it is 
insidiously destructive. Overall, this play presents a dark 
view of consumption in the consumer culture as a force of 
such potential evil that it can account for the most heinous 
of crimes. 


The socioanalytic perspective would concentrate less on 
consumption as the problem and more on the underlying 
psychological issue, which is the loss of social identity. Mrs. 
Cage has recognized that she is no longer needed. She has 
lost face and her social identity, and tt hurts. This is not a 
problem faced only by consumers. Middle managers face it 
when their companies downsize; skilled workers face it 
when they are replaced by machines; salespeople face it 
when they lose their jobs. The fundamental problem is not 
consumption but rather the more basic loss of acceptance 
and status. The socioanalytic perspective helps us appreciate 
the traumatic impact of a loss of social identity; whether 
consumption-, production-, or family-related, it is sure to be 
painful. 

Socioanalytic theory also highlights the role of self- 
presentation in establishing and maintaining social identity. 
Examining the play from this perspective demonstrates why 
the symbolic value of the rituals related to homemaking is 


so important as a means of self-presentation to Mrs. Cage 
and less important to the other characters who establish their 
social worth through their careers. Thus, consumption as 
traditionally defined is not of great importance to all char- 
acters in the play, and its importance varies according to the 
social identities they are attempting to maintain, as would be 
predicted by the self-presentation theory. 

Furthermore, socioanalytic theory specifies differences 
in motivation underlying the two main styles of self- 
presentation: getting along (Mrs. Cage's style) and getting 
ahead (the style of Martin, Elizabeth, and Phyllis). Individ- 
ual differences in self-presentation style, as illustrated in the 
play, are associated with different forms of consumption. 
Those forms associated with getting along are likely to em- 
phasize caring and gentility (the ironing of shirts and daily 
grocery shopping for Mrs. Cage). Those associated with get- 
ting ahead are likely to emphasize power (a business suit for 
Phyllis). 

In summary, socioanalytic theory emphasizes that to sat- 
isfy basic needs for belongingness and status, people must 
establish and maintain a social identity. Success in self- 
presentation is critical for maintaining a social identity. Ef- 
fective self-presentation takes many forms, one of which is 
symbolic consumer behavior. The symbolic importance of 
purchasing activities and the types of symbolic purchases 
are influenced by the particular social identity the person 
tries to maintain, as well as his or her individual style of 
self-presentation. 

What, then, does this take on Mrs. Cage have to say to 
consumer researchers? Simply this: Symbolic consumer be- 
havior is better understood in the deeper psychological con- 
text of self-presentation behavior. For example, Slama and 
Singley (1996) argue that acquisitive self-presenters (such 
as Martin, Elizabeth, and Phyllis) and protective self- 
presenters (such as Mrs. Cage) will have different respons- 
es to advertising appeals. Appeals that feature risk taking to 
gain social advantage (e.g., using the power of a prestigious 
car to get ahead of traffic) should be effective with acquisi- 
tive self-presenters. In contrast, appeals that show how to 
avoid social risk will be more effective with protective self- 
presenters. Deodorant, soap, mouthwash, and insurance ad- 
vertisements are all likely to push the “hot buttons" of 
protective self-presenters when they mention the use of 
these products as a way to overcome social negatives. 

There has been some empirical research in support of 
these ideas. For example, Celuch and Slama (1995) find that 
protective and acquisitive self-presenters differ in the types 
of advertising appeals they prefer. In addition, protective 
self-presenters have been found to be less assertive than ac- 
quisitive self-presenters in their consumer interaction styles 
(Slama and Celuch 1995). Moreover, an indicator of protec- 
tive self-presentation has been shown to be related to con- 
sumer susceptibility to peer influence (Bearden and Rose 
1990), as would be predicted by self-presentation theory. 
Thus, though the work on self-presentation and consumer 
behavior is just beginning, the results to date are encourag- 
ing. 
In summary, the play Mrs. Cage provides a clear exam- 
ple of the link between self-presentation and symbolic con- 
sumer behavior. It illustrates the importance of social 
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identity and shows how consumer goods can be used in 
maintaining social identity. It gives clear examples of pro- 
tective and acquisitive self-presenters, along with associated 
consumer behavior. Mrs. Cage serves not only to show the 
importance of “consumption as communication,” but also to 
emphasize the importance of the concept of self- 
presentation in understanding symbolic consumer behavior. 





REFERENCES 

Barr, N. (1993), Mrs. Cage. New York: Dramatists Play Service, 
Inc. 

Bearden, W. and R. Rose (1990), "Measurement of Consumer Sus- 
ceptibility to Interpersonal Influence," Journal of Consumer 
Research, 16 (March), 473-81. 

Celuch, К. and M. Slama (1995), “Getting Along and Getting 
Ahead as Motives for Self-Presentation: Their Impact on Ad- 
vertising Effectiveness," Journal of Applied Social Psychology, 
25 (October), 1700-13. 

Hogan, R., W. Jones, and J.M. Cheek (1985), “Socioanalytic The- 
ory: An Alternative to Armadillo Psychology," in The Self and 


Social Life, B.R. Schlenker, ed. New York: McGraw-Hill, 
175-98. 

Holbrook, M.B. (1996), *Consumption as Communication in the 
World of Mrs. Cage," Journal of Marketing, 60 (April), 
139-42. 

Slama, М.Е. and К.С. Celuch (1995), “Self-Presentation and Con- 
sumer Interaction Styles," Journal of Business and Psychology, 
10 (1), 19-30. 

and К.В. Singley (1996), “Self-Monitoring and Value- 
Expressive vs. Utilitarian Ad Effectiveness: Why the Mixed 
Findings?” Journal of Current Issues and Research in Advertis- 
ing, 18 (Fall), 39-52. 

Wolfe, R.N., R.D. Lennox, and B.L. Cutler (1986), “Getting Along 
and Getting Ahead: Empirical Support for a Theory of Protec- 
tive and Acquisitive Self-Presentation,” Journal of Personality 
and Social Psychology, 50 (2), 356-61. 





- Dr. MARK SLAMA 
Illinois State University 


Dr. RAYMOND WOLFE 
State University of New York 
College at Geneseo 


Expertise you can’t afford to do without... 


The essential journal from Harwood Academic Publishers... 


CONSUMPTION, MARKETS 


AND CULTURE 
http:/[www.gbhap.com/Consumption_Markets_Culture/ 


Editors: A. Fuat Firat, School of Management, Arizona State University West, 4701 W. Thunderbird Road, Phoenix, AZ 85069, 
USA and Alladi Venkatesh, Graduate School of Management, University of California, Irvine, CA 92697-3125, USA 


A rabidi Dales ic deis p td and the market as the site of social behavior and discourse. It encourages 
of the role of management ai izations in society, ially in terms of production, consumption, colonialism, globalization, 
business performance, and labor conditions. Combining theories of ‚ media, gender, anthropology, literary criticism and semiology with 
analyses of business and mana the journal is international in its scope and iconoclastic in its aims. The editors consider marketing to be the 
ultimate social ce of postmodemity, blending art and commerce and requiring the constant renewal of styles, forms and images. ucating 
readers about conscious and planned practice of signification and representation is, thus, the journal’s primary aim; its second is to take part 
in inquiring into and constructing the material conditions and meanings of consumption and production. 
Ask for your free sample copy today! 


4 issues per volume • ISSN 1025-3866 • Current Subscriphon Volume 3 (1999) 


E-mail: info@gbhap.com * Visit Our Home Page: http://www.gbhap.com 
For further information, pricing details or to order, please contact: 


North and South America: IPD, Box 32160, Newark, NJ 07102, USA • Tel. +1 800 545 8398 • Fax: +1 215 750 6343 
Europe: IPD Marketing Services Ltd , PO Box 310, St Helier, Jersey JE4 ОТН, Channel Islands • Tel: +44 (0)118 956 0080 ® Fax: 444 (0)118 956 8211 


АП prices are subject to change without notice 





harwood academic publishers 


A member of The Gordon and Breach Publishing Group 





138 / Journal of Marketing, October 1999 


JOURNAL OF MARKETING 
SUBJECT AND AUTHOR INDEX 
TO VOLUME 63 


1999 


SUBJECT INDEX 


ADVERTISING 


1. Brand Positioning Through Advertising in Asia, North America, and Eu- 
rope: The Role of Global Consumer Culture 
Vol 63, No. 1, January 1999, 75-87 
Dana L. Alden, Jan-Benedict Е М. Steenkamp, and 
Rajeev Batra 


2. Consumers’ Processing of Persuasive Advertisements: An Integrative 
Framework of Persuasion Theories 
Vol. 63, Special Issue 1999, 45—60 
Joan Meyers-Levy and Prashant Malaviya 


3. How Advertising Works: What Do We Really Know? 
Vol. 63, No. 1, January 1999, 26—43 
Demetrios Vakratsas and Tim Ambler 


4. Smoking Scenes m Movies and Antismoking Advertisements Before 
Movies: Effects on Youth 
Vol. 63, No. 3, July 1999, 1-13 
Cornelia Pechmann and Chuan-Fong Shih 


5. Using Advertising Alliances for New Product Introduction: Interactions 
Between Product Complementarity and Promotional Strategies 
Vol. 63, No 1, January 1999, 57-74 
Sridhar Samu, H. Shanker Krishnan, and 
Robert E. Smith 


AWARD ANNOUNCEMENTS 


6 Harold H. Maynard Award 
Vol 63, No. 3, July 1999, iii 


7. М$ЫН. Paul Root Award 
Vol. 63, No. 3, July 1999, iii 


BRAND MANAGEMENT 


8. Brand Positioning Through Advertising in Asia, North America, and Eu- 
rope: The Role of Global Consumer Culture 
Vol 63, No. 1, January 1999, 75-87 
Dana L. Alden, Jan-Benedict E.M. Steenkamp, and 
Rajeev Batra 


9. Goal Setting and Goal Striving in Consumer Behavior 
Vol. 63, Special Issue 1999, 19-32 
Richard P. Bagozz and Utpal Dholakia 


10. The Ownership Effect in Consumer Responses to Brand Line Stretche 
Vol. 63, No 1, January 1999, 88-101 
Amna Kirmani, Sanjay Sood, and Sheri Bndges 


11. Using Advertising Alliances for New Product Introduction: Interactions 
Between Product Complementarity and Promotional Strategies 
Vol 63, No 1, January 1999, 57-74 
Sridhar Samu, Н. Shanker Krishnan, and 
Robert E Smith 


BUSINESS-TO-BUSINESS MARKETING 


12 Marketing in Technology-Intensive Markets: Toward a Conceptual 
Framework 
Vol. 63, Special Issue 1999, 78-91 
George John, Allen М. Weiss, and Shantanu Dutta 


Journal of Marketing 
Vol. 63 (October 1999), 139—144 


13. Reputation Management as a Motivation for Sales Structure Decisions 
Vol 63, No. 4, October 1999, 74-89 
Allen M. Weiss, Erin Anderson, and Deborah J. Macinnis 


14. Vertical Territorial Restrictions and Public Policy: Theories and Indus- 
try Evidence 
Vol 63, No. 4, October 1999, 121-34 
Shantanu Dutta, Jan В Heide, and Mark Bergen 


COMPARATIVE MARKETING 


15 Consumer Socialization, Parental Style, and Developmental Timetables 
in the United States and Japan 
Vol. 63, No. 3, July 1999, 105-19 
Gregory M. Rose 


CONSUMER BEHAVIOR 


16 Consumer Behavior and Y2K 
Vol. 63, Special Issue 1999, 14—18 
Donald R Lehmann 


17 Consumer Socialization, Parental Style, and Developmental Timetables 
in the United States and Japan 
Vol 63, No. 3, July 1999, 105-19 
Gregory M Rose 


18. Consumers’ Processing of Persuasive Advertisements: An Integrative 
Framework of Persuasion Theones 
Vol. 63, Бреста! Issue 1999, 45—60 
Joan Meyers-Levy and Prashant Malaviya 


19. A Cross-National Investigation into the Individual and National Cul- 
tural Antecedents of Consumer Innovativeness 
Vol. 63, No. 2, Арп! 1999, 55-69 
Jan-Benedict E M. Steenkamp, Frenkel ter Hofstede, and 
Michel Wedel 


20. Goal Setting and Goal Striving in Consumer Behavior 
Vol 63, Special Issue 1999, 19-32 
Richard P. Bagozzi and Utpal Dholakia 


21 How Advertising Works: What Do We Really Know? 
Vol. 63, No 1, January 1999, 26-43 
Demetrws Vakratsas and Tim Ambler 


22 The Ownership Effect 1n Consumer Responses to Brand Line Stretches 
Vol. 63, No. 1, January 1999, 88-101 
Amna Kirmani, Sanjay Sood, and Зћеп Bridges 


23. Rediscovenng Satisfaction 
Vol 63, No. 4, October 1999, 5-23 
Susan Fournier and David Glen Mick 


24. Shopping with Other People’s Money: The Marketing Management Im- 
plications of Surrogate-Mediated Consumer Decision Making 
Vol 63, No. 2, April 1999, 102-118 
Stanley C. Hollander and Kathleen М Rassuli 


25. Smoking Scenes in Movies and Antismoking Advertisements Before 
Movies: Effects on Youth 
Vol. 63, No. 3, July 1999, 1-13 
Cornelia Pechmann and Chuan-Fong Shih 


Subject and Author Index to Volume 63, 1999 / 139 


26 Using Advertising Alhances for New Product Introduction: Interactions 
Between Product Complementanty and Promotional Strategies 
Vol. 63, No. 1, January 1999, 57-74 
Sridhar Samu, H. Shanker Krishnan, and 
Robert Е. Smith 


27 Whence Consumer Loyalty? 
Vol. 63, Special Issue 1999, 33-44 
Richard L Oliver 


CUSTOMER SATISFACTION 


28. Attribute-Level Performance, Satisfaction, and Behavioral Intentions 
over Time: A Consumption-System Approach 
Vol 63, No. 2, April 1999, 88—101 
Vikas Mittal, Pankaj Kumar, and Michael Tsiros 


29. Commercial Friendships: Service Provider-Client Relationships in 
Context 
Vol 63, No. 4, October 1999, 38—56 
Linda L. Price and Eric Ј Arnould 


30 The Different Roles of Satisfaction, Trust, and Commitment in Cus- 
tomer Relationships 
Vol. 63, No 2, Арп! 1999, 70-87 
Ellen Garbarino and Mark S. Johnson 


31. Rediscovering Satisfaction 
Vol 63, No 4, October 1999, 5-23 
Susan Fournier and David Glen Mick 


32 Whence Consumer Loyalty? 
Vol 63, Special Issue 1999, 33—44 , 
Richard L Oliver 


DECISION MAKING 


33. Goal Setting and Goal Striving in Consumer Behavior 
Vol 63, Special Issue 1999, 19-32 
Richard P. Bagozz and Utpal Dholakia 


DIRECT MARKETING 


34. Marketing in Technology-Intensive Markets: Toward a Conceptual 
Framework 
Vol 63, Special Issue 1999, 78-91 
я George John, Allen М. Weiss, and Shantanu Dutta 


EDITORIAL 


35. Beginning Again: Change and Renewal in Intellectual Communities 
Vol. 63, No 4, October 1999, 2-4 


) 


David W. Stewart 


36. Charting New Directions for Marketing 
Vol 63, Special Issue 1999, 3-13 
George S. Day and David B. Montgomery 


37. From the Editor 
Vol. 63, No 4, October 1999, 1 
Vol. 63, Special Issue 1999, 1-2 
Robert F. Lusch 


ELECTRONIC COMMERCE 


38 Магкеппр in Technology-Intensive Markets. Toward a Conceptual 
Framework 
Vol. 63, Special Issue 1999, 78—91 
George John, Allen M. Weiss, and Shantanu Dutta 


39. Marketing in the Network Economy 
Vol. 63, Special Issue 1999, 146—63 
Ravi S Achrol and Philip Kotler 


ETHICS AND SOCIAL RESPONSIBILITY 


40 Reflection and Retrospection: Searching for Visions in Marketing 
Vol. 63, No I, January 1999, 115-121 
George Fisk 


41. The Role of Markcting Actions with a Social Dimension: Appeals to the 
Institutional Environment 
Vol. 63, No. 3, July 1999, 33—48 
Jay M. Handelman and Stephen J. Arnold 


140 / Journal of Marketing, October 1999 


42. Social Contracts and Marketing Ethics 
Vol. 63, №. 3, July 1999, 14-32 
Thomas W. Dunfee, N. Craig Smith, and 
William T Ross Jr. 


HISTORICAL ANALYSIS AND REVIEW 


43 Consumers' Processing of Persuasive Advertisements: An Integrative 
Framework of Persuasion Theories 
Vol. 63, Special Issue 1999, 45—60 
Joan Meyers-Levy and Prashant Malaviya 


44. “Foreseeing” Marketing 
Vol. 63, Special Issue 1999, 164—67 
Rohit Deshpandé 


45. How Advertising Works: What Do We Really Know? 
Vol. 63, No. 1, January 1999, 26-43 
Demetrios Vakratsas and Tim Ambler 


46 Marketing's Contributions to Society 
Vol. 63, Special Issue 1999, 198—218 : 
William L. Wilkte and- Elizabeth S. Moore 


47. Reflection and Retrospection: Searching for Visions in Marketing 
. Vol 63, No. I, January 1999, 115-121 а 
George Fisk 


INTERNATIONAL MARKETING 


48. Brand Positioning Through Advertising in Asia, North America, and 
Europe. The Role of Global Consumer Culture 
Vol. 63, No. 1, January 1999, 75-87 
Dana Г. Alden, Jan-Benedict EM Steenkamp, and 


Rajeev Batra 
49 Consumer Socialization, Parental Style, and Developmental Timetables 
in the United States and Japan 
Vol 63, No 3, July 1999, 105-19 
Gregory M. Rose 


50. A Cross-National Investigation into the Individual and National Cul- 
tural Antecedents of Consumer Innovativeness 
Vol. 63, No. 2, April 1999, 55-69 
Jan-Benedict E.M. Steenkamp, Frenkel ter Hofstede, and 
Michel Wedel 


51. Marketer Acculturation: The Changer and the Changed 
Vol. 63, No. 3, July 1999, 84-104 
Lisa Peñaloza and Mary С Gilly 


52. Understanding Institutional Designs Within Marketing Value Systems 
Vol. 63, Special Issue 1999, 115—130 
Stephen J. Carson, Timothy М Devinney, Grahame R. 
Dowling, and George John 


LEGAL AND POLITICAL ISSUES 


53. Carrots, Sticks, and Promises: A Conceptual Framework for the Man- 
agement of Public Health and Social Issue Behaviors 
Vol. 63, No. 4, October 1999, 24-37 $ 
Michael L Rothschild 


54. Social Contracts and Marketing Ethics 
Vol 63, No 3, July 1999, 14-32 
Thomas W Dunfee, N Craig Smith, and 
William T Ross Jr. 


55 Vertical Territorial Restrictions and Public Policy: Theories and Indus- 
try Evidence 
Vol. 63, No. 4, October 1999, 121-34 
Shantanu Dutta, Jan B. Heide, and Mark Bergen 


MARKET OR INDUSTY ANALYSIS 


56. The Effects of Competition on Retail Structure: An Examination of In- 
tratype, Intertype, and Intercategory Competition 
Vol. 63, No. 4, October 1999, 107-20 
Chip Е. Miller, James Reardon, and Denny Е. McCorkle 


57. Goveuinnce Value Analysis and Marketing Strategy 
Vol. 63, Special Issue 1999, 131-45 
. 5 Мтпа! Ghosh and George John 


58. Managerial Identification of Competitors 
Vol 63, No 3, July 1999, 67-83 
Bruce H. Clark and David B. Montgomery 


59. Sociocognitive Dynamics in a Product Market 
Vol. 63, Special Issue 1999, 64-77 
José Antonio Rosa, Joseph Е Porac, Jelena Runser- 
Spanjol, and Michael S Saxon 


60. The Theory of Multimarket Competition: A Synthesis and Implications 
for Marketing Strategy 
Vol. 63, No. 3, July 1999, 49-66 
Satish Jayachandran, Javier Gimeno, and 


P. Rajan Varadarajan 
MARKET ORIENTATION 
61. “Foreseeing” Marketing 
Vol 63, Special Issue 1999, 164-67 
Rohit Deshpandé 


62 Marketer Acculturation: The Changer and the Changed 
Vol. 63, No. 3, July 1999, 84-104 
Lisa Peñaloza and Mary C. Gilly 


63. Marketing’s Contributions to Society 
Vol. 63, Special Issue 1999, 198-218 
William L. Wilkie and Elizabeth S. Moore 


64. The Role of Marketing 
Vol. 63, Special Issue 1999, 180-97 
Christine Moorman and Roland T. Rust 


MARKET SHARE 


65. Market Share and Customers’ Perceptions of Quality: When Can Firms 
Grow Their Way to Higher Versus Lower Quality? 
Vol. 63, No. 1, January 1999, 16-25 
Linda L. Hellofs and Robert Jacobson 


MARKETING CHANNELS 


66. Attribute-Level Performance, Satisfaction, and Behavioral Intentions 
over Time: A Consumption-System Approach 
Vol. 63, Мо. 2, April 1999, 88-101 
Vikas Mittal, Рапкај Kumar, and Michael Tsiros 


67 Govemance Value Analysis and Marketing Strategy 
Vol 63, Special Issue 1999, 131-45 
Мппа! Ghosh and George John 


68. Reputation Management as a Motivation for Sales Structure Decisions 
Vol. 63, No. 4, October 1999, 74-89 
Allen M. Weiss, Erin Anderson, and Deborah J. Масіппіз 


69. Shopping with Other People's Money: The Marketing Management Im- 
plications of Surrogate-Mediated Consumer Decision Making 
Vol. 63, No. 2, April 1999, 102-118 
Stanley C. Hollander and Kathleen M. Каззий 


70. Understanding Institutional Designs Within Marketing Value Systems 
Vol. 63, Special Issue 1999, 115-30 
Stephen J. Carson, Timothy M. Devinney, Grahame R 
Dowling, and George John 


71 Vertical Territorial Restrictions and Public Policy: Theories and Indus- 
try Evidence 
Vol 63, No 4, October 1999, 121-34 
Shantanu Dutta, Jan B. Heide, and Mark Bergen 


MARKETING CONTROL 


72 Marketing, Business Processes, and Shareholder Value: An Organiza- 
tionally Embedded View of Marketing Activities and the Discipline 
of Marketing 
Vol. 63, Special Issue 1999, 168—79 

Rajendra К. Srivastava, Tasadduq A Зћегуат, and 
Liam Fahey 


MARKETING IMPLEMENTATION 


73. Antecedents and Consequences of Marketing Strategy Making: A 
Model and a Test 
Vol. 63, No. 2, April [999, 18—40 
Anil Menon, Sundar С Bharadwaj, Phani Tej Adidam, 
and Steven W. Edison 


74 Implementing Marketing Strategies: Developing and Testing a Man- 
арепа! Theory 
Vol 63, No. 4, October 1999, 57-73 
Charles H. Noble and Michael P. Mokwa 


75. Marketing's Influence Within the Firm 
Vol. 63, No. 2, April 1999, 1-17 
Christian Homburg, John P. Workman Jr., and 
Harley Krohmer 


76. The Role of Marketing 
Vol. 63, Special Issue 1999, 180-97 
Christine Moorman and Roland T. Rust 


MARKETING PLANNING 


77 Antecedents and Consequences of Marketing Strategy Making: А 
Model and a Test 
Vol. 63, No 2, April 1999, 18—40 
Anil Menon, Sundar G. Bharadwaj, Phani Tej Adidam, 
and Steven W. Edison 


78 Implementing Marketing Strategies: Developing and Testing a Man- 


agerial Theory 
Vol. 63, No. 4, October 1999, 57-73 
Charles H. Noble and Michael P. Mokwa 


79. Managerial Identification of Competitors 
Vol. 63, No. 3, July 1999, 67-83 
Bruce H Clark and David B. Montgomery 


80. Market Functions and Market Evolution 
Vol. 63, Special Issue 1999, 61-63 
Robert D. Buzzell 


81 The Theory of Multimarket Competition: A Synthesis and Implications 
for Marketing Strategy 
Vol 63, No 3, July 1999, 49—66 
Satish Jayachandran, Javier Gimeno, and 
P Rajan Varadarajan 


NONPROFIT, POLITICAL, AND SOCIAL MARKETING 


82 Carrots, Sticks, and Promises. A Conceptual Framework for the Man- 
agement of Public Health and Social Issue Behaviors 
Vol. 63, No 4, October 1999, 24-37 
Michael L. Rothschild 


83 The Different Roles of Satisfaction, Trust, and Commitment in Cus- 
tomer Relationships 
Vol. 63, No. 2, April 1999, 70-87 
Ellen Garbarino and Mark S. Johnson 


84 Smoking Scenes in Movies and Antismoking Advertisements Before 
Movies: Effects on Youth 
Vol 63, No. 3, July 1999, 1-13 
Cornelia Pechmann and Chuan-Fong Shih 


85. Understanding Institutional Designs Within Marketing Value Systems 
Vol 63, Special Issue 1999, 115-30 
Stephen J Carson, Timothy M. Devinney, Grahame R. 
Dowling, and George John 


ORGANIZATIONAL STRUCTURE 


86 The Effects of Competition on Retail Structure: An Examination of In- 
tratype, Intertype, and Intercategory Competition 
Vol. 63, № 4, October 1999, 107-20 
Chip E. Miller, James Reardon, and Denny E. McCorkle 


87 Marketing in the Network Economy 
Vol. 63, Special Issue 1999, 146-63 
Ravi S Achrol and Plulip Kotler 


Subject and Author Index to Volume 63, 1999 / 141 


88 Marketing’s Influence Within the Firm 
Vol. 63, No. 2, April 1999, 1-17 
Christian Homburg, John P. Workman Jr., and 
Harley Krohmer 


89. Redeployment of Brands, Sales Forces, and General Marketing Man- 
agement Expertise Following Horizontal Acquisitions: A Resource- 
Based View 
Vol. 63, No. 2, April 1999, 41-54 

Laurence Capron and John Hulland 


90. Reputation Management as a Motivation for Sales Structure Decisions 
Vol. 63, No. 4, October 1999, 74-89 
Allen M. Weiss, Erin Anderson, and Deborah J. MacInnis 


91. The Role of Marketing 
Vol. 63, Special Issue 1999, 180-97 
Christine Moorman and Roland Т. Rust 


92. The Role of Marketing Actions With a Social Dimension: Appeals to 
the Institutional Environment 
Vol. 63, No. 3, July 1999, 33-48 
Jay М. Handelman and Stephen J. Arnold 


PERSONAL SELLING 


93. An Empirical Investigation of the Antecedents of Sales Force Control 
Systems 
Vol 63, No. 3, July 1999, 120-34 
Manfred Krafft 


PRICING 


94. The Ownership Effect in Consumer Responses to Brand Line Stretches 
Vol 63, No. 1, January 1999, 88-101 
Amna Китат, Sanjay Sood, and Sheri Bridges 


95 Strategic Service Pricing and Yield Management 
Vol 63, No. 1, January 1999, 44-56 
Ramarao Desiraju and Steven M. Shugan 


PRODUCT DEVELOPMENT 


96. A Cross-National Investigation into the Individual and National Cul- 
tural Antecedents of Consumer Innovativeness 
Vol. 63, No. 2, April 1999, 55—69 
Jan-Benedict Е.М. Steenkamp, Frenkel ter Hofstede, and 
Michel Wedel 


97. Modular Architectures in the Marketing Process 
Vol. 63, Special Issue 1999, 92-111 
Ron Sanchez 
98 Sociocognitive Dynamics in a Product Market 
Vol. 63, Special Issue 1999, 64-77 
José Antonio Rosa, Joseph Е Porac, Jelena Runser- 
Spanjol, and Michael 5 Saxon 


PRODUCT MANAGEMENT 


99. Market Functions and Market Evolution 
Vol. 63, Special Issue 1999, 61-63 
Robert D. Buzzell 


100 Modular Architectures in the Marketing Process 
Vol 63, Special Issue 1999, 92—111 
Ron Sanchez 
101. Rediscovering Satisfaction 
Vol. 63, No. 4, October 1999, 5-23 
Susan Fourner and David Glen Mick 


PROFIT AND COST ANALYSIS 


102. Marketing, Business Processes, and Shareholder Value: An Organiza- 
tionally Embedded View of Marketing Activities and the Discipline 
of Marketing 
Vol. 63, Special Issue 1999, 168—79 

Rajendra K. Srivastava, Tasadduq A. Shervani, and 
Liam Fahey 


142 / Journal of Marketing, October 1999 


103. Redeployment of Brands, Sales Forces, and General Marketing Man- 
agement Expertise Following Horizontal Acquisitions: A Resource- 


Based View 
Vol. 63, No. 2, April 1999, 41-54 
Laurence Capron and John Hulland 
RETAILING 


104. The Effects of Competition on Retail Structure: An Examination of In- 
tratype, Intertype, and Intercategory Competition 
Vol. 63, No. 4, October 1999, 107-20 
Chip Е. Miller, James Reardon, and Denny Е. McCorkle 


105. Marketer Acculturation: The Changer and the Changed 
Vol. 63, Мо. 3, July 1999, 84-104 
Lisa Peñaloza and Mary C. Gilly 


SALES FORCE MANAGEMENT 


106 An Empirical Investigation of the Antecedents of Sales Force Control 
Systems 
Vol. 63, No. 3, July 1999, 120-34 
Manfred Krafft 


SERVICE QUALITY 


107. Attribute-Level Performance, Satisfaction, and Behavioral Intentions 
over Time: A Consumption-System Approach 
Vol. 63, No. 2, April 1999, 88—101 
Vikas Mittal, Pankaj Kumar, and Michael Tsiros 


SERVICES MARKETING 
108 Commercial Friendships: Service Provider-Client Relationships in 
Context 
Vol. 63, No 4, October 1999, 38-56 
Linda L. Price and Eric J. Arnould 


109. The Different Roles of Satisfaction, Trust, and Commitment in Cus- 
tomer Relationships 
Vol. 63, No. 2, April 1999, 70-87 
Ellen Garbarino and Mark S. Johnson 


110. Strategic Service Pricing and Yield Management 
Vol. 63, No. 1, January 1999, 44—56 
Ramarao Desiraju and Steven M. Shugan 


STRATEGIC MARKETING 


111. Antecedents and Consequences of Marketing Strategy Making: А 
Model and a Test 
Vol. 63, No. 2, April 1999, 18-40 
Anil Menon, Sundar G. Bharadwaj, Phani Tej Adidam, 
and Steven W. Edison 
112. “Foreseeing” Marketing 
Vol. 63, Special Issue 1999, 164-67 
Rohit Deshpandé 


113. Governance Value Analysis and Marketing Strategy 
Vol 63, Special Issue 1999, 131—45 
Mrinal Ghosh and George John 


114. Implementing Marketing Strategies: Developing and Testing a Man- 
agerial Theory 
Vol. 63, No. 4, October 1999, 57-73 
Charles H. Noble and Michael P. Mokwa 


115. Managerial Identification of Competitors 
Vol. 63, No. 3, July 1999, 67-83 
Bruce H. Clark and David B. Montgomery 


116. Market Functions and Market Evolution 
Vol. 63, Special Issue 1999, 61-63 
Robert D. Buzzell 


117. Market Share and Customers’ Perceptions of Quality: When Can 
Firms Grow Their Way to Higher Versus Lower Quality? 
Vol. 63, No. 1, January 1999, 16-25 
Linda Г. Hellofs and Robert Jacobson 


118 Marketing, Business Processes, and Shareholder Value: An Organiza- 
tionally Embedded View of Marketing Activities and the Discipline 
of Marketing 
Vol. 63, Special Issue 1999, 168-79 

Rajendra К. Srivastava, Tasadduq A. Shervani, and 
Liam Fahey 


119. Marketing in the Network Economy 
Vol 63, Special Issue 1999, 146-63 
Ravi S. Achrol and Philip Kotler 


120 Marketing’s Influence Within the Firm 
Vol. 63, No. 2, April 1999, 1-17 
Christian Homburg, John P. Workman Jr., and 
Harley Krohmer 


121. Modular Architectures in the Marketing Process 
Vol. 63, Special Issue 1999, 92-111 
Ron Sanchez 


122. A Perspective on How Firms Relate to Their Markets 
Vol. 63, Special Issue 1999, 112-14 
Thomas C Kinnear 


123. Redeployment of Brands, Sales Forces, and General Marketing Man- 
agement Expertise Following Horizontal Acquisitions: A Resource- 
Based View 
Vol. 63, No. 2, April 1999, 41—54 

Laurence Capron and John Hulland 


124 Retaliatory Behavior to New Product Entry 
Vol. 63, No. 4, October 1999, 90-106 
Sabine Kuester, Christian Homburg, and 
Thomas S. Robertson 


125. Strategic Service Pncing and Yield Management 
Vol. 63, No 1, January 1999, 44—56 
Ramarao Desiraju and Steven M. Shugan 


126. The Theory of Multimarket Competition: A Synthesis and Implica- 
tions for Marketing Strategy 
Vol. 63, No. 3, July 1999, 49—66 
Satish Jayachandran, Javier Gimeno, and 
P. Rajan Varadarajan 


THEORY AND PHILSOPHY OF SCIENCE 


127. Carrots, Sticks, and Promises: A Conceptual Framework for the Man- 
agement of Public Health and Social Issue Behaviors 
Vol 63, No. 4, October 1999, 24-37 
Michael L Rothschild 


128 Commercial Frendships: Service Provider-Client Relationships in 
Context 
Vol. 63, No. 4, October 1999, 38—56 
Linda L. Price and Eric J. Arnould 


129. Consumer Behavior and Y2K 
Vol 63, Spectal Issue 1999, 14-18 
Donald R. Lehmann 


130. Consumption as Self-Presentation: A Socioanalytic Interpretation of 
Mrs. Cage 
Vol 63, No. 4, October 1999, 135-38 
Mark Slama and Raymond Wolfe 


131 An Empirical Investigation of the Antecedents of Sales Force Control 
Systems 
Vol. 63, No 3, July 1999, 120-34 
Manfred Krafft 


132. Marketing and Literature: The Anxiety of Academic Influence 
Vol. 63, No. 1, January 1999, 1-15 
Stephen Brown 


133. Marketing, Media, and McLuhan: Rereading the Prophet at Century's 
End 
Vol. 63, Мо. 3, July 1999, 148-53 
Richard J. Varey 


134. Marketing's Contributions to Society 
Vol 63, Special Issue 1999, 198—218 
William Г. Wilkie and Elizabeth S. Moore 


135 A Perspective on How Firms Relate to Their Markets 
Vol 63, Special Issue 1999, 112-14 
Thomas C. Kinnear 


136. Reflection and Retrospection: Searching for Visions in Marketing 
Vol. 63, No. 1, January 1999, 115-121 
George Fisk 


137 Shopping with Other People's Money: The Marketing Management 
Implications of Surrogate-Mediated Consumer Decision Making 
Vol 63, No 2, April 1999, 102-118 
Stanley C. Hollander and Kathleen М Rassuli 





AUTHOR INDEX 


Item 
Number 

Ravi S. Achrol 39, 87, 119 
Phani Tej Adidam 73,77, 11 
Dana L. Alden 1, 8, 48 
Tim Ambler 3, 21, 45 
Erin Anderson 13, 68, 90 
Stephen J. Arnold 41, 92 
Eric J Arnould 29, 108, 128 
Richard P. Bagozz 9, 20, 33 
Rajeev Batra 1, 8, 48 
Mark Bergen 14, 55, 71 
Sundar С. Bharadwaj 73, T1, 111 
Shen Bridges 10, 22, 94 
Stephen Brown 132 
Robert D. Buzzell 80, 99, 116 
Laurence Capron 89, 103, 123 
Stephen J. Carson 52, 70, 85 
Bruce H. Clark 58, 79, 115 


Item 
Number 

George $ Day 36 
Rohit Deshpandé 44, 61, 112 
Ramarao Desiraju 95, 110, 125 
Timothy M Devinney 52, 70, 85 
Utpal Dholakia 9, 20, 33 
Grahame R. Dowling 52, 70, 85 
Thomas W Dunfee 42, 54 
Shantanu Dutta 12, 14, 34, 38, 55, 71 
Steven W. Edison 73, 77, 11 
Liam Fahey 72, 102, 118 
George Fisk 40, 47, 136 
Susan Fournier 23, 31, 101 
Ellen Garbarino 30, 83, 109 
Mrinal Ghosh 51, 67, 113 
Mary C. Gilly 51, 62, 105 
Javier Gimeno 60, 81, 126 


Subject and Author Index to Volume 63, 1999 / 143 


Jay М. Handelman 
Jan B. Heide 

Linda L Hellofs 
Frenkel ter Hofstede 
Stanley C Hollander 
Christian Homburg 
John Hulland 


Robert Jacobson 
Satish Jayachandran 
George John 


Mark $. Johnson 


Thomas C Kinnear 
Amna Kirmani 
Philip Kotler 
Manfred Krafft 

H. Shanker Krishnan 
Harley Krohmer 
Sabine Kuester 
Pankaj Kumar 


Donald R. Lehmann 
Robert Е Lusch 


Deborah J. MacInnis 
Prashant Malaviya 
Denny E. McCorkle 
Anil Menon 

Joan Meyers-Levy 
David Glen Mick 
Chip E. Miller 
Vikas Mittal 
Michael P. Mokwa 
David B. Montgomery 
Elizabeth S. Moore 
Christine Moorman 


Charles H. Noble 


Richard L. Oliver 


41,92 

14, 55, 71 

65, 177 

19, 50, 96 

24, 69, 137 

75, 88, 120, 124 
89, 103, 123 


65, 117 

60, 81, 126 

12, 34, 38, 52, 57, 67, 
70, 85, 113 

30, 83, 109 


122, 135 
10, 22, 94 
39, 87, 119 
93, 106, 131 
5, 11, 26 
75, 88, 120 
124 

28, 66, 107 


16, 129 
37 


13, 68, 90 
2, 18, 43 
56, 86, 104 
73, 77, 111 
2, 18, 43 
23, 31, 101 
56, 86, 104 
28, 66, 107 
74, 78, 114 
36, 58, 79, 115 
46, 63, 134 
64, 76, 91 


74, 78, 114 


27,32 


Сотећа Pechmann 
Lisa Рећајога 
Joseph F. Porac 
Linda L. Price 


Kathleen M. Rassuli 
James Reardon 
Thomas S. Robertson 
José Antonio Rosa 
Gregory M. Rose 
William T. Ross Jr. 
Michael L. Rothschild 
Jelena Runser-Spanjol 
Roland T Rust 


Sridhar Samu 

Ron Sanchez 
Michael S. Saxon 
Tasadduq A. Shervani 
Chuan-Fong Shih 
Steven M. Shugan 
Mark Slama 

N. Craig Smith 
Robert E Smith 
Sanjay Sood 
Rajendra K. Srivastava 


Jan-Benedict E.M. Steenkamp 


David W. Stewart 


Michel Wedel 
Allen M. Weiss 
William L. Wilkie 
Raymond Wolfe 
John P. Workman Jr. 


4, 25, 84 
51, 62, 105 
59, 98 

29, 108, 128 


59, 98 

15, 17, 49 
42, 54 

53, 82, 127 


. 59,98 


64, 76, 91 


72, 102, 118 


19, 50, 96 


75, 88, 120 


—————————— ''!n'"!"'" ———————ÉÓÓÓÓMÓMÓD QN OUOCEDLDLEBOÉQCGOQÁÉCEDICCRLQLSLBL OLECALLIULELEILLILLLHLLLOCÓÁCLQIBSOLLILELLLLULVLELLILOLLELSLLLULIKLLLBIReesbcscoíLYebéowaeonOGGj)))e A |" ___ 


BOOKS REVIEWED* 


Berry, Leonard L., Discovering the Soul of Service: The Nine 
Drivers of Sustainable Success, Vol. 63, No. 3, July 1999, 


157-59 (С. Tomas M. Hult) 
Morris, Tom, If Aristotle Ran General Motors: The New Soul of 


Business, Vol. 63, No. 1, January 1999, 123-26 (Dawn 


Iacobucci) 


144 / Journal of Marketing, October 1999 


Murray, Patrick, ed., Reflections on Commercial Life: Ап 
Anthology of Classic Texts from Plato to Present, Vol. 63, No. 
3, July 1999, 153—57 (Tomasz Lenartowicz) 

Turow, Joseph, Breaking Up America: Advertisers and the New 
Media World, Vol. 63, No. 1, January 1999, 121—23 (Herbert J. 


Rotfeld) 


X 


Јоџта! о! К eting 


Volume 63 A Quarterly Publication of the 
Special Issue 1999 American Marketing Association 





Fundamental Issues and Directions for Marketing 
George S. Day and David B. Montgomery, Special Issue Editors 


From the. Editor ор ta роза eae a TUUS ee aE Ee EI Ra ee eee meee 1 
Robert Е Lusch 

Charting New Directions for Marketing а е SE eee EOIN eet ee hale is He Were PUR 3 
George S. Day & David B. Montgomery 

Section |: How Do Customers and Consumers Section !: How Do Firms Relate to Their 

Really Behave? Markets? 

introduction: Consumer Behavior and Y2K 14 Introduction: A Perspective on How Firms Relate 112 
Donald R. Lehmann to Their Markets 

Goal Setting and Goal Striving in Consumer 19 Thomas С. Kinnear 

Behavior Understanding Institutional Designs Within 115 
Richard Р Bagozzi & Utpal Dholakia Marketing Value Systems 

Whence Consumer Loyalty 33 Stephen J. Carson, Timothy M. Devinney, 


Grahame R. Dowling, & George John 
Governance Value Analysis and Marketing Strategy 131 


Richard L. Oliver 


Consumers’ Processing of Persuasive 45 ; 
Advertisements: An Integrative Framework of Mrinal Ghosh & George John 
Persuasion Theories Marketing in the Network Economy 146 
Joan Meyers-Levy & Prashant Malaviya Ravi S. Achrol & Philip Kotler 
Section Il: How Do Markets Function and Evolve? Section IV: What Are the Contributions of 
Marketing to Organizational 
Introduction: Market Functions and Market Evolution 61 Performance and Societal Welfare? 
Robert D. Buzzell | , 
Sociocognitive Dynamics п a Product Market 64 № Marketing aor 
José Antonio Rosa, Joseph F. Porac, Jelena pa 
Runser-Spanjol, & Michael S. Saxon Marketing, Business Processes, and Shareholder 168 
Marketing In Technology-Intensive Markets: 78 Value: An Organizationally Embedded View of 


Marketing Activities and the Discipline of Marketing 


Toward a Conceptual Framework Rajendra К. Srivastava, Tasadduq A. Shervani, 


George И Allen М. Weiss, & ад Рипа & Liam Fahey i AU 

Е. ee in the Marketing Process 92 The Role of Marketing SS 80 
Christine Moorman & Roland T. Rust NP 

Marketing's Contributions to Society 198 


William L. Wilkie & Elizabeth S. Moore aN 


Меј MARKETING SCIENCE INSTITUTE 





MARKETING 
SCIENCE 
INSTITUTE 





Alden G. Clayton Doctoral Dissertation Proposal Competition 


The Marketing Science Institute (MSI) established a competition in 1984 for the best doctoral dissertation proposals 
dealing with marketing subjects. The intent was to encourage and support outstanding doctoral thesis proposals on 
topics relevant to the MSI research priorities, and ultimately, to influence the research interests of bright young schol- 
ars. Since that time MSI has annually invited doctoral candidates in marketing and related fields, from the U.S. and 
abroad, to enter the competition. 


In 1987 the competition was named the Alden G. Clayton Doctoral Dissertation Proposal Competition in honor of 
MSI’s retiring president, who served in that capacity Кот 1977 to 1986. Throughout his career, Clayton worked 
effectively to create partnerships between universities and business in the conviction that joint efforts could contribute 
more to improved marketing knowledge and practice than could be achieved by either party alone. 


Over the years, the competition has fulfilled the goal of serving as a catalyst in the field of marketing and as an impor- 
tant influence in shaping and supporting the careers of young academics. 


Winners 
1984 Wendy Bryce 1989 Pradeep К. Chintagunta 1993 Nadine М. Castellano 
Kevin Lane Keller Donna Green Jennifer Gregan-Paxton 
; Nirmalya Kumar Sandy Jap 
1985 Sunil Gupta . 
Durairaj Maheswaran te Don ЕВЕ 
5. Кат 1994 David R. Bell 
1986 Eduardo G. С 8 1990 João Assunção John T. Gourville 
E Irene Raj Foster Yong-Soon Kang 
Howard Marmorstein 
All В J. Jeffrey Inman Satya Menon 
Ра еца John J. Sailors Vonda Powell 
Lauren K. Wright ohn J. on owe 
1987 ^ Randolph E. Bucklin 199] Alexandra Campbell 1995 Rajesh К. Chandy 
Cornelia A.R. Pechmann Rosemary Kalapurakal Sean A. Meehan 
у Vicki Morwitz Miklos Sarvary 
1988 Helen H. Anderson Mehmet Pasa Jorge M. Silva-Risso 
Marcia K. Armstrong John Walsh Ronald T. Wilcox 
Laura P hi 5 
a s Sarigollu 1992 Jonathan D. Hibbard 1996 George S. Babbes 
Jobn W. Mullins Nancy Buchan 


Duncan Simester 


Gordon S. Swartz 1997 Ј. Chris White 


1998 Kalyani Menon 
Erica Okada 


For more information, please contact us at: 1000 Massachusetts Avenue, Cambridge, MA 02138-5396 A 
phone: (617) 491-2060 A fax: (617) 491-2065 A email: research@msi.org 


ADVANCING KNOWLEDGE AND PRACTICE 





Vol. 63, Special Issue 1999 


2 EANAN 
MARKETING 
Peer ier 








SPECIAL ISSUE EDITORS 
George S. Day 
University of Pennsylvania 


David B. Montgomery 
Stanford University 


EDITOR 
Robert F. Lusch 
University of Oklahoma 


ASSISTANT TO THE EDITOR 
Sherry Bradford 
University of Oklahoma 
(405) 325-3699 telephone 

405) 325-3693 
MARKET @ou.edu 


EDITOR-ELECT 
David W. Stewart 


American Marketing Association 
311 S. Wacker Drive, Suite 5800 
Chicago, IL 60606-2266 


VICE PRESIDENT—PUBLICATIONS 
Barton A. Weitz 
University of Florida 


GROUP PUBLISHER 
Jack Hollfelder 





EDITORIAL STAFF 
Phone: (312) 542-9000 
Fax: (312) 542-9001 


MANAGING EDITOR 
Francesca VanGorp Cooley 


University of Southern California TECHNICAL EDITOR 
MARKETING LITERATURE REVIEW Elisabeth Nevins 
Myron Leonard 
Western Carolina University GRAPHICS EDITOR 
А Магу Гоуе 
Southern лов University "T 
Advertising Sales Manager Publications Production Manager 
ЛИ Richard Ballschmiede Sally Schmitz 
(312) 542-9076 (312) 542-9038 © 
JM Web site: N 


www.ama.org/pubs/jm 


y 





The Journal of Marketing (ISSN 0022-2429) 3 published quarterly 
(January, April, July, and October). Annual Subscription Rates: Sub- 
scriptions are $80 for individuals in the United States and Canada 
and $100 In other countries. Library, school, and business subscrip- 
tions are $200 in the United States and Canada and $220 п other 
countries. Subscriptions for AMA members are $45. Prices are for 
one year. Single copy rate: $25 individual, $50 corporate п the Unit- 
ed States and Canada; add $5 In other countries. Prepayment Is re- 
quired in U.S. dollars or the equivalent. 


Published by the Publications Group of the American Marketing As- 
soclation, 311 5 Wacker Dr., Suite 5800, Chicago, IL 60606-2268. 
Periodicals postage paid at Chicago, IL and additional mauling offices. 
POSTMASTER: Send address changes to the Journal of Marketing, 
311 S. Wacker Dr., Suite 5800, Chicago, IL 60606-2266, USA. 


*MANUSCRIPTS: Guldelines are avallable in the January 1997 
issue and the AMA homepage: http//www.ama.org. All editorial cor- 
respondence should be addressed to David W. Stewart, Editor, Jour- 
nal of Marketing, Department of Marketing, ACC301, Marshall 
School of Buisness, University of Southern California, Los Angeles, 
CA 90089-1421. 


*ADVERTISERS AND ADVERTISING AGENCIES assume liability 
for all content (Including text, representations, and iliustrations) of 
advertisements published, and also assume responsibility for any 


claims arising therefrom made against the publisher. The right is re- 
served to reject any advertisement. 


«SUBSCRIPTIONS: Sand to American Marketing Association, 311 
S. Wacker Dr., Suite 5800, Chicago, IL 60606-2266 (1-800-AMA- 
1150 or 312/542-9000), or e-mail to info @ama.org. Canadian resi- 
dents add 7% GST (GST registration # 12747852). 


CHANGE OF ADDRESS: Send new address, address label from JM, 
and ZIP code to American Marketing Association. Allow 6 to 8 weeks. 


*PERMISSIONS AND REPRINT INFORMATION: Where necassary, 
permission is granted by the copynght owner for those registered 
with the Copynght Clearance Center (ССС), 222 Rosewood Drive, 
Danvers, MA 01923, to photocopy any article herein for a flat foe. 
Contact the ССС with the ISSN (0022-2429), volume, and first and 
last page numbers of each articlo copled. Copying for other than per- 
sonal or internal reference without express permission of the Amer- 
ican Marketing Association Publications Group is prohibited. Ad- 
dress requests for customized bulk repnnts to Chuck Naughton, 
Reprint Services Inc., (B00) 217-7874. 


The views expressed in JM are not necessarily those of the editori- 
al staff or the publisher. АП articles in this journal, unless other- 
wise noted, have undergone a blind review process. Copynght © 
1988, American Marketing Association. АЛ rights reserved. 


Editorial Review Board m. 


RAVI 8 ACHROL 

George Washington University 
CHRIS T. ALLEN 

University of Cincinnati 


MARK |. ALPERT 
University of Texas at Austin 


ERIN M. ANDERSON 
INSEAD 


ERIC J. ARNOULD 
University of Nebraska 


DONALD W. BARCLAY 
University of Western Ontano 


WILLIAM BEARDEN 
University of South Carolina 


NEEL! BENDAPUDI 
Ohio Stato Unrversity 


LEONARD L BERRY 
Texas A&M Unwersity 


SUNDAR G BHARADWAJ 
Emory University 


MARY JO BITNER 
Arizona State University 


RUTH N. BOLTON 
University of Oklahoma 


JAMES R BROWN 

Virginia Polytechnic Institute & State 
University 

STEVEN P. BROWN 

Southem Methodist Unlversity 


MERRIE BRUCKS 
University of Anzona 


LAURANNE BUCHANAN 
THUNDERBIRD, Атепсал Graduate 
School of Intemationa! Management 


MICHELLE D. BUNN 
University of Alabama 


ROGER J CALANTONE 
Michigan State University 


S TAMER CAVUSGIL 
Michigan State University 
ANNE T. COUGHLAN 
Northwestem University 


DAVID W. CRAVENS 
Texas Christan University 


WILLIAM L. CRON 
Southern Methodist University 


PRATIBHA A DABHOLKAR 
University of Tennessee 
GEORGE S. DAY 

University of Pennsylvania 
ROHIT P. DESHPANDE 
Harvard Business School 


ROBERT J. DOLAN 
Harvard Business School 


MINETTE E. DRUMWRIGHT 
University of Texas at Austin 


F. ROBERT DWYER 
University of Cincinnati 


PAUL W. FARRIS 
University of Virginia 


ROBERT J. FISHER 
Univeresty of Western Ontario 


GARY L. FRAZIER 
University of Souther Calrfornia 


SHANKAR GANESAN 
Virgina Polytechnic Institute & State 
University 


HUBERT GATIGNON 
INSEAD 

DHRUV GREWAL 
University of Мат! 
GREGORY T. GUNDLACH 
University of Notre Dame 


SUNIL GUPTA 
Columbia University 


MICHAEL HARVEY 
University of Oklahoma 


SUSAN E. HECKLER 
University of Апхопа 


JAN B HEIDE 
University of Wisconsin, Madison 


OLIVER P. HEIL 
Johannes Gutenberg University of 
Mainz 


KRISTIAAN HELSEN 
Hong Kong Unlverarty of Sclence & 
Technotogy 


STEPHEN HOCH 
University of Pennsylvania 


MORRIS B. HOLBROOK 
Columbia University 


ROY D. HOWELL 
Texas Tech University 


WAYNE D HOYER 
University of Texas at Austin 


JOHN HULLAND 
University of Western Ontano 


SHELBY D. HUNT 
Texas Tech University 


MICHAEL 0, HUTT 
Anzona State University 


DAWN М IACOBUCCI 
Northwestem Untversity 


ROBERT JACOBSON 
University of Washington 
DIPAK C. JAIN 
Northwestern University 


BERNARD J. JAWORSKI 
University of Southern Cakfornia 


KATHERINE E. JOCZ 
Marketing Science Institute 


DEBORAH R. JOHN 
University of Minnesota 


JEAN L. JOHNSON 
Washington State University 


WAGNER A. KAMAKURA 
University of Юма 


KEVIN KELLER 
Dartmouth College 


ROGER A. KERIN 
Southem Methodist University 





THOMAS C. KINNEAR 
University of Michigan 


AJAY K. KOHLI 
Uraverstty of Texas at Austin 


NIRMALYA KUMAR 

International Institute of Management 
Development, Switzerland 

V. KUMAR 

University of Houston 


GENE R LACZNIAK 
Marquette University 


VICKI LANE 
University of Colorado at Denver 


THOMAS W LEIGH 
University of Georgia 


DONALD R. LICHTENSTEIN 
University of Colorado, Boulder 


DEBORAH J. MacINNIS 
University of Southam California 


SCOTT В. MacKENZIE 
Indiana University 


VIJAY MAHAJAN 
University of Texas at Austin 


CHARLOTTE H. MASON 
University of North Carolma 


JAKKI J. МОНА 
University of Montana 


DAVID B. MONTGOMERY 
Stanford University 


CHRISTINE MOORMAN 
University of Wisconsin, Madison 


ROBERT M. MORGAN 
Unversity of Alabama 
JOHN С MOWEN 
Otdahoma State University 


SCOTT NESLIN 
Dartmouth College 


A. PARASURAMAN 
Umversity of Mami 


C WHAN PARK 
University of Southern Сайтка 


CORNELIA PECHMANN 
University of California, Irene 


ROBERT A PETERSON 
University of Texas at Austin 


CHRISTOPHER P. PUTO 
Georgetown University 
WILLIAM J. QUALLS 
Massachusetts Inshtute of 
Technology 

AKSHAY RAO 

University of Mmnesota 


ARIC RINDFLEISCH 
University of Arizona 


H. PAUL ROOT 
Fiortda International University 


SAEED SAMIEE 
University of Tulsa 


LISA К. SCHEER 
University of Missoun, Columbia 


LINDA SCOTT 
University of Illinois 


SUBHASH SHARMA 
University of South Carohna 


JAGDISH М. SHETH _ 
Emory University 


TERENCE A. SHIMP 
University of South Carolina 


ALLAN D. SHOCKER 
San Francisco State University 


ROBERT W. SHOEMAKER 
New York University 


JAGDIP SINGH 
Case Western Reserve University 


STANLEY F. SLATER 
Urwversity of Washington, Bothell 


DANIEL C. SMITH 
Indiana Unversity 


ROBERT E. SMITH 
Indiana University 
RUTH ANN SMITH 


Virginra Polytechnic Institute 
& State University 


ROSANN L. SPIRO 
Indiana University 


DAVID W. STEWAHT 
University of Southern California 


DEVANATHAN SUDHARSHAN 
University of llimols, 
Urbana-Champaign 


MARY W. SULLIVAN 
US Department of Justice 


DAVID M SZYMANSKI 
Texas A&M University 


R. KENNETH TEAS 
lowa State University 


P RAJAN VARADARAJAN 
Texas A&M University 


ORVILLE C. WALKER 
University of Minnesota 


BRIAN WANSINK 
University of Шпо!з, 
Urbana-Champaign 
FREDERICK E WEBSTER 
Dartmouth College 


BARTON А. WEITZ 
University of Нопда 


ROBERT A. WESTBROOK 
Rice University 


ALBERT A. WILDT 
University of Mrssoun, Columbia 


RUSSELL S. WINER 
University of California, Berkelay 


DICK R. WITTINK 
Yale University 


ROBERT WOODRUFF 
University of Tennessee, Knoxville 


THOMAS R. WOTRUBA 
San Dlego State University 


GEORGE M. ZINKHAN 
University of Georga 


Reviewers for the Special Issue 


ВАМ $. ACHROL 
George Washington University 


JOE ALBA 
University of Flonda 


TIM AMBLER 
London Business School 


PUNAM ANAND-KELLER 
Dartmouth Coflege 


ERIN ANDERSON 
INSEAD 


ALAN В. ANDREASEN 
Georgetown University 
RICHARD P. BAGOZZI 
Uruversity of Mictugan 
DONALD W. BARCLAY 
Uruversity of Western Ontarto 


PATRICK BARWISE 
London Business School 


RAJEEV BATRA 

University of Michigan 
BARRY L. BAYUS 
Uruversity of North Carolina 


JAMES R. BETTMAN 
Duke Unuversity 


ROBERT C. BLATTBERG 
Northwestern University 


SUSAN BRONIARCZYK 
Unrversity of Texas at Austin 


LOUIS P (PETE) BUCKLIN 
University of Са юга, Berkeley 


MICHELE BUNN 
University of Alabama 


ROBERT D. BUZZELL 
Georgetown Untversity 
JOSEPH CANNON 
Colorado State Unrversity 


NOEL CAPON 
Columbia Umversity 


$. TAMER CAVUSGIL 
Michigan State University 


MARCEL CORSTJENS 
INSEAD 


C SAMUEL CRAIG 
New York University 


ROHIT DESHPANDE 
Marketing Science Institute 


PETER DICKSON 
University of Wisconsin, Madison 


ROBERT J. DOLAN 
Harvard University 


MINETTE E. DRUMWRIGHT 
University of Texas, Austin 


THOMAS DUNCAN 
University of Colorado, Boulder 


Е ROBERT DWYER 
University of Cincinnati 


JOHN U. FARLEY 
Dartmouth College 


PAUL FARRIS 
University of Virginia 


CLAES FORNELL 
University of Michugan 


GARY FRAZIER 
University of Southern Сайтка 


HUBERT GATIGNON 
INSEAD 


RASHI GLAZER 
Umversity of California, Berkeley 


RAJIV GROVER 
University of Georgia 


GREGORY T GUNDLACH 
Unrversity of Notre Dame 


MICHAEL HARVEY 
University of Oklahoma 


JOHN HAUSER 
Massachusatts Institute of 
Technology 


JAN B. HEIDE 
University of Wisconsin, Madison 


DONNA HOFFMAN 
Vanderbiit University 


THOMAS HUSTAD 
Indiana Unrversity 


MICHAEL D HUTT 
Arizona State Univeretty 


SANDY D JAP 
Massachusetts Institute of 
Technology 

JEAN L. JOHNSON 
Washington State University 


KEVIN LANE KELLER 
Dartmouth College 


THOMAS KINNEAR 
Univeraity of Michigan 


AJAY K. KOHLI 
Unrversity of Texas at Austin 


V. KUMAR 

University of Houston 
GENE R. LACZNIAK 

Marquette University 

RAJIV LAL 

Harvard University 


MARY LAMBKIN 
University College Dublin 


JAMES M. LATTIN 
Stanford Uraversity 


GILLES LAURENT 
Groupe HEC 


DONALD LEHMANN 
Columbia University 


LEN LODISH 

Unrversity of Pennsylvania 
JOHN LYNCH 

Duke University 


CHARLOTTE MASON 
Uneversity of North Carolina 


LEIGH McALISTER 
University of Texas at Austin 


MARIAN C MOORE 
Duke University 


K SRIDHAR MOORTHY 
Uruversity of Toronto 


SCOTT A. NESLIN 
Dartmouth College 


A. PARASURAMAN 
University of Miami 


С WHAN PARK 
Unwersiy of Southern California 


ROBERT A. PETERSON 
University of Texas, Austin 


V KASTURI RANGAN 
Harvard University 


DAVID REIBSTEIN 
University of Pennsylvania 
WILLIAM ROBINSON 
Purdue University 


ROLAND RUST 
Vanderbiit University 


TERENCE A SHIMP 
University of South Carolma 


ALLAN D SHOCKER 
San Francisco State University 


ALVIN J SILK 
Harvard University 


ПАМАЯ SIMONSON 
Stanford University 


HARBIR SINGH 
University of Pennsytvama 


JAMES M SINKULA 
University of Vermont 


DANIEL SMITH 
Inckana Uruversity 


ROBERT E. SPEKMAN 
University of Virgmta 


RAJENDRA SRIVASTAVA 
University of Texas at Austin 


D. SUDHARSHAN 

Unuversity of пов, Urbana- 
Champaign 

JAMES R TAYLOR 

Uruversity of Michigan 
GERARD TELLIS 

University of Southern Cahforma 


ALICE M. TYBOUT 
Northwestern University 


PIET VANDEN ABEELE 
Cathohc University of Leuven 


P RAJAN VARADARAJAN 
Texas A&M University 


ORVILLE C. WALKER, JR 
University of Minnesota 


FREDERICK E. WEBSTER, JR 
‘Dartmouth College 

CHARLES B, WEINBERG 
University of British Columbia 


BARTON A WEITZ 
University of Flonda 


ROBIN WENSLEY 
University of Warwick 


BIRGER WERNERFELT 
Massachusetts Institute of 
Technology 


ROBERT A. WESTBROOK 
Rice University 


JERRY WIND 
University of Pennsylvania 





From the Editor 


hortly after the announcement in November 1995 

that I would succeed Professor Rajan Varadarajan as 

editor of the Journal of Marketing, I received many 
suggestions and proposals for a special issue. My general 
predisposition was against the publication of special issues. 
I believed that newer and less-established journals might 
find special issues a useful way to call attention and provide 
visibility to their publications. However, for a well- 
established journal such as JM, I had reservations. Publica- 
tion in УМ and a handful of other premier journals is often a 
criterion for tenure decisions, and JM only published 28—30 
articles annually. Could we take one issue out of this limit- 
ed supply of space? Should we? I was also concerned that a 
special issue might not generate new work but merely cap- 
ture material in progress that, if sufficiently good, would 
find a publication outlet anyway. When I surveyed the JM 
Editorial Review Board, the consensus toward publication 
of special issues was negative, for many of the reasons pre- 
viously stated. 

During early 1996, Professor Dhruv Grewal suggested a 
possible collaboration on a special issue with the Marketing 
Science Institute (MSI). At the same time, I reread "Using 
the Past as a Guide to the Future: Reflections on the Histo- 
ry of the Journal of Marketing," the article Professor George 
Day wrote for the 60th anniversary issue of JM (January 
1996). In that article, he provided a rationale for why the 
marketing discipline might benefit from occasional special 
issues of JM. I became more convinced of the need for and 
the potential value of special issues. Nonetheless, I was un- 
comfortable with a special issue that substituted for a regu- 
lar issue. After discussing this with Professor David 
Montgomery, Executive Director of MSI, we jointly ex- 
plored the possibility of a fifth issue of JM. We proposed 
that the MSI fund the issue and that it be considered an 
added American Marketing Association (AMA) member 
benefit. In addition, the topic of the issue would be very 
broad and intended to help the marketing discipline look to 
the future. The objective was to provide thought-provoking 
material on the future of marketing thought and practice, not 
to be the last word on any one subject. I was able to con- 
vince George Day (University of Pennsylvania and Execu- 
tive Director of MSI from 1989-1991) and David 
Montgomery (Stanford University and Executive Director 
of MSI from 1995-1997) to serve as coeditors of the special 
issue. They and I decided to call this special millennium is- 
sue “Fundamental Issues and Directions for Marketing.” 
The special issue would focus on four broad organizing is- 
sues/topics: 


1. How do customers and consumers behave? 
2. How do markets function and evolve? 
3. How do firms relate to their markets? 


4. What are the contributions of marketing to organizational 
performance and societal welfare? 
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Summarized next is how George Day, David Mont- 
gomery, and I handled the publication of the special issue. 


The Process 


There was an open call for papers. The Marketing Science 
Institute mailed the call to its academic list (more than 300 
academics). Early in 1997, JM posted the call on the Elmar 
mailing list and the AMA Web site. In addition, JM pub- 
lished a call for papers in the April 1997 issue. There were 
to be no invited papers, but rather, the usual JM competitive 
marketplace for ideas would be used to evaluate each sub- 
mitted paper. Because the call for papers requested some 
risky and more expansive views of marketing, potential au- 
thors had an opportunity to submit an extended abstract of a 
proposed paper for the special issue. The two coeditors then 
independently evaluated the abstracts for appropriateness 
and promise. Remarkable agreement (approximately 90%) 
was found in the editors’ evaluations, and they resolved the 
rare and minor disagreements with further discussion. 

When the editors had selected the abstracts from which 
to commission papers, prospective authors received invita- 
tions to submit the proposed paper and attend a conference 
sponsored by MSI in Boston in June 1998. Papers were due 
from the authors several months prior to the conference, and 
first reviews were distributed in July 1998. The conference 
provided a forum for discussion of each of the papers 
(which were available at the conference and out for review 
before the conference). The due date for first revisions was 
November 1998, and delivery of editor and reviewer com- 
ments was made in February 1999. Final revisions of ac- 
cepted papers were due in early spring 1999. 

The results of the call and the subsequent review process 
were as follows: 


*127 proposed abstracts, 

*33 proposed abstracts accepted, 

•31 papers submitted originally and presented at the MSI con- 
ference, 

•21 revised papers submitted, and 

*]2 papers accepted for the special issue. 


The Audience 


The primary audience for the special issue is the academic 
marketing community. However, the target is marketing 
academics in general, not just specialists in some narrower 
subfield of marketing. The objective is to make these reflec- 
tons on marketing and its directions accessible to acade- 
mics from a wide domain of the discipline. 

Naturally, the editors also hope that thoughtful market- 
ing managers and executives may find the discussions of 
considerable interest. However, the primary target remains a 
broad base of academic marketing. 
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JM's апа MSI’s Relationship 


The Journal of Marketing and MSI have a long history of 
mutually advantageous relations. For example, during the 
past ten years, roughly 15% of the articles published in JM 
received research support from MSI. Between 1989 and 
1993, this statistic was approximately 10%; between 1994 
and 1998, it roughly doubled to 20%. Therefore, MSI has 
had a role in facilitating a substantial amount of research 
that appears in JM, and this role appears to be increasing. In 
addition, MSI benefits greatly from the validation and dis- 
semination of its sponsored research by JM. In 1997, this 
mutually beneficial relationship extended to include MSI's 
annual sponsorship of the MSI/H. Paul Root Award for the 
JM article that contributes most to the practice of marketing. 
Thus, this special issue, substantially funded by MSI, is yet 
another step in this mutually beneficial and profession- 
enhancing relationship. 


A Note of Thanks 


The AMA would like to express its appreciation to MSI for 
its generous financial support of the special issue and for the 
June 1998 conference at which early drafts of the papers ap- 
pearing in the special issue were presented. Special thanks 
go to the following MSI personnel who assisted on the spe- 
cial issue: 


eStephen Haeckel, Chair of MSI; 


eH. Paul Root, President of MSI 1990-1998, at the time of the 
JM/MSI agreement; 


eKatherine Jocz, Vice President of Research Operations; and 
•Магпі Clippinger, Vice President of Member Relations. 


Invaluable assistance on this special issue also was pro- 
vided by Katie Schatz, Research Coordinator at MSI, Sher- 


2 | Journal of Marketing, Special Issue 1999 


ry Bradford, Assistant to the Editor of JM, and Francesca 
VanGorp Cooley, Managing Editor of Journals at the AMA. 
We also thank Jack Hollfelder, AMA Group Publisher, and 
Professor Bart Weitz, AMA Vice President of Publications, 
for their support of the special issue. 

The MSI/AMA conference and special issue benefited 
immensely from four session commentators. Preceding the 
articles in each of the four sections, these commentators 
share their thoughts and advice. The session commentators 
are as follows: 


1. How Do Customers and Consumers Really Behave? 
Donald Lehmann, Columbia University, MSI Executive 
Director 1993-1995 

2. How Do Markets Function and Evolve? 

Robert Buzzell, Georgetown University, MSI Executive Di- 
rector 1969-1975 

3. How Do Firms Relate to Their Markets? 

Thomas Kinnear, University of Michigan, JM Editor 
1991-1993 

4. What Are the Contributions of Marketing to Organizational 
Performance and Societal Welfare? 

Rohit Deshpandé, Harvard Business School, MSI Executive 
Director 1997-1999 


Also, I thank George Day and David Montgomery. Both 
men spent a considerable amount of time during the past 30 
months planning, coordinating, and editing this special mil- 
lennium issue and the associated MSI/AMA conference. 

Finally, the special issue would not have been possible 
without the outstanding efforts of the more than 75 scholars 
who provided reviews of the manuscripts under considera- 
tion. Our thanks go to these reviewers. 


—ROoBERT Е. LUsCH 
Editor 


vM 


George 5. Day & David В. Montgomery 


Charting New Directions for 
Marketing 


Four fundamental issues serve to establish the identity of the field of marketing, distinguish it from other fields and 
disciplines, and compel further research inquiry. These Issues ask (1) How do customers and consumers really be- 
have? (2) How do markets function and evolve? (3) How do firms relate to their markets? and (4) What are the con- 
tributions of marketing to organizational performance and societal welfare? These issues also serve as the orga- 
nizing framework for this special issue 

Although the questions posed by these fundamental Issues are durable, new answers will need to be sought to 
accommodate the following trends and disruptions that are shaping the direction of marketing: (1) the connected 
knowledge economy; (2) globalizing, converging, and consolidating industries; (3) fragmenting and frictionless mar- 
kets; (4) empowered customers and consumers; and (5) adaptive organizations. These new directions challenge 
academic marketing to provide meaningful measures, inferences, and calibration; understand functional interfaces; 


and rethink the role of theory. 


hat.establishes the boundaries, activities, and iden- 
W: of a field of inquiry and practice such as mar- 

keting? Is it the concepts, methods, or organiza- 
tional roles that commonly are associated with marketing? 
Alternatively, is there a paradigm ог definition that can cap- 
ture the essence of the field while reflecting the diversity of 
activities? | 

Many definitions, paradigms, and conceptual schemes 
have been proposed, and calls for new paradigms, such as 
interactive or relationship marketing, have been frequent. 
Until recently, there was a loose consensus that consumer 
choice, exchange, and, especially, the four Ps (product, 
price, place, and promotion) dictated the important ques- 
tions for the field (Arndt 1979). But with growing reserva- 
tions about the validity or usefulness of the four Ps concept 
and its lack of recognition of marketing as an innovating or 
adaptive force, the four Ps now are regarded as merely a 
handy framework. Recently, Deshpandé (1998) proposed 
that the four Ps give way to the four Cs of the concerns of 
marketing professionals: cross-cultural, cross-functional, 
cross-disciplinary, and customercentric. To these could be 
added a fifth C, competitor-focused, so that the dominant 
orientation toward consumer choice and exchange does not 
deflect attention from the focal issues of competitive advan- 
tage. Although each of these efforts to delineate the field has 
illuminated part of the terrain, they have failed to achieve 
wider consensus. 

Meanwhile, scholars, teachers, and practitioners are 
struggling to distinguish marketing from other fields and 
functional areas. There are concerns that other disciplines 
are encroaching on the customary “territory” of marketing 
or that marketing scholarship is little more than applied psy- 
chology, economics, or statistics. As practice becomes more 
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multifunctional, with the organizational role of marketing 
evolving from a set of specialized activities into integrative 
responsibility for team-based processes, it becomes harder 
to isolate the unique contribution of marketing. Marketing 
scholars who seek to understand these integrative approach- 
es often are challenged to show why their work is really 
marketing. 


Fundamental Issues 


There is more to be gained from articulating the fundamen- 
tal issues that underlie the field of marketing than continu- 
ing the search for unifying definitions, paradigms, or de- 
scriptions. These fundamental issues are posed as enduring 
questions that marketing is uniquely able to address because 
of its background, inclination, and training. 

The right questions should distinguish marketing from 
related fields and contributing disciplines, with enough 
specificity to guide the efforts of researchers and set realis- 
tic expectations for the role of practitioners. If these issues 
could be understood better and substantial progress toward 
their resolution shown, the field could reach a higher level 
of relevance and influence. 

Fundamental questions are neither too general nor too 
specific. An overly general question, such as “What ts good 
marketing?" is open to widely diverse interpretations and 
subject to various contingency factors. Overly specific ques- 
tions may imply a particular theory or methodology and run 
the risk of being rigid or dated in the f ^e of changing cir- 
cumstances. For an issue to be fundamental, it must be 
durable and capable of accommodating new insights and ap- 
proaches. Meaningful issues also elicit controversy, in that 
reasonable people can take and defend different approaches 
to the issue, but there should be a long-run path of develop- 
ment that constructively narrows the differences. 

The four fundamental issues that best satisfy the criteria 
of differentiation, durability, specificity, and relevance ad- 
dress the following questions: 
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eHow do customers and consumers really behave? 
How do markets function and evolve? 
eHow do firms relate to their markets? 


eWhat are the contributions of marketing to organizational 
performance and societal welfare? 


How Do Customers and Consumers Really 
Behave? 


Marketing has its origins in the process of exchange in 
which value is given and received in a market setting 
(Bagozzi 1974). Most of the thinking about how these ex- 
changes are realized presumes that buyers are thoughtful in- 
formation processors and rational value maximizers. How- 
ever, in an era of proliferating choices and rapid 
technological and social change, there are many ways for 
needs and wants to be satisfied. What do we really know 
about how consumers (or end users) and customers (or in- 
termediaries) narrow the set of alternatives and make their 
choices? How well do we understand consumer needs—cur- 
rent, latent, and emerging? What are the most appropriate 
models for describing and explaining the processes of 
search and preference formation that precede choice and the 
resulting consumption or usage experience? How suitable 
are these models for complex choices by decision-making 
units with multiple parties with divergent needs and wants? 

The marketing function is responsible for achieving fa- 
vorable exchange outcomes with target consumers. How are 
these outcomes influenced by the persuasive efforts and mar- 
keting variables that marketers control? Often the exchange 
terms are negotiated, but what dictates whether the outcome 
is mutually satisfactory? Furthermore, what do we need to 
know about the influences of social trends, demographic 
shifts, and market reforms on individual choice behavior? 

As the emphasis of the field shifts from transactional to 
relational exchanges, questions are being raised about brand 
loyalty. Is observed loyalty shaped more by inertia and situ- 
ational factors than by strongly held preferences? Is divided 
or polygamous loyalty more reflective of actual behavior 
than clear-cut allegiance to a single brand? Are consumers 
becoming so fickle and price sensitive that loyalty is declin- 
ing to the point of vanishing in many markets? What can be 
claimed about the extent of loyalty and the payoff from ef- 
forts to induce greater loyalty? 


How Do Markets Function and Evolve? 


What accounts for the observed heterogeneity in consumer 
behavior and competitive positions in a market, and how do 
products emerge, grow, mature, and perhaps decline in these 
markets? Why is there increasing diversity in the ways firms 
teach and serve their markets, and what are the implications 
for channel productivity? 

For answers, the field of marketing has turned to the 
foundational concepts of market segmentation, positioning, 
and the product life cycle. At one time, these concepts were 
ranked among marketing’s most significant contributions 
(Biggadike 1981). Serious doubts have been raised about 
their validity and utility, however, and marketing’s contribu- 
tion is being overshadowed by advances in other fields. 

How far has the understanding of segmentation really 
advanced beyond Wind (1978)? Has it kept up with the in- 
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creased fragmentation and volatility of hypercompetitive 
markets? For example, a prerequisite of effective segmen- 
tation is a definable market, yet many markets are charac- 
terized by boundaries that are shifting and overlapping 
rather than distinct and stable, as normally is assumed. 
Similarly, most segment descriptions are based on cross- 
sectional analyses, with scant evidence of long-standing 
stability or ability to accommodate consumers moving be- 
tween different segments. Nonetheless, segmentation and 
positioning analyses have made major descriptive and pre- 
scriptive contributions. 

The lack of validity and conceptual support for the prod- 
uct life cycle concept is more troubling. Progress has been 
limited to market-forecasting models based on diffusion of 
innovation concepts. Whereas research on diffusion process- 
es is derived deductively from postulates about individual 
behavior and is largely descriptive in intent, the product life 
cycle remains inductive, infrequently tested, and normative 
in its insistence on prescribing strategies. As a result, little 
can be said about how patterns of market growth and evolu- 
tion are influenced by the forces of globalization, rapid in- 
formation diffusion, and competitive consolidation or how 
the patterns of evolution differ among markets. Meanwhile, 
related fields and disciplines, such as organization ecology 
and evolutionary economics, are pursuing questions of mar- 
ket dynamics and diversity actively (Montgomery 1995). 

After a long period of stability, most distribution chan- 
nels are being reshaped, reconfigured, and sometimes by- 
passed. New channel forms are appearing while the balance 
of power between different levels of the vertical market sys- 
tem keeps moving downstream. The field lacks dynamic ex- 
planations for these phenomena. How do influence and val- 
ue flow between levels? How are these flows influenced by 
the changing priorities of customers and the advent of new 
technologies for linking or bypassing levels? 


How Do Firms Relate to Their Markets? 


Marketing thought has made notable progress along two di- 
mensions of this fundamental issue. First, there has been a 
shift from an emphasis on discrete transactions and the ac- 
quisition of new customers to relationships and the retention 
of valuable customers. Second, the array of relationships in 
the set has been expanded from the dyad of seller and cus- 
tomer to include partners up and down the value chain (e.g., 
suppliers, the customers of customers, channel intermedi- 
aries). Meanwhile, a decade of progress in understanding 
brand equity has shown that strong brands are valuable to 
the firms that own them because they represent the history 
of past relationships and the promise of future ones. 

This broadening and deepening of the scope of relation- 
ships generally has outstripped our collective understanding 
of how these complex, longitudinal connections are started, 
nurtured, and sustained. We must be able to distinguish a re- 
al and meaningful relationship built on reciprocity from a 
series of transactions. What are the roles of mutual benefits, 
mutual commitments, trust, and social and information link- 
ages in forming a relationship? There is a pressing need to 
understand the sources and implications of these evolving 
forms of linkages; why do partners participate, how are con- 
flicts resolved in a web of relationships, and how do they 


evolve and adapt in global markets? Meanwhile, rapid de- 
velopments in information technology and networks facili- 
tate interactive communications and help tighten 
relationships. 

Another challenge to marketing thought and practice is 
the question of how to relate to competitors. There is some 
ambivalence about whether this is part of the field, because 
the questions of gaining and sustaining competitive advan- 
tage long have been dominated by strategic management. Its 
perspective is shaped by the resource-based view of the or- 
ganization that seeks to understand the contribution of a 
firm's assets and capabilities to heterogeneity in competitive 
positions and performance. Yet marketing can contribute to 
the understanding of competitive issues by broadening its re- 
sponsibilities for achieving favorable marketing exchanges. 
The appropriate theoretical and operational construct for 
shaping this effort is superior customer value. There is a rich 
heritage in marketing that addresses this issue, from choice 
theory to trade-off and conjoint analysis to customer satis- 
faction management (Woodruff 1997). Yet progress is still 
halting, as can be found in the [ack of consensus on a defin- 
ition of customer value, an inability to incorporate competi- 
tive considerations or dynamic factors, and even the wide di- 
vergence of typologies of customer value. 

Meanwhile, the market landscape is becoming more 
complex. Firms increasingly relate to one another in the 
multiple roles of customer, competitor, and collaborator. 
“Cooptition” has entered the vocabulary of management and 
signals a more nuanced mental model of competition. Fur- 
ther complexity results as suppliers, customers, and channels 
enter into alliances and partnerships. How will increasingly 
disaggregated firms manage the total value or supply chain? 

As the pace and complexity of competitive arenas in- 
crease, we need to know how managers use information 
about markets in their decision making. How do they antic- 
ipate changing market requirements, identify the competi- 
tive set, and decide whether and how to respond to compet- 
itive moves? In particular, how do managers form their 
conjectures about what will happen in light of their own po- 
sition and the likely reactions of competitors? 


What Are the Contributions of Marketing to 
Organizational Performance and Societal Welfare? 


The value of marketing has been challenged repeatedly. In 
organizations, there have been pointed queries about the 
productivity of marketing expenditures, the appropriate po- 
sition and influence of the marketing department, and the 
contributions of marketing activities to overall financial per- 
formance. At the societal level, there are serious doubts 
about the costs of marketing and the values that are es- 
poused and continuing questions about the need for regula- 
tion and legislation to counter the perceived abuses. 

А complicating factor is the variety of roles that market- 
ing can and should play in an organization (Webster 1992), 
including 


1. an organizational orientation, based on an externally orien- 
tated culture that continually acts on the belief that all deci- 
sions start with the market and the anticipated opportunities 
for advantage; 


2. а general management responsibility for choosing market 
segments, developing a value proposition and competitive 
positioning, and matching consumer needs with organiza- 
tional capabilities; and 

3. a functional activity that deals with the implementation of 
pricing, promotion, product management, and channels of 
distribution decisions in support of the overall business or 
brand strategy. 


Organizational orientation. Until the late 1980s, the 
marketing concept that espoused the value of this orienta- 
tion was more an article of faith than a practical basis for 
managing a business. It was presumed that firms that 
were better able to respond to market requirements and 
anticipate changing conditions would enjoy long-run 
competitive advantage and superior performance. А 
growing body of evidence now supports this belief. But 
many questions remain: What is the performance of alter- 
native orientations? Is it always advantageous to be 
market-driven? What are the specific mechanisms that 
enhance profitability? How is this orientation achieved 
and sustained? 


General management responsibility. Managers are 
learning how to build hybrid organizations that combine the 
best features of horizontal process and vertical functional 
forms. What is the role of marketing as a function in multi- 
functional, team-based processes? How are these processes 
coordinated and aligned with changing market require- 
ments? Where is deep specialist expertise and knowledge 
about markets located, and how is it made accessible to the 
rest of the organization? 

Some answers to these organizational questions are being 
found in the universal open standards that facilitate the in- 
tensive exchange of information through networks within the 
firm and between the firm and its customers. New questions 
have arisen now that it is feasible to have a dialogue with 
each customer and provide personalized responses to their in- 
dividualized requirements. When and where are these “sense 
and respond” strategies (Haeckel 1999) most effective, and 
what organizational design and governance mechanisms are 
needed? Where do market and product managers fit in these 
designs, or are their responsibilities absorbed elsewhere? 


Functional activity. At this level, questions arise 
about where and how the important marketing activities 
should be performed and how these activities contribute 
to shareholder value creation when a balanced scorecard 
is used to provide a comprehensive, multidimensional 
view of performance. Which marketing metrics should be 
used? What is the value of measures of customer reten- 
tion, long-run returns on marketing investments, and so 
forth, and who is accountable for meeting the perfor- 
mance targets? This raises another set of questions re- 
garding the linkages of marketing activities to other func- 
tional activities, such as service delivery and supply chain 
management. 


Societal role. Thirty years ago, Kotler and Levy (1969) 
advanced the controversial propositions that all organiza- 
tions must develop a marketing function to carry out their 
responsibilities to the groups they serve and that traditional 
marketing methods and concepts are transferable to the mar- 
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keting of public-sector organizations, persons, and ideas. А!- 
though this broadened concept is not as controversial now, it 
still is not accepted fully by either mainstream marketers or 
managers in the public sector. 

A major impediment to acceptance is skepticism about 
the societal value of the visible manifestations of a market 
economy. Although progress is being made, it has proven dif- 
ficult to assess the net contributions of marketing to societies 
and economies as a whole. Theories and evidence are need- 
ed to examine objectively both the benefits, as identified by 
the advocates, and the abuses, as found by the critics. Who 
are the stakeholders to be considered? What criteria should 
be used to judge the societal value? How might society seek 
to preserve the benefits and minimize the negative aspects? 


Valldating the Fundamental Issues 


The four questions that have been proposed to capture the 
fundamental issues of the field were developed and refined 
through extensive discussions with marketing thought lead- 
ers. However, variants of these questions have a long stand- 
ing in marketing—notably in the four fundamental ex- 
plananda of marketing codified by Hunt (1983), which in 
turn had antecedents in Alderson’s (1965) effort to develop 
a general theory of marketing. Hunt was interested in the 
phenomena that general theories of marketing science 
should seek to explain and predict, given that marketing is 
the “behavioral science that seeks to explain exchange rela- 
tionships.” The four fundamental explananda dealt with the 
behaviors of (1) buyers and (2) sellers directed at consum- 
mating exchanges, (3) the institutional framework directed 
at consummating and/or facilitating exchanges, and (4) the 
consequences for society of these behaviors and the institu- 
tional framework. These four explananda were regarded as 
fundamental, because every phenomenon that marketing 
science seeks to explain resides in one of the four sets. 

The most evident difference between the four funda- 
mental issues proposed here and the four explananda is the 
separation of the function and evolution of markets as dis- 
tinct issues. Although we share with Hunt the emphasis on 
exchange, marketing also has a responsibility to be the ac- 
knowledged expert on the function and evolution of mar- 
kets. We also give a higher profile to the aspects of compe- 
tition within the exchange environment and the role of 
marketing within the organization. These differences reflect 
both the progression of the field and the need to incorporate 
the concerns of practice into the fundamental issues. 

A further test of validity is whether these four funda- 
mental issues properly can distinguish marketing and strate- 
gic management, because strategic management as a field is 
often regarded as pursuing similar issues, often overlaps 
with marketing in curricula and courses, and shares an in- 
terest in the choice of strategic direction for firms. In 1990, 
a group of scholars undertook to identify and explore the 
fundamental issues in strategy and subsequently reported 
their observations (Rumelt, Schendel, and Teece 1994). The 
issues were as follows: 


1. How do firms behave? Or, do firms really behave like ratio- 
nal actors, and if not, what models of their behavior should 
be used? 
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2. Why are firms different? Or, what sustains the heterogene- 
ity in resources and performance among close competitors, 
despite competition and imitative attempts? 

3. What is the function of or value added by the headquarters 
unit in a diversified firm? Or, what limits the scope of the 
firm? 

4. What determines success or failure in international compe- 
tition? Or, what are the origins of success, and what are their 
particular manifestations in international settings or global 
competition? 


It is also instructive that the scholars decided that such 
issues as how strategies are formulated, whether firms ac- 
tually have coherent and carefully designed strategies, 
how industries evolve, and how organizational competen- 
cies are generated and sustained were not as fundamental, 
because they did not clearly compel further inquiry. 

Overall, the issues posed by the strategists and the im- 
plied approach to their resolution are complementary to the 
fundamental issues in marketing. There is overlap between 
the strategic issue of why are firms different and the funda- 
mental marketing issue of how firms relate to their markets. 
Both fields have studied the antecedents to firm differences 
due to first-mover advantages and market share strategies 
and seek to understand how positional advantages are 
achieved in the market. Strategists also ask whether the 
search for protected profits based on differences is benefi- 
cial to society. Yet, the two fields approach these questions 
in a different manner. Within marketing, the focus is less on 
comparing winners with losers and more on how differ- 
ences in perceived customer value are gained. Whereas 
strategists have a supply-side perspective, marketers are 
more inclined to approach issues from the market back. 


Influences on the Direction of 
Marketing 


Robust fundamental issues help keep the field of marketing 
centered on its essentials and lessen susceptibility to dis- 
traction. The four fundamental issues have shown their ver- 
satility by guiding the field through past transformations 
(Kerin 1996). But what of the future? Will the nonlinear, 
disruptive "new economy," based on silicon, computers, and 
networks, so change the ground rules that these questions 
are no longer useful? Five themes are emerging that are es- 
pecially salient to markets and marketing: 


*The connected knowledge economy; 

Globalizing, converging, and consolidating industries; 

eFragmenting and frictionless markets; 

eDemanding customers and consumers and their empowered 
behavior, and 

eAdaptive organizations. 


Our review of these five changes suggests that the fun- 
damental questions are sufficiently robust that they can ac- 
commodate these changes, but the answers to the questions 
they pose will be sought in new ways and from new direc- 
tions. Thus, the field of marketing should be pursuing many 
new directions as it reaches the millennium. 


The Connected Knowledge Economy 


Underlying the cumulative body of marketing knowledge of 
how markets work and firms compete is an assumption of 
diminishing returns. In this view, firms that advance in a 
market eventually face a marginal cost curve that slopes up- 
ward, so further scale economies are not possible and there 
is room for multiple industry participants. This is an appro- 
priate model for “make-and-sell” firms that employ a lot of 
resources in bulk processing. 

In emerging increasing returns industries, there is a ten- 
dency for those firms already ahead to go further ahead. 
This is a distinguishing feature of knowledge-based indus- 
tries that emphasize the development, application, and dif- 
fusion of new knowledge. It is found when there are the high 
up-front research and development (R&D) costs in indus- 
tries such as software and telecommunications, in which the 
complexity of the products or services locks customers into 
the system, procedure, or protocol they know. This kind of 
“winner take most” knowledge-based market puts a premi- 
um on getting the timing right and focusing resources when 
the opportunity emerges (Arthur 1996; Teece 1998). 

Accentuating this transformation is the power of net- 
works, through which once-diffused and hard-to-reach 
knowledge at isolated nodes becomes universally connected 
(Kelly 1997). The drivers of this power are (1) the shrinking 
prices of silicon chips, which enables, for example, throw- 
away smart cards loaded with financial information; (2) the 
acceptance of compatibility standards so computer operat- 
ing systems can talk to one another; and (3) escalating com- 
munication power, which means the price per bit of infor- 
mation transmitted follows an asymptotic curve that 
approaches free transmission. 

The consequences of connecting everyone through net- 
works so information can flow more freely and frequently 
will be profound. An immediate consequence is that the tra- 
ditional trade-off between reach (determined by the number 
of people who share the same information at the same time) 
and richness (the amount of information that can be com- 
municated at one time, plus the extent of tailoring of the in- 
formation and the likelihood of two-way interaction) is be- 
ing transformed. This begins to release the organization 
from the stifling premises of the hierarchical corporate form 
(Webster 1997). 

For the foreseeable future, most industries will be a 
mixture of increasing and diminishing returns activities. 
However, no one will be immune from the second-order 
consequences of interconnectivity for exchange processes, 
market structures, competitive processes, and organization- 
al activities. 


Globalizing, Converging, and Consolidating 
industries 


Two cross-cutting trends are coming together to challenge 
basic assumptions about how markets function and evolve. 
The first is the globalization of markets, which long has 
been part of the reality of most firms but is gathering 
strength. The second is the convergence of previously dis- 
tinct industries and the consequent blurring of market 
boundaries. These two trends also are contributing to the 


consolidation of competitors in most industries and the dis- 
ruption of previously stable power balances. 


Globalization. The continuing progression from a world 
of distinct and self-contained national markets to one of 
linked global markets 15 being fueled by the persistent forces 
of the homogenization of customer needs, gradual liberal- 
ization of trade, and the recognition of the competitive ad- 
vantages of a global presence. The main catalyst is techno- 
logical change that enables global coordination of widely 
dispersed activities, while the pressure for globalization dri- 
ves the extensions of technology into new applications. 

It is technology that is eliminating the “place” in mar- 
ketplace and replacing it with marketspaces, which are 
network-based global arenas in which needs are communi- 
cated, transactions occur, and value is extracted. These net- 
works enable companies to provide 24-hour service as cus- 
tomer requests are transferred from one time zone to 
another, and customers in turn increasingly are able to 
source from anywhere in the world. 


Converging competition. The conduct of competition in 
the new economy does not seem to fit the accepted struc- 
tural rules or assumptions of most marketing models (Pra- 
halad 1995). Instead of clearly delineated boundaries of 
served markets that compartmentalize distinct sets of cus- 
tomers and competitors, market structures and boundaries 
are increasingly indeterminate. Distinctions between many 
traditional industry classes are blurring because of digital- 
ization that enables product function and customer benefits 
to merge. Is a personal computer a consumer product, an 
educational product, an entry to a network, or a business 
and productivity device? Little is known about how cus- 
tomers perceive the value that is inherent in such multiple- 
use products. 

With convergence comes new types of competitors with 
diverse and unexpected strategies. No longer is it possible to 
assume that competitors are known and that market posi- 
tions can be captured in a static, two-dimensional map. 
Should a money center bank worry more about its tradition- 
al peers or about Intuit and AT&T? 


Consolidating industries. Stability in market structure 
and predictable patterns of competition are a result of iso- 
lating mechanisms, which are market factors that deter 
competition. These factors range from patent protection to 
import barriers, regulations, and distinct local tastes. When 
these isolating mechanisms are lowered or removed, con- 
sumers have a greater array of choices and industries face 
intensifying competition and can no longer sustain a large 
number of competitors comfortably. The trigger for the en- 
suing consolidation is some combination of (1) industry 
convergence, (2) globalization that broadens the scope of an 
industry in which competition had been primarily domestic, 
(3) deregulation that eliminates artificial constraints on 
competitors, or (4) technological discontinuity that obso- 
letes previous processes and technologies (Day 1997). Dur- 
ing a consolidation, market boundaries are rearranged, pro- 
tected niches are invaded, and the balance of power usually 
tilts toward the customer and channel member. This has dis- 
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Tuptive effects on both the functioning of markets and the 
Stability of relationships within the market. 


Fragmenting and Frictionless Markets 


The forces reshaping industries are simultaneously acting on 
markets and demanding to be incorporated into marketing 
theories and models of how markets function and firms re- 
late to their customers. Two potentially conflicting forces 
are at work in most markets and lead to different balances of 
fragmentation or homogenization as they are reconciled. 


Forces of homogenization. Globalization has a power- 
fully homogenizing influence. As each corner of the globe 
is subjected to the same intense communication, global 
brands become ubiquitous. In addition, as better educa- 
tion, wider travel, and more leisure time lead to conver- 
gence of life styles, we find growing similarity among 
customer requirements. 

The diffusion of technology also facilitates homogeniza- 
tion. The Internet introduces the possibility of frictionless 
markets that dictate greater standardization of offerings and 
weaken long-standing relationships. Some observers foresee 
a future in which the Web enables automated purchasing, 
anonymous transactions, and bypassing of most intermedi- 
aries. Consider the possibility of anonymous exchange of 
products, such as term insurance or standard electronic 
components, in which eligible buyers and sellers would not 
know the identity of the other party. The choice decision 
would be based on whatever comparative information was 
available. This is worrisome to sellers that face the prospects 
of a loss of brand identity and shrinking margins as many 
more competitors are considered. 


Forces of proliferation and fragmentation: Toward mol- 
ecular markets. There is some life cycle theory, but scant ev- 
idence, for the proposition that mass markets eventually 
fragment. This erosion of the mass market is likely to accel- 
erate from the combined effect of product, media, and chan- 
nel proliferation and the introduction of mass customization 
and other “sense and respond” strategies. 

An appropriate metaphor for the future structure of 
many markets is the molecule, which is the smallest particle 
into which a substance can be divided and still retain its 
chemical identity (Tapscott 1997). The ability to target indi- 
viduals, engage in a dialogue with them, and personalize an 
offering that meets their requirements will enable “molecu- 
lar markets” to merge. Organizations will need to learn to 
sense and respond to customers’ requests, rather than make 
offers based on forecasts of what groups of customers are 
likely to want. No longer will it be safe to assume that mar- 
kets are predictable and that large segments of the market 
will behave alike. 

Even global homogenization can lead to more segments 
within each country that reflect differences in lifestyle, in- 
come, and so forth. There still may be universal segments 
with essentially the same needs across many countries. 
Some of these segments will be more porous as variety- 
seeking customers simultaneously occupy disparate seg- 
ments and readily switch their brand allegiance as require- 
ments change. 
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Demanding Customers and Consumers and Their 
Empowered Behavior 


Traditional marketplaces are being reshaped continually. 
How will individual consumers and customers behave in 
these new settings? How responsive will they be to price, 
communication, and other elements of the marketing mix? 
Will the established behavioral models still apply, or are 
new ways of understanding how consumers search, screen, 
and choose among competing alternatives needed? Ex- 
changes that create mutual value still will be the guiding 
principle for understanding choice outcomes, but choice 
processes are likely to be exercised in new ways. 

Consumer choice behavior is at the intersection of 
many converging trends. These are not new, but their 
joint consequences are beginning to be felt. First, con- 
sumers have many more choices, are better informed 
through expanded media, and have more ways to acquire 
their choices. They have come to expect and demand di- 
versity. Second, for most consumers, time is increasingly 
scarce, so they are more willing to pay to save time and 
effort. This puts a premium on being able to deliver 
goods and services when and where the consumer wants 
them and to provide products of quality that rarely need 
after-sale attention, as well as hassle-free after-sale ser- 
vice, should it be required. Third, demographic shifts are 
changing the profile of the global market, notably, the 
growing underpopulation of developed countries such as 
Japan, Europe, and the United States. As birthrates fall 
below the replacement rate and life spans increase, the 
population of these countries is aging, with the concomi- 
tant market opportunities and social and economic prob- 
lems this entails. 

These trends and forces are coalescing into consumers 
who want greater control, are less willing to be passive par- 
ticipants in the marketing process, and have been given more 
means to take control (Weiner and Brown 1995). This 1s an 
important aspect of the shift of power from producers of 
goods and services to those who buy them or integrate and 
distribute them to the end user. Consumers are showing an 
increasing willingness to bypass traditional media and chan- 
nels in search of a better value proposition. Meanwhile, in- 
termediaries of all types risk being disintermediated by di- 
rect transactions through the Web. In business-to-business 
markets, demanding customers have shifted warehousing 
and inventory costs to their suppliers through just-in-time in- 
ventory and are cutting the number of suppliers dramatically 
while asking those that remain to offer more value-adding 
services. The fundamental questions are whether and when 
these demanding customers will seek out mutually beneficial 
relationships or become more price sensitive and less loyal. 


Adaptive Organizations 


The ways firms relate to their markets are changing in re- 
sponse to—as well as to exploit—changes in their cus- 
tomers, competitors, markets, industry, and the economy. 
Because there is path dependency behind all strategies and 
capabilities, in the sense that changes build on what is al- 
ready known, the resulting inertia means that changes that 


are now only modest and halting soon will gather momen- 
tum as experience cumulates. These changes will be dis- 
cernable as concurrent shifts along the following three di- 
mensions that enable firms to be more adaptive and get 
closer to their markets. In short, they will become more 
market-driven. 


Less broadcast and more interactive strategies. The 
mass market, broadcast model of marketing targets certain 
markets on the basis of descriptive information about the 
customer. Contrast this with an interactive model in which 
the firm has the ability to address an individual and then re- 
member the response of that individual. With each succes- 
sive interaction, the firm learns more and uses this informa- 
tion from customers to personalize further communications 
in ways that take into account that unique response and the 
value proposition (Deighton 1996). The relationship created 
by this strategy gets smarter with each interaction. 

Most strategies fall short of this interactive ideal. At 
best, they are able to address microsegments extracted from 
huge databases and send personalized messages to careful- 
ly selected individuals. However, the rapid rise of the In- 
ternet has changed the rules of interactive marketing by en- 
abling addressability and two-way interactions. It is a 
uniquely responsive and interactive medium. There is also 
an affinity between the Internet and mass customization 
strategies that use dialogue to help customers articulate 
their needs, find the option that best fits those needs, and 
then makes the order. 


More competition and more collaboration. The intensity 
of competition will not abate in the future; the forces we 
have discussed already will ensure that. What will need to 
change is the mind-set that is used to think about competi- 
tors and the consequences of competitive behavior. The self- 
defeating tendencies of a purely competitive orientation 
must be counterbalanced with a mind-set that simultaneous- 
ly imagines prospects for collaboration. 

The competitive mind-set that has been so finely devel- 
oped in mature parts of diminishing returns industries fo- 
cuses on a zero-sum game, in which one firm gains at the 
expense of others. The more intense the rivalry, the more 
likely it will deteriorate into a negative-sum game in which 
the process of competition imposes costs on all the players. 
In price wars that set off retaliatory price reductions, no one 
wins. 

Relationships with customers also may be colored by a 
competitive mind-set. The venerable five forces model of 
competition implicitly assumes there is a fixed amount of 
economic value to share, and powerful customers will use 
their bargaining power to take more of this value. The down- 
side of this mind-set is the encouragement of adversarial re- 
lations with large customers, which becomes a self-fulfilling 
prophecy. Cooperative mutual dependence may lead to bet- 
ter results for both parties. Buchanan (1992), in a study of 
performance of product categories in a large department 
store chain, finds that the best performing categories from 
the perspective of the department store were not those in 
which the store held power over the suppliers, but rather 
those in which the stores and suppliers were mutually de- 


pendent, thus uniting them to serve their ultimate consumers 
better. This example seems counter to the usual five forces 
of competition descriptions and competitive prescriptions 
from industrial organization economics (Porter 1980). 

Most competitive situations also can be viewed pro- 
ductively from a collaborative perspective. Such a shift in 
mind-set is congruent with the progression of marketing 
thought and practice, especially the shift from transaction- 
al to relationship exchange that is already underway. Oth- 
er reasons for giving more weight to collaboration are as 
follows: 


eIn many markets, a firm can be a customer, a supplier, and 
a rival at the same time. Because the distinctions among 
these roles increasingly are blurred in emerging industries, 
it is often desirable for rivals to collaborate actively. Sony 
and Phillips are working together to develop common op- 
tical media standards and supplying components to each 
other. 

ФА collaborative posture is more suited to increasing returns 
markets in which the objective is to expand the pie. In recog- 
nition of their codependency, groups of technology firms are 
forming economic Webs that use a common architecture to 
deliver different elements of an overall value proposition. 
Netscape is mobilizing a Web of other companies that are de- 
veloping complimentary technologies to enable economic 
commerce. Rivalry then takes place among Webs that follow 
different standards. 

Organizational forms are moving steadily away from func- 
tionally inclusive, centrally coordinated, multilevel hierar- 
chies toward more flexible network structures that consist of 
large numbers of functionally specialized firms tied together 
in cooperative exchange relationships (Achrol and Kotler 
1999). These collaboratives are characterized by long-term 
commitments, mutuality, and acceptance of the underlying re- 
lational norms. 


More facts and less conjecture. Market-driven firms are 
better equipped to make fact-based decisions, because they 
can make market knowledge available to the entire organi- 
zation. This requires databases that capture what is known 
about (1) market structure—how are the competitive bound- 
aries shifting and market segments evolving? (2) market re- 
sponses—what are the drivers of customer value, and how 
will consumers, competitors, and channels respond to these 
drivers? and (3) market economics—where is the firm mak- 
ing money, and what moves will improve profitability? 

Firms increasingly are using technology advances to 
manage and exploit the knowledge in these databases. Three 
different technologies are needed: database management 
systems to capture the information, communications and 
messaging to help retrieve and transmit information inde- 
pendent of location, and secure search procedures that en- 
able people to access databases and get immediate answers 
to their queries without relying on intermediaries. These 
technologies have been facilitated greatly by Internet-based 
standards and architecture. 

Marketing, particularly academic marketing, increasing- 
ly will be called on to provide methods that enable practi- 
tioners and academics alike to distill facts and valid infer- 
ences from the plethora of data that are now available. The 
time finally seems right for the development of a major 
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group of marketing science practitioners that can apply and 
perhaps even develop such methodologies effectively. 


Challenges for Academic Marketing 


The new directions being taken by markets and marketing 
pose at least three challenges for academic marketing. Each 
challenge intensifies and expands the ongoing responsibili- 
ty of marketing academics to provide defensible descrip- 
tions and explanations of marketing phenomena as the basis 
for informed prescriptions. 


Challenge 1: Provide meaningful measures, inferences, and 
calibration; 

Challenge 2: Cross boundaries and understand functional in- 
terfaces; and 

Challenge 3: Rethink the role of theory. 


Each of these challenges represents a significant opportuni- 
ty and problem for academic marketing as the field enters its 
second century. They are, by no means, an exhaustive set of 
all the challenges that will need to be met in the foreseeable 
(five- to ten-year) future. 

Attempts to offer long-run prognostications are vul- 
nerable to unexpected events, complex interactions 
across trends, and inherent uncertainty about the future. 
Even five years ago, there were few people who foresaw 
the profound impact of a network economy on marketing 
practice. Whether the Internet will deliver its full 
promise of interactivity and connectivity depends on un- 
knowables such as the vulnerability of the system to 
hackers, criminals, and terrorists and the willingness of 
users to surrender personal details. Similarly, the seem- 
ingly irresistible force of economic globalization could 
be derailed by further economic disruption or balkaniza- 
tion of countries that descends into armed and/or eco- 
nomic conflict. Thus, there will be a need for adaptive, 
robust organizations that can adjust to many different and 
uncertain future states. Faculty members, their students, 
and practicing managers must develop flexibility in re- 
sponding to dynamically changing circumstances and 
interactions. 


Challenge 1: Provide Meaningful Measures, 
Inferences, and Calibration 


Measurement. Of the Marketing Science Institute's 
(MSI) 1998-2000 research priorities, developed by mem- 
ber companies and academic trustees, the most important 
was developing metrics that might be used to help acad- 
emics, managers, and governments judge the perfor- 
mance of marketing activities against absolute and rela- 
tive standards. А consideration in developing such 
metrics is whether the same marketing measures might be 
used in global contexts and when there needs to be local 
adaptation. For example, a two-category customer 
satisfaction scale in one country will not be readily com- 
parable to and compatible with a seven-point scale in an- 
other country. The lack of compatibility and comparabil- 
ity will hinder cross-country learning, evaluations, and 
benchmarking. 
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Valid metrics for brand loyalty, brand equity, and knowl- 
edge, for example, would be of considerable value to both 
the academic and the managerial communities. Traditional- 
ly, the academic community has been the most interested in 
the vital, fundamental issues of establishing metric validity 
and reliability, and this seems likely to continue. Progress on 
the measurement issue should both facilitate academic re- 
search and put marketing managers on a more equal footing 
in the dialogue with other functions that are perceived to 
have more rigorous metrics (e.g., finance). 


Inference. The data explosion, which has accelerated in 
the past decade, places major burdens on managers. With 
the advent of scanner panel data, brand managers receive 
millions of bits of information pertaining to their brand 
every week, and direct marketers can assemble immense 
databases. Managers understandably need help digesting 
and using this data tsunami. Academic marketing has a con- 
tinuing opportunity to create and develop the methods for 
formulating valid inferences in ways that transform mere 
data into information. In addition, rigorous testing of model 
specifications also seems likely to remain in the more acad- 
emic domain, though it is of substantial importance to the 
valid use of methods and models in practice. 

Meta-analysis (Farley and Lehmann 1986) seems likely 
to play an increasing role in supporting marketing infer- 
ences. Before meta-analyses can realize their potential how- 
ever, data sets will need to be available for a much wider va- 
riety of products, types of markets, channels, and locations. 
In the case of consumer packaged goods, data for only a few 
product categories have been released to academic re- 
searchers, and other markets (e.g., business-to-business) of- 
ten have even less data available for analysis. Progress to- 
ward robust theories will be halting if most studies fit 
marginally different models to a few categories of data (e.g., 
Information Resources Inc. coffee data). 

To ensure that more results can be incorporated into 
meta-analyses, researchers and marketing journals must 
provide more details on each study. For example, journals 
should consider requiring estimated standard errors of esti- 
mated parameters, in addition to the usual parameter point 
estimates and in lieu of threshold levels of significance 
(which create a substantial loss of information). This would 
enable a meta-analysis to correct for the inherent het- 
eroscedastity of meta models, which poses a serious threat 
to valid meta-analysis inferences (Montgomery and Srini- 
vasan 1994). 


Calibration. Although statistical inference and hypothe- 
sis testing are necessary to the continuing advancement of 
marketing thought, theory, and practice, increasing attention 
to calibration issues should leverage our ability to learn 
about marketing. By calibration, we mean estimation that 
sheds light on the absolute or relative impact of different 
market phenomena, not just their statistical presence or ab- 
sence. А key to greater learning is the provision of empirical 
evidence that relates to the substantiality of results, not just 
a test against a zero null hypothesis. Significance testing is 
an important but limited objective for many marketing stud- 
ies. In cross-border strategic alliances, U.S. managers were 
found to have significantly shorter perceptions of the likely 


duration of the alliance than Japanese managers had (an ex- 
pected result). However, the calibration demonstrated that 
the impact was substantial (approximately 20% difference) 
but not overwhelmingly so. In the same spirit, Mela, Gupta, 
and Lehmann (1997) find substantial calibrated, as well as 
statistical, differences in the long-term effects of advertising 
and price and nonprice promotion. Absent appropriate cali- 
bration of market response, managers may commit gross 
misallocations of marketing resources, and academics may 
be deprived of important, empirical information as input for 
the next generation of theory (Montgomery and Silk 1972). 
In summary, we propose that academic marketing give in- 
creasing attention to issues of calibration, particularly in dis- 
cussions of empirical results. Marketing gatekeepers (e.g., 
editors and reviewers) should both enable and encourage au- 
thors to undertake such analyses and discussions. These 
should prove to be of theoretical interest to marketing acad- 
епис as well as of practical use to marketing managers. But 
this effort should be performed in addition to, not instead of, 
the scientific process of hypothesis formulation and empiri- 
cal testing. 


Challenge 2: Cross Boundaries and Understand 
Functional Interfaces 


Critical issues are endemic at the various internal and ex- 
ternal boundaries of marketing: interfunctional, cross- 
disciplinary, cross-cultural, the interfaces between acade- 
mic marketing and management, and marketing and 
society. 


Interfunctional interfaces. This is an area of enormous 
importance to practicing managers: how to get marketing 
and the other management disciplines (e.g., finance, 
R&D, operations, human resources) to work together. Is 
there an optimal level of interfunctional conflict, or is all 
conflict bad? At the end of the century, much has been 
done to understand the subdisciplines of management. 
However, much less has been undertaken in fitting disci- 
plines and functions together. Whereas practitioners are 
adopting process-based organizations that integrate func- 
tions within teams, academia remains factionalized. Col- 
laboration and communication among academic depart- 
ments is limited, and even within marketing, the 
separation of the behavioral, quantitative, and strategic 
approaches is proving difficult to overturn. Furthermore, 
a parochial fixation on what is and is not marketing does 
not seem likely to foster the needed interfunctional re- 
search and dialogue. 

Marketing should provide a leadership role in the suc- 
cessful management of these interfunctional interfaces. If 
marketing abdicates its responsibility (enabled by its orga- 
nizational position as the external interface of a corporation, 
its methodological background, and its training), there can 
be no complaints if other disciplines address these problems 
without much input from marketing. A case in point 1s the 
leadership role of operations in the quality movement. This 
does not mean that all interfunctional issues should be ad- 
dressed by teams led by marketers, but it does mean that, as 
a profession, marketing must shoulder its responsibilities or 
find itself increasingly marginalized. 


Cross-disciplinary. The great revolution in management 
research and education that began in the mid-1950s at 
Carnegie Institute of Technology shows the promise of new 
insights from the collision of different research traditions. 
For example, the innovative Behavioral Theory of the Firm 
by Cyert and March (1992) brought the mind-set and disci- 
pline of the economist together with that of the political sci- 
entist. The result spawned a plethora of research that en- 
riched understanding of management and management 
processes. 

Some suggest that marketing has borrowed excessively 
from other fields, particularly in the area of theory. In the 
section on the third challenge, we argue that marketing 
should be more prepared to “home grow” its own para- 
digms. However, marketing also should provide a reciprocal 
payback to its underlying disciplines (e.g., sociology, psy- 
chology, economics) and thereby support a more balanced 
two-way flow of scholarship. 


Cross-cultural. The research infrastructure for global re- 
search is substantially underdeveloped. Marketing must de- 
velop ways to pull researchers together from various parts of 
the world. This implies support for global research and 
arrangements that facilitate interactions among geographi- 
cally dispersed researchers. Perhaps an Internet-based ар- 
proach under the auspices of MSI or a university CIBER 
group could act as such a clearinghouse. 

In this rapidly globalizing economy, cross-cultural re- 
search seems particularly important when we note how his- 
torically geocentrically dependent (particularly on the Unit- 
ed States) research in marketing and management has been. 
Consider behavioral decision theory (BDT). Most of what is 
known empirically (e.g., risk-seeking in loss, risk-aversion 
in gains) in BDT comes from U.S. and Israeli subjects. Can 
these results be extrapolated to other cultures, such as the 
Confucian-based cultures of Asia? If an extrapolation is in- 
appropriate, we must understand the nature and antecedents 
of such cultural differences to avoid inappropriate infer- 
ences. In another example, in the area of first-mover advan- 
tage perceptions, Song and Di Benedetto (1996) find sub- 
stantial international differences across countries. Western 
countries and Hong Kong share highly related first-mover 
perceptions, whereas the other Asian cultures are similar to 
one another but have very different perceptions than West- 
ern managers regarding first-mover advantages. Because 
these perceptions seem likely to affect how managers from 
different countries make competitive decisions, it is impor- 
tant to comprehend such differences to facilitate under- 
standing of how they are likely to behave and react in their 
various roles as customers, competitors, and collaborators. 


Interface of academy and management. Better two-way 
cooperation and collaboration between academic marketing 
and practice continues to be needed. For its part, the acade- 
my must find ways to improve dissemination and communi- 
cation of research to thoughtful practitioners. 

However, for this to be a mutually beneficial relation- 
ship, managers will need to provide broader access to re- 
search sites and data to support the development of empiri- 
cally supported theory, methods, and models. Both sides 
must recognize the need for productive reciprocity. 
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As companies struggle to adapt and adjust to the five 
changes previously discussed, as well as to as yet unidenti- 
fied changes, they face enormous human resource develop- 
ment issues. They must identify the marketing knowledge 
and skills that their organizations will need in this dynamic, 
evolving environment and develop methods to acquire 
these. Academic marketing seems uniquely positioned to 
contribute (and historically has contributed) key skills in 
curriculum development and delivery based on the latest 
theories, frameworks, and empirical knowledge. The benefit 
to academic marketing is that participation in this process of 
company knowledge and skill-need identification should 
help keep university curricula at the cutting edge and pre- 
pare students better for their target market. 


Interface of marketing and society. Marketing arguably 
has contributed many positive benefits to society, as is cel- 
ebrated by Wilkie and Moore (1999). Unfortunately, some 
of the consequences have not been positive for consumers 
or for society at large. We hope that academic marketing 
will direct theoretical and empirical research toward issues 
such as privacy and intrusive marketing practices, advertis- 
ing of ethical pharmaceuticals, and deceptive advertising 
and promotion (e.g., the current magazine sweepstakes 
controversy) to inform public debate. Again, credible mea- 
sures of the value of marketing would make an important 
contribution to this debate in the new century. 


Challenge 3: Rethink the Role of Theory 


At the heart of academic marketing is the postulation, test- 
ing, and refinement of market-behavior theories. This spe- 
cial issue is a recognition of the progress that has been made 
in advancing the ability to understand, explain, and predict 
market phenomena. However, further progress will be seri- 
ously hampered unless two paradoxes are resolved. 

The first paradox comes from the disconnection between 
the processes of theory formulation and theory testing and 
verification. According to Kerin (1996), the defining theme 
of theory development in the past decade of the Journal of 
Marketing has been elaborate theoretical structures that ad- 
dress various contingencies and emphasize the moderating 
conditions that attenuate or amplify key relationships. These 
efforts tend to generate wide-ranging propositional invento- 
ties that seldom are tested fully. Meanwhile, progress on 
theory testing has been made, culminating in narrow bodies 
of empirical generalizations (Bass and Wind 1995). These 


empirical advances come at the cost of narrowing the scope 
of inquiry and the methods used. Some narrowing of scope 
is inevitable if the inquiry is to be tractable within the bud- 
get and data that are available. There is less excuse for the 
propensity to rely on a single method to test complex, wide- 
ranging theories with many interdependencies. Hunt (1994) 
is particularly critical of the limited use of qualitative meth- 
ods as complements to quantitative approaches. He argues 
for a more tolerant posture of “critical pluralism” coupled 
with “scientific realism” that recognizes the fallibility of 
knowledge in ambiguous settings. Here, the marketing jour- 
nals, their editors, and reviewers can nurture and encourage 
the development of diverse approaches and points of view. 
The second paradox is that, as theories become more 
elaborate and encompass more relationships, they become 
less useful to managers. The tests of these relationships in- 
volve constructing variables to operationalize the constructs. 
Although such tests are essential to the cumulation of scien- 
tific knowledge, the necessary abstractions are far removed 
from the context of most managers. What are often more 
valuable to managers are the conceptual frameworks, ty- 
pologies, and metaphors that are the precursors to actual the- 
ory building. This language is absorbed by managers into the 
mental models that guide their actions. The continuing chal- 
lenge for academics will be to find simpler yet robust and de- 
fensible models for capturing important market phenomena. 


In Summary 


The four fundamental issues that define the terrain and con- 
cerns of marketing should serve as touchstones for man- 
agers and academics struggling to understand globally inter- 
dependent, fragmenting, and increasingly efficient markets 
in which the rules of exchange and competition continually 
are being rewritten. They will not serve their purpose unless 
they help focus the energies of the field and enhance the rel- 
evance of the research inquiries. 

The articles in this special issue address these challenges 
in different ways and suggest the kind of steps that must be 
taken. They also point to ways that academic marketers can 
enhance their dialogue with other disciplines, functions, and 
practitioners with cross-cultural insights. To help put these 
articles into a broader perspective, we have asked four dis- 
tinguished commentators to provide introductions to the four 
sections corresponding to each of the fundamental issues. 


———————— 
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зеспоп 1° How Du 
Customers and 
Consumers Really 


Behave? 





Donald R. Lehmann 


Consumer Behavior and Y2K 


one of the most fascinating and multifaceted topics 

imaginable. For the past 20 years, the dominant para- 
digm in “CB” has been information processing (cf. Bettman 
1979). Substantively, the emphasis has been on attitudes to- 
ward and choices among a set of close substitutes (i.e., 
brands within a product category). Particular emphasis is ev- 
ident in assessing the impact of marketing mix elements, 
specifically, price, promotion, and, especially, (mass) adver- 
tising. Theoretically, the dominant paradigm has been bor- 
rowed from psychology (cognitive and social in particular) 
and, to a lesser extent, economics. Information acquisition 
and processing (from memory and outside sources) have 
been the center of attention. In terms of method, the typical 
approach has used a lab study with controlled manipulation 
of a few factors using a homogeneous sample (students). 
The analytical method of choice has been ANOVA, with 
particular emphasis on p-values (that is, “proving” an effect 
is not zero) and a search for interactions. 

This approach has produced substantial progress, and in- 
teresting issues still exist (e.g., how will consumers deal 
with the information deluge they face?). A relevant question, 
however, is whether a broader focus is needed. This ques- 
tion arises in an era when the future of one of the parent dis- 
ciplines of CB, marketing, increasingly is being marginal- 
ized (Lehmann 1997) as areas such as strategy, quality, 
Satisfaction, the supply chain, and product design have ad- 
dressed marketing issues. The position of this article is that 
different theories, areas of substantive interest, and methods 


Т: study of consumer (or better, customer) behavior is 
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are needed to prevent CB from becoming increasingly iso- 
lated and of marginal relevance. 


Theoretical Directions 


The basic thesis here is that more progress will be made by 
focusing on relatively underresearched areas. Table 1 sug- 
gests several promising directions for further research, in- 
cluding the following: 


Use of different approaches. Areas such as evolutionary 
biology and cellular automata provide different perspectives 
from which to view behavior over time. Similarly, historical 
analogies may be the best way to understand the response to 
new products such as the Internet. 


Focus on time. Decisions can be recalibrated in terms of 
the cost in time, because time, not money, is the scarce re- 
source (i.e., given enough time, a person can be rich work- 
ing at a minimum wage). 

The adaptive consumer. In general, it is time to move 
from the model of an informed consumer optimizing choice 
in a defined product category and concentrating on behavior 
before choice to a model in which partially informed, biased 
customers make selections at a more fundamental level 
(e.g., investment versus vacation) and then adapt to them 
(Carpenter, Glazer, and Nakamoto 1998) with a focus on 
postchoice behavior. 


Relevant dependent variables. Consistent with the Mar- 
keting Science Institute's (MSI) current top priority, results 
should be linked not to awareness or attitude but to mea- 
sures that are relevant to the chief financial officer, such as 
stock market value, the value of a customer, or brand equi- 
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TABLE 1 
Theoretical Issues 


a — — M ——— 


Dominant Focus 

Psychological, economic (Rosenberg, Fishbein, Lancaster) 
Intentional learning 

Evaluating market offerings 

Important attribute based 


Category-specific attributes 


Conscious/rational/purposeful/involved decision makers 
Knowledgeable/informed consumer 


(Linear) compensatory 


Optimizing stable preferences 


Attitude 


Demonstrating irrational behavior 


Underresearched 
Biological, history 
Incidental learning, improvisation, and adaptation 
Coevolution, self-service, codevelopment of new products 
Irrelevant attributes 


General attributes, 
goals (e.g., Bagozzi and Dholakia 1999) 


Emotional, rule-based, unfocused/incidental learning 
Sampling/limited information, use of agents 


Nonlinear, noncompensatory, pattern recognition/balance 
(cf. Farquhar and Rao 1976) 


Varied preferences (acculturation, variety, learning/ 
experimental) | 


Debiasing methods and decision support for customers 
Operant conditioning (cf. Stuart, Shimp, and Engle 1987) 


Quantitative financial measures (market value, value of 
customers, brand equity) 


Modeling and explaining Irrational behavior 


У | 


ty, or else to social welfare. Otherwise, CB research will 
continue to have little impact on managers or public policy. 


Midrange theories. Attempts to build more general the- 
ories that link multiple constructs seem necessary. Howard 
and Sheth (1969), among others, have had a large impact by 
integrating multiple constructs. 


Hot topics (e.g., Internet) in context. The overhyped In- 
ternet, similar to most new things, is not totally new. Other 
communication devices have been invented, not all of them 
successful (e.g., radio fax). Furthermore, the key aspects 
provided (improved speed, cost, scope, and quality) are 
testable in many settings, have general theoretical interest, 
and are better independent variables than “the Web.” 


Substantive Directions 


Table 2 suggests several avenues for substantive focus, in- 
cluding the following: 


Important decisions. Important decisions across product 
categories (e.g., where to live, how to allocate time and fi- 
nancial resources) are understudied. Such noncomparable 
alternatives (Johnson 1984) require a focus on more general 
attributes or basic goals. 


Cumulative versus immediate effects. Consider the cu- 
mulative effect of marketing and media on consumer wel- 
fare (versus, for example, how specific potential deceptions 
affect brand choice). In addition, consider the impact of cus- 
tomer deletion decisions and efforts, rather than just at- 


tempts to attract customers. (Because 80% to 90% of cus- 
tomers are unprofitable, this is a potentially major area.) 


Not just price and (television and print) advertising. In- 
vestigate more thoroughly other aspects of marketing, in- 
cluding service. 


Not just rich U.S. households. Consider consumers who 
do not have financial resources and Internet access. How do 
the billions of people who earn less than $2 per day behave, 
and is the Internet relevant to them? 


The impact of other people. Group norms, social conta- 
gion, and the impact of “word of Web” all merit further study. 


After information and choice/purchase. Considerable ef- 
fort has been expended studying information processing and 
choice. With the exception of work on overall satisfaction, 
relatively little effort has been spent on use experience in the 
full sense of the term. For example, almost no research has 
emerged related to how customers adapt to a product as it los- 
es capability (quality) and cachet or how they make the even- 
tual decision to stop using and/or dispose of an old product. 


The impact of major events. What is the impact of gen- 
eral changes in society and technology? For example, will 
people raised in good times have rising expectations and be 
harder to satisfy? Will have-nots become more alienated? 
How will a U.S. generation raised on sound bites, quick and 
easy solutions, and the absence of negative feedback be- 
have when things are tough? Will improved technology 
lead to alienation and isolation or to increasing need for hu- 
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man contact? And, from а selfish viewpoint, what will in- 
formation technology do to the traditional MBA program of 
classes of 60 students in a central location with a single 
professor? 


Methods 


Several issues arise with respect to the methods used to 
study consumer behavior (see Table 3). These include the 
following. 


Good, not perfect studies. Abandon the notion that one 
study proves anything, because all studies have an infinite 
number of covariates. Rather, think in terms of accumulat- 
ing knowledge across studies through meta-analysis (Far- 
ley, Lehmann, and Mann 1998; Farley, Lehmann, and 
Sawyer 1995). Report correlations among variables to en- 
able future researchers to incorporate results in subsequent 
meta-analyses. 


Information versus statistical proof. In addition, de- 
crease the focus on statistical significance, because nothing 
marketers study is likely to have exactly no effect (other- 
wise why study it?). Significance can be achieved by larg- 
er sample sizes and stimulus-deprived environments. 
Rather, report the size of the effect in terms of beta coeffi- 


cients or elasticities, along with standard error. (As a side 
benefit, this lessens the need for tedious justifications of 
hypotheses.) 


Just the facts reporting. Stop rewriting papers so that the 
data match the hypotheses. Report what was originally 
thought and done and what the results were. When review- 
ing an article, be sympathetic to this approach. Current arti- 
cles often give a misleading (and possibly unethical) view of 
what researchers do. 


Heterogeneity. Concentrate not on finding out which 
theory is correct, but rather on their relative applicability or 
influence. In other words, focus on the fraction of a sample 
that behaves according to different theories (cf. Jedidi, Jag- 
pal, and DeSarbo 1997; Pham and Johar 1997) or on its rel- 
ative impact. As a corollary, recognize that variables such as 
country are weak proxies for theoretically relevant variables 
such as culture, and though mean differences exist across 
them, responses often do not. 


Qualitative/ethnographics. To this point, the focus has 
been fairly heavily on so-called positive research. The 
emergence of more qualitative work has been important 
and controversial (though the controversy has been, to a 
large extent, self-fostered and not very informative). Still, 
this thrust has had two main benefits. First, qualitative 


TABLE 2 
Substantive Areas 
ee А „ле. 


Typical 


Less Developed 


Eee 


Consumers 


Unimportant decisions 
(е.9., food brands) 


Purchase/choice 


Choice within category: When, how much, what 
Short-run effects (sales) 
Mix 
Mass communication/(broadcast) advertising 
Price/promotion 
Lemon-scented new products 


Brand equity 
Life cycles 
(Isolated) events 


(e.g., Internet) 


Consumers in industrialized countries/ buyers with resources 
and access 


Single decision maker 


Customers 


Important decisions (where to live, how to allocate time and 
financial resources, when to retire) 


Consumption, use over time, trends, social behavior, 
relationships, use of time, barter 


Choice among categories: If 
Long-run effects (consumer surplus, social welfare, 
customer deletion) 


Integrated marketing communication 
Packaging, stocking, sponsorship, selling, self-service 
Really new products 


Customer equity/value of customers 
Employee equity 


Fashions and fads 
Sustainability of trendiness 


General concepts (е.д., speed, scope, cost, interactivity) 


Buyers with limited resources and access 


Effect of other people (intergeneration, word of mouth, word 
of Web, signaling/contagion) 


———————————————————————M————ÀÀÁÁ—— 
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TABLE 3 


Method Issues 
a SS а EUM 
Typical Underused 
Positivists 
Study correctness Meta-analysis 
Testing a theory 


Statistical significance, effect size 
Choosing the model 


Forecasting using simple models 
Relativists 
Point of view 


Thick description 


Bayesian updating, size of effect 


Estimating fraction that uses different ones/latent classes 
Estimating relative impact 


Chaos/cascades, complexity 


Points of view 


Testable propositions = 


А === 


work has placed increased emphasis on product use and 
consumer behavior after purchase (i.e., the experience 
rather than just the purchase; cf. Fournier 1998), which 
turns out to be a top current priority of MSI. Second, it has 
promoted the use of other disciplines and paradigms (e.g., 
anthropology, sociology, history), consistent with the 
sponsorship and original design of the Journal of Con- 
sumer Research. 

Qualitative research has had its downsides as well. In 
addition to the aforementioned tendency to argue for rather 
than demonstrate contribution, some qualitative re- 
searchers take the position that everything is unique and all 
knowledge relative. Although this is true in the extreme 
(1.е., no two snowflakes may be exactly identical, and по 
two people see things exactly the same way), it denies ob- 
vious commonalities (i.e., there is relatively little within 
versus between variation in snowflakes versus oil well 
drilling rigs, regardless of perspective). Resisting general- 
izations and statements of testable propositions, as well as 
method scrutiny, is detrimental to the approach and the 
field. 


Method pluralism. In addition, the issue is not to de- 
termine which is the best method; the issue is to combine 
the best (e.g., Russ Winer argues for using scanner data 
to test behavioral hypotheses). Put bluntly, nonexperi- 
mental methods have much to say about consumer be- 
havior, and the concept of triangulation is the relevant 
metaphor. 


Consider consumers of consumer research. 'The entire 
area of capturing knowledge so that it has impact (voice) be- 
yond the researchers who discover it is interesting in its own 
right. Image-based devices (e.g., graphical representations, 
stories, collages, videos) are powerful but can also mislead 
(not all customers are the same as the one in the film clip, 
and at least one analytically derived "rugged male" segment 
contained one-third women). Balancing the need to compel 
and the need to show limitations is difficult given human bi- 
ases and heuristics. 


Three Steps in the Right Directions 


The three articles in this section all contribute to marketing 
literature in important ways. Bagozzi and Dholakia extend 
beyond the usual product attribute-based view of choice to 
concentrate on goals. These goals can be brand- or product 
category-based (i.e., to perform some activity) or broader, 
in terms of life goals, similar to the list of values (LOV) 
and values and lifestyles (VALS). Also, importantly, their 
article recognizes the interdependent structure of goals, 
both in the presence of a hierarchy (subordinate, focal, su- 
perordinate) and of links within levels of the hierarchy. 
Most important, it focuses attention on what really matters 
(e.g., remaining alert) rather than on product characteristics 
(e.g., caffeine), which only matter because they link to 
goals. 

The second article, by Oliver, addresses the important is- 
sue of the relation between satisfaction and loyalty and, in 
the process, illustrates different types of loyalty (e.g., distin- 
guishing situation versus personal commitment as key dri- 
vers). The article also presents a list of interesting research 
questions that have both theoretical and managerial signifi- 
cance. А good addition to this list would be a question that 
combines satisfaction and loyalty with other constructs. For 
example, there are differences among attitude, intention, sat- 
isfaction, quality, brand equity, preference, and loyalty. 
However, there are not seven independent constructs. What 
is needed 1$ a conceptual and structural model that indicates 
the relations among them and then hopefully (on the basis of 
meta-analysis) makes some statement regarding the 
strengths of the links in the model. This would provide both 
theoretical benefits and make comparisons across results 
based on the different variables more meaningful. 

In the third article, Meyers-Levy and Malaviya draw to- 
gether different streams of research to develop a theory of 
advertising persuasion. Their work provides a nice basis for 
future work, though as they note, it is mainly limited to the 
information-processing tradition. It explicitly incorporates 
experimental and heuristic, as well as systematic, process- 
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ing. Interesting issues include whether emotional processing 
is really low in resource allocation and what role analogies 
play in judgment. Most appealing, the article explicitly ad- 
dresses judgment correction (revision), an area in which 
more work clearly is needed. 


Summary 


The future for consumer research can be bright. If marketers 
think broadly, focus on interesting and relevant problems, 
and report results directly, the field will benefit. If not, it can 
become splintered and largely irrelevant, in effect, counting 
angels on pinheads. 

This leads to two specific conclusions pertaining to the- 
ory and vocabulary. At its best, theory (as a story) explains 


the past and predicts future results and, more important, pro- 
vides insight. At its worst, it is operationalized as something 
someone else managed to get published, which people can 
use to justify their hypotheses. Explicitly recognize the dif- 
ference. Finally, as CB has developed, so naturally has spe- 
cialized language, partly as a carryover from the now un- 
necessary need to justify the rigor of the field. 
Unfortunately, the language is a barrier to entry for “out- 
siders" and limits the kind of interdisciplinary conversation 
that has such high potential for enriching the discipline. 
Translating to “plain English" makes work accessible and 
potentially more impactful. As a side benefit, it forces the 
writer to better understand what he or she has done. 
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Richard Р. Bagozzi & Шра! Dholakia 


Goal Setting and Goal Striving in 
Consumer Behavior 


Goals play an essential role in the purposive behavior of consumers, but scholars only recently have begun to ex- 
amine the motivation for goals, their selection and modification, and thelr pursuit and attainment. One purpose of 
this article is to outline a conceptual framework for thinking about how goals emerge, Influence decision making, 
and guide consumer choice and action. Another purpose is to integrate classic ideas proposed by consumer re- 
searchers with emerging concepts and models proposed by cognitive psychologists, social psychologists, and oth- 
er social scientists. Finally, the authors’ aim is to present several new ideas on goal setting and goal striving and 
point out how they can enrich the study and practice of consumer behavior. 


be found in the marketing of durables (e.g., buying 

a computer for the purpose of managing finances), 
nondurables (e.g., searching for a detergent that will be gen- 
tle, easy to use, and effective), services (e.g., joining a health 
club to keep body weight under control), and ideas or per- 
sons (e.g., deciding to vote for a candidate who will promote 
the voter’s personal welfare). Even buyers in organizations 
pursue specific goals in their activities, such as when hospi- 
tal pharmacy and therapeutics committees search for, 
choose, and prescribe drugs that will be safe, efficacious, 
and inexpensive. 

All these goals share a focus on a specific outcome (or 
outcomes) that consumption can produce. A desired out- 
come (e.g., ease of use) enters the mind of the decision mak- 
er and can be defined as a specific type of goal, namely, “a 
mental image or other end point representation associated 
with affect toward which action may be directed” (Pervin 
1989, p. 474, emphasis added; see also Austin and Vancou- 
ver 1996*, p. 338). Consumers make purchases to produce 
or yield one or more end-state goals. 

Consumption goals are not limited to end states but also 
encompass experiences, sequences of interconnected hap- 
penings, and ongoing processes. For example, a person’s va- 
cation goal might not be limited to a particular location and 
time period per se but rather might reside in anticipated ed- 
ucational, recreational, and interpersonal experiences. A trip 
down the Amazon, an archeological excursion, or a religious 
pilgrimage all constitute experiential goals of one sort or an- 
other. Note, too, that goals need not be closed-ended (e.g., 
taking a white-water rafting trip next summer) but can be 


М uch of consumer behavior is goal-directed. This can 





+ Authors were limited in the number of references used in text, 
therefore, those references marked with an * are available at www. 
ama.org/pubs/jm and at www.msi.org. 
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open-ended and loosely defined (e.g., maintaining a com- 
fortable, long-term relationship with a bank). 

Despite the relevance and prevalence of goals in con- 
sumption, little scholarly research exists (cf. Bettman 1979; 
Howard and Sheth 1969*; Huffman and Houston 1993; 
Lawson 1997; Ratneshwar, Pechmann, and Shocker 1996; 
Sjóberg, Bagozzi, and Ingvar 1998). We know little about 
what consumption goals are, how they are represented in 
memory, how they come about and change, or how they are 
pursued and achieved. 

We begin with an organizing model for goal concepts in 
consumption to provide a framework for thinking about cur- 
rent knowledge and what areas are in need of further re- 
search. Next, we examine research on how goals are chosen 
and represented. Then, we turn to an analysis of how goals, 
when chosen, are implemented. Although consumer re- 
searchers have begun to address goals, the contributions 
have been fragmented. We attempt to bring together this re- 
search and integrate new ideas on goal-directed behavior 
from work performed on human memory and the psycholo- 
gy of action. Finally, we close with examples and suggested 
research agendas. 


The Role of Goals in Consumption: 
An Organizing Model 


The formation of goal concepts and the enactment of purpo- 
sive action in relation to goals take place complexly and at 
various stages in decision making and consumer behavior. 
Multiple mental activities and actions occur en route to goal 
achievement. To provide an organizing model for thinking 
about key research issues, we begin with the distinction be- 
tween goal setting and goal striving (e.g., Bagozzi 1992; 
Heckhausen and Gollwitzer 1987). In Figure 1, we summa- 
rize the stages characteristic of goal-directed decision mak- 
ing and goal pursuit for many consumption problems in this 
regard. 

We can conceive of goal-directed consumer behavior as 
beginning with goal setting. Goal setting involves decision- 
making processes in which, figuratively, the consumer ad- 
dresses two broad questions: “What are the goals I can pur- 
sue, and why do I want or not want to pursue them?” As we 
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FIGURE 1 
Goal Setting and Goal Pursuit In Consumer Behavior 
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demonstrate in the next section, goals are activated either 
externally, such as when the context presents opportunities 
or imposes imperatives, or internally, such as when the con- 
sumer constructs a goal schema or chooses from among 
self-generated alternatives. 

Given a sufficiently strong desire to pursue a goal, actu- 
al goal pursuit will commence in one of three conditions. 
Sometimes for frequently performed consumption activities 
goal pursuit is activated more or less automatically by re- 
sponses to learned cues, and little conscious processing is 
involved (e.g., running a credit card through the scanner at 
the supermarket checkout counter). This might be labeled 
"habitual goal-directed consumer behavior." Habitual be- 
havior must begin somewhere, of course. In general, its ori- 
gins reside in prior deliberative processing or learning 
shaped by either classical or operant conditioning or in some 
combination of deliberative processing and conditioning. 
When acquired, however, habitual behavior is initiated and 
performed with little conscious self-regulation of the sort on 
which we focus herein. Another way that goal pursuit oc- 
curs, at least in a minimal way, is with impulsive acts. By 
definition, impulsive acts do not entail prior deliberation or 
planning, but they do involve some awakening of a need or 
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desire that quickly becomes a goal to be achieved through 
minimal goal-directed activities. 

The final class of actual goal-pursuit activities, and the 
ones we emphasize in this article, are those that are clearly 
volitional in nature. As we show in Figure 1, goal pursuit is 
initiated volitionally with the formation of a goal intention, 
which answers the question, *What is it for which I strive?" 
Goal intentions are targeted at either specific acts as end per- 
formances (e.g., "I intend to buy a Sony DVD player 
tonight") or particular outcomes to be achieved through the 
execution of instrumental acts (e.g., “Т intend to lose two 
pounds by exercising vigorously with my ProForm treadmill 
during the next week"). Goal intentions directed at end per- 
formances have been studied extensively in consumer be- 
havior with the theory of reasoned action, in which they are 
termed "behavioral intentions" because the targets of the in- 
tentions are actions. Goal intentions directed at outcomes 
sometimes have been studied with the theory of reasoned ac- 
tion, but as the authors of that theory have emphasized, the 
theory is not applicable to outcome or end-state goals (Ajzen 
and Fishbein 1980, pp. 29-30, 111). The present framework 
is designed in part to apply to such decision-making con- 
texts, as well as contexts in which actions are goals. 


Another type of volition that has not been studied sys- 
tematically by consumer behavior researchers is the so- 
called implementation intention, which is a person’s inten- 
tion to perform a goal-directed behavior (e.g., execute an 
instrumental act) given that future contingencies occur: “I 
intend to do X when situation Y is encountered” (Gollwitzer 
1996, p. 292). For example, an implementation intention to 
perform a future act in the service of goal achievement 
might read: “I intend to withdraw $60 from an automated 
teller machine (ATM) every time my cash on hand is $10 or 
less.” An example of an implementation intention to achieve 
a future goal might read: “I intend to balance my portfolio 
of investments next year by adding new growth stocks in 
high-tech Asian industries as they become available.” 

The third stage shown in Figure 1, action planning, is al- 
so volitional and elaborates further on implementation in- 
tentions. Here, focus is on the general question, “How can I 
achieve my goal?” and the specific amplifications address- 
ing “when, where, how, and how long should I act in this re- 
gard?” (Gollwitzer 1996). The choice of means is an impor- 
tant part of planning (Bagozzi 1992). 

Following planning, actual implementation steps are 
taken in a fourth stage, labeled “action initiation and con- 
trol" in Figure 1. Here, delayed intentions are enacted, and 
goal-directed behaviors are guided. Four questions are ad- 
dressed: “Ат I making progress toward my goal?” “How 
well have I enacted my plans?” “Are there adjustments that 
need to be made?” and “Is the goal still important to me?” 
Implementation intentions are realized in this stage. 

The fifth stage, goal attainment/failure, involves a final 
comparison of the outcome achieved with a standard or ref- 
erence value and determination of whether to maintain or in- 
crease efforts at goal pursuit or disengage from further ef- 
forts (e.g., Carver and Scheier 1996). Figuratively, the 
consumer asks: “То what degree have I achieved/failed to 
achieve my ends, and should I continue on with or terminate 
goal striving?” 

Finally, for feedback reactions, the discrepancy between 
a person’s goal and its achievement is appraised, and emo- 
tional responses are generated, including reactions of satis- 
faction or dissatisfaction, among others. The question con- 
sidered here is: “How do I feel about achieving/not 
achieving my goal?” Emotional and rational reactions to 
goal attainment/failure ultimately update the person’s 
knowledge structure about goals, motivation to pursue 
goals, and other learning with regard to planning, means, 
and implementation (Bagozzi, Gopinath, and Nyer 1999*). 
We turn now to a detailed analysis of goal setting and goal 
striving. 


Goal Setting 

How do consumers form or arrive at their goals? How do 
they realize that they have a goal, and how are the motiva- 
tional aspects of a goal represented in the mind or language 
of the consumer? Can consumers have goals and not be 
aware of them? 

We focus primarily on conscious aspects of goal setting 
and goal striving. But before we consider how goals arise in 
this sense, we acknowledge that goal-directed behaviors can 


occur unconsciously. Bargh’s (1990) auto-motive model 
maintains that goals can be activated by environmental stim- 
uli, and cognitive and behavioral processes operate to initi- 
ate and guide action automatically and unconsciously. This 
can be found in such habituated actions as driving a car, typ- 
ing, or playing tennis and, perhaps, occurs in some rou- 
tinized purchase situations. Bargh and Barndollar (1996) 
summarize experimental research that supports the auto- 
motive model (see also Wyer 1997*). 

Conscious goals seem to arise in one of three ways. 
First, goals can be forced on people, through coercion or re- 
ward power or, more subtly, by virtue of their position in an 
organization, family, or other social unit, whereby they are 
obligated to work toward predefined ends. For example, the 
buyer in a firm must follow certain standards or procedures; 
the birth of a child opens new consumption imperatives for 
parents in the areas of special foods, medicine, and clothing. 

Second, people often simply “have” a goal, in the sense 
that it arises automatically because of biological, emotional, 
moral, or ethical forces (e.g., Le Doux 1996*). These goals 
are nonconscious, but unlike Bargh’s (1990) auto-motives, 
they are not necessarily produced by habitually learned re- 
sponses to environmental stimuli. Rather, they are activated 
unconsciously by internal criteria but pursued consciously. 
When people feel ill, for example, their goal is to get better, 
and they purchase products or services to accomplish this, as 
well as engage in other healing activities. When people ex- 
perience an unexpected reward, they seek to share the good 
news with others, perhaps by celebrating with a dinner in an 
expensive restaurant. 

Third, the goal on which we concentrate herein is the 
type that arises from reasoned reactions to either external 
stimuli (e.g., the presentation of a new product, an alluring 
package, a provocative advertisement, a persuasive appeal 
by a salesperson) or internal stimuli (e.g., a conclusion 
drawn at the end of problem solving; the mere thought that 
the person has a need). Huffman, Ratneshwar, and Mick 
(1997*) present a similar consideration of goal activation 
and attribute it to contextual factors in the sociocultural en- 
vironment, usage situation, and immediate choice context. 
Exposure to possible goals in these senses leads to evalua- 
tions of their personal relevance. Goals are either objects to 
acquire, own, or display (i.e., products, brands) or target ac- 
tions directed at objects or outcomes (e.g., service adoption, 
product choice). 

Perhaps the simplest and most frequently used approach 
to capturing consumer evaluations of products or services 
has been the use of constructs designed to measure either at- 
titudes and their specific product/service antecedents or atti- 
tudes and their general antecedent value orientations. In 
both Howard and Sheth's (1969*, p. 30) and Engel, Black- 
well, and Miniard's (1986*, p. 35) models, for example, at- 
titude toward a particular brand is regarded as a direct de- 
terminant of purchase intention. Attitude in turn is modeled 
as a function of specific beliefs and other reactions to prod- 
uct/service attributes or consequences of purchase. In con- 
trast, other researchers have focused not on evaluations of 
product or service attributes, but rather on general life goals 
as antecedents to purchase intention or choice. For example, 
the values and lifestyles (VALS) model attempts to predict 
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consumer behavior as a function of 34 ог more proprietary 
lifestyle values (e.g., Novak, de Leeuw, and MacEvoy 
1992), whereas the list of values (LOV) approach relies on 
9 social values (e.g., excitement, self-fulfillment, security) 
to explain consumer attitudes (e.g., Beatty, Kahle, and 
Homer 1991*; Homer and Kahle 1988*) or segment mar- 
kets (e.g., Kamakura and Novak 1992*). 

Attitude models such as the theory of reasoned action 
(e.g., Ajzen and Fishbein 1980) and value approaches such 
as the VALS or LOV models provide implicit representa- 
tions of goal setting. Their advantages lie in their simplicity, 
ease of operationalization, and usefulness in prediction. 
Their primary disadvantage rests in the limited way they ac- 
complish explanation and understanding of consumer be- 
havior. Other than postulating that beliefs and evaluations 
combine as multiplicative sums in the theory of reasoned ac- 
tion and values function as additive predictors in the VALS 
and LOV models, the approaches are silent about how in- 
formation is processed and organized. Related to this is their 
neglect of the underlying structure of information and 
whether beliefs or values are related in hierarchical, func- 
tional, or inferential manners. 

It is useful to distinguish between goal setting following 
a decision to pursue a goal and goal setting conducted be- 
fore a decision has been made to pursue a goal. The former 
is exemplified in brand choice when the consumer has de- 
cided to make a purchase from a product class. The latter 
pertains to the motivation to make a purchase in the first 
place. Howard and Sheth (1969*) were pioneers in the con- 
sideration of goals, though they provide only a limited treat- 
ment of goal hierarchies. They consider the use of plans, 
however, in that they conceive of an intention as the un- 
completed portion of a plan. Subsequently, Howard (1989*, 
pp. 55-59) elaborated on the stages in consumer behavior, 
particularly for what he termed “extensive problem-solving” 
Situations, and presented the process as a “two-level 
choice”: choice of product class followed by choice of brand 
within the product class. Choice of product class is believed 
to be initiated by terminal values (e.g., “а comfortable life”), 
which provide choice criteria for a product class. Beliefs 
about each of a set of product classes then are evaluated to 
arrive at attitudes toward the product classes, which lead to 
a decision to make a purchase from a particular product 
class. The actual choice of a brand in the chosen product 
class is hypothesized to be determined by attitudes toward 
the known brands; these attitudes are, in turn, functions of 
beliefs about the brands according to criteria that are based 
on instrumental values (e.g., *ambition"). Despite featuring 
terminal and instrumental values as initial motivations for 
product and brand choice, respectively, Howard (1989*) 
does not specify how these values are organized and how 
they function to influence attitudes, decisions, and choice. 

Bettman (1979) provides the first extensive treatment of 
goals in consumer choice. A central concept in his theory is 
the notion of a goal hierarchy and its instrumental role in 
achieving an end state. For example, he shows that the goal 
to purchase a washing machine can be broken down into 
three subgoals: determination of which product attributes 
are important, evaluation of alternative brands on the attrib- 
utes, and choice of the best brand (Bettman 1979, p. 21). 
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Each subgoal can be broken down further into action steps, 
and so on. Notice that this conceptualization of a goal hier- 
archy starts with a goal and then specifies steps needed to 
accomplish the goal. Although Bettman (1979, p. 45) devel- 
ops a comprehensive theory of consumer choice, defined as 
“a process of moving from some initial state to a desired 
state,” his emphasis is primarily on the complex decision 
processes that lead up to product or brand choice rather than 
on the goal or motivation to make a choice per se. 

How might the motivational foundation for a con- 
sumer’s goal be ascertained? One way this has been ap- 
proached is with the laddering technique, in which a con- 
sumer is asked to identify concrete attributes of a product 
and then, in sequence for each concrete attribute, link con- 
crete attributes to abstract attributes, abstract attributes to 
functional consequences, functional consequences to psy- 
chosocial consequences, psychosocial consequences to in- 
strumental values, and, finally, instrumental values to termi- 
nal values (e.g., Reynolds and Gutman 1988*). The 
means-ends chains derived from qualitative laddering рго- 
cedures have been found to yield intuitive descriptions of 
the hierarchical value structures believed to motivate con- 
sumers to seek a product/service or brand and have provid- 
ed guidance in managerial decisions such as advertising 
copy and strategic advertising design decisions (e.g., 
Reynolds and Craddock 1988*). 

The main disadvantage with the laddering procedure and 
the means-ends chains it produces is twofold. First, the ap- 
proach has been limited to a description of what purported- 
ly occurs in goal setting, but the way that value: hierarchies 
function in consumer choice has not been specified or tested 
to a great extent. Second, the theoretical foundation for and 
validity of measures in a means-ends chain, from the point 
of view of cognitive psychology, can be challenged. The 
linkages among values in the hierarchy are especially open 
to question if we accept the argument -that (1) mental 
processes (e.g., the presumed personal inferences underlying 
means-ends connections) are not open to self-explication 
(e.g., Nisbett and Wilson 1977*) or (2) self-knowledge is in- 
complete (e.g., Quattrone 1985*) but instead that the link- 
ages constitute subjective, post hoc interpretations of previ- 
ously generated responses (e.g., Dennett 1987*). 


New Approaches to Goal Setting 


There are at least two fundamentally different approaches to 
the problem of representing a consumer's motivation for 
choosing a goal: one from cognitive psychology and one 
from discursive psychology and related perspectives in an- 
thropology. We briefly describe these points of view because 
they might apply to consumer goal-directed behavior. 

А useful starting point is how goals are represented in 
тетогу. Barsalou (1991) argues that knowledge in the 
cognitive system is represented in categories, arid there are 
two fundamental ways categories originate: throügh exem- 
plar learning or conceptual combination. Exemplar learning 
is central to acquiring taxonomic knowledge about the 
world as it exists and is a relatively passive, bottom-up, and 
automatic process. Goal-derived categories, in contrast, are 
believed to arise through conceptual combination by ma- 
nipulation of existing knowledge in memory. Barsalou 


(1991, р. 4) summarizes aspects of categorization in this 
sense as follows: 


conceptual combination appears to be relatively active, 
top-down, and effortful. By deliberately manipulating 
knowledge through reasoning, people produce new cate- 
gories that serve their goals ... conceptual combination of- 
ten produces idealized knowledge about how the world 
should be ... rather than ... about how it is. 


Barsalou (1991, p. 27) further proposes that goals and 
their attributes are represented in frames, which he defines 
as “flexible, loosely organized bodies of knowledge.” For 
example, the frame for a vacation goal might consist of the 
vacation category and its connections to five attributes: lo- 
cations, temporal parameters, activities, objects, and actors. 
Each attribute, in turn, might be connected to clusters of 
more specific attributes; for example, departure, duration, 
return, and schedule are types of temporal parameters, and 
preparations, travel, and entertainment are types of activi- 
ties. The specific attributes further might be composed of 
subtypes; for example, major travel (flying transcontinental- 
ly), minor travel (taxi from airport to hotel), and arrange- 
ments at location (reserving a seat on a tour bus) are sub- 
types of travel. Barsalou (1991) shows how such frames are 
useful in planning goals and how other goals and constraints 
promote planning. For example, in planning a vacation, such 
background goals as “maximize relaxation and educational 
value” guide the selection of exemplars for a frame instanti- 
ation. Within a particular frame, certain attributes also con- 
strain the range of other attributes; for example, a needed 
departure of July for a snow-skiing vacation requires a ski 
resort in the southern hemisphere. Much remains to be done 
in the study of the representation of consumer goals, but re- 
cent research and insights in memory for brands and attrib- 
utes promises to deepen our understanding of goals (e.g., 
Alba, Hutchinson, and Lynch 1991; Luce 1998). 

Given a particular goal, the next issue in goal setting 
pertains to how the goal is related to reasons for acting. To 
address this issue, we consider goals as organized in a three- 
tiered hierarchy. The focal goal can be located at the center 
of the hierarchy and answers the question: “What is it for 
which I strive?" Subordinate goals constitute the means of 
achieving the focal goal and answer the question: "How can 
I achieve that for which I strive?" At the top of the hierarchy 
are superordinate goals, which answer the question: “Why 
do I want to achieve that for which I strive?" Psychologists 
and consumer researchers recently have proposed similar 
frameworks for the hierarchical representation of goals and 
instrumental acts in the self-regulation of behavior (e.g., 
Carver and Scheier 1996; Pieters 1993; Vallacher and Weg- 
ner 1987*). Lawson (1997) shows how brand choice can be 
conceived of as a function of a hierarchy of goals, beginning 
with abstract values that influence program goals targeted 
toward product categories. 

In Figure 2, we summarize our general representation of 
goal hierarchies and provide an abbreviated example of the 
hierarchy applied to the focal goal of weight control. The fo- 
cal goal can be represented in a cognitive frame; losing 
weight might be represented through its connections to such 
attributes as amount of weight, location on body, and time 
period for removal. Each of the subordinate goals also might 


be represented in frames. For example, a partial frame for 
exercising might consist of two attributes and corresponding 
types as possible means for weight loss: individual exercis- 
ing (aerobics, calisthenics, jogging, weight lifting) and par- 
ticipation in sports (tennis, basketball, handball, racquet- 
ball). A partial frame for dieting might consist of such 
means as avoiding snacks between meals, cutting down on 
fatty or starchy foods, eating lighter meals, and taking diet 
medications. 

The primary motivation for engaging in a focal goal 
comes about through the superordinate goals it serves. To 
take an example, Figure 3 represents a hierarchy of superor- 
dinate goals for the focal goal “losing or maintaining my 
body weight" as expressed by a sample of 125 women 
(Bagozzi and Edwards 1998). We can imagine these super- 
ordinate goals as ends or standards by which the focal goal 
is rationalized. The superordinate goals are arranged by lev- 
el of abstractness from the lowest (“fit into my clothes") to 
the highest ("enjoy life") and are shown as interconnected 
through inferencelike relationships. For example, a con- 
sumer might believe or conclude that losing body weight 
will help him or her fit better into a desired wardrobe, and 
this in turn would make him or her look and feel good, save 
money, and increase self-esteem and social acceptance (see 
Figure 3). Likewise, losing weight would lead to better 
health, longevity, enjoyment of life, and so on. 

The hierarchical representation of superordinate goals 
shown in Figure 3 was generated by an interview method 
designed to circumvent certain problems inherent in the tra- 
ditional laddering procedure. It can be argued that the stan- 
dard laddering technique is too directive and narrow, in that 
it imposes on respondents a specific structure and the se- 
quence of responses it attempts to elicit from them. That is, 
respondents are asked to generate product attributes first, 
then psychosocial consequences of the attributes, and final- 
ly values coming from the psychosocial consequences. 
However, the pattern and sequence of relationships may not 
reflect how consumers actually set goals or how these goals 
are organized in memory. 

Instead of being based on the laddering procedure, the 
structure of hierarchical goals shown in Figure 3 was elicit- 
ed through use of a procedure grounded in the philosopher 
Toulmin's (1958*) ideas on argumentation and rhetoric. 
Briefly, Toulmin conceives of arguments as a series of per- 
sonal claims that an arguer provides in their defense. Апу ar- 
gument can be supported directly by multiple claims as evi- 
dence. Each claim, in turn, can be challenged on the bases 
of its justification. The justifications offered in support rest 
on evidence and also can be challenged or explained. А par- 
ticular argument typically will rely on some finite sequence 
of claims, depending on the reasoning of the arguer. Antaki 
(1989*) uses similar ideas to generate networks of causal at- 
tributions, and a somewhat similar approach has been taken 
by Pieters, Baumgartner, and Allen (1995) in their study of 
goal hierarchies (see also Antaki 1988*). In a parallel man- 
ner, the superordinate goal structure shown in Figure 3 was 
generated by asking respondents to provide reasons they 
chose the focal goal and then provide a justification for each 
reason and an explanation for each justification. Next, prin- 
ciples from network analysis were used to map the reasons, 
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FIGURE 2 
The Тћгее-Пегед Goal Hierarchy 
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justifications, and explanations into the goal hierarchy. This 
procedure avoids the a priori imposition of the structure 
characteristic ‘of the laddering technique and is less subject 
to demand characteristics. 

Unlike Barsalou’s (1991) approach and other points of 
view peculiar to cognitive psychology, the hierarchical goal 
structure depicted in Figure 3 need not rest on the assump- 
tion that it represents internal mental processes (Bagozzi 
and Dabholkar 2000). To the contrary, it is possible to think 
of the goal structure as an expression of a person’s reasons 
for choosing a goal in terms of how the reasons reflect and 
conform to the shared language and larger social conven- 
tions within which people unconsciously function. In this 
sense, the hierarchical goal structure might be interpreted as 
a cognitive structure from the perspective of Wittgenstein’s 
(1953*) philosophy of psychology. That is, Wittgenstein 
conceives of cognition as a discursive process rooted in the 
use of a grammar, either in actual or imagined conversa- 
tions, and contingent on standards of usage and correctness 
peculiar to a particular social context. From this point of 
view, mental processes are not intrapsychic per se but rather 
are manifest in the use or practice of language and in rela- 
tion to justifying a person’s actions or evaluations. Psychol- 
ogists following the discursive paradigm construe mental 
processes in the following way: 
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Mental states, according to this point of view, are pro- 
duced ad hoc in the course of people acting, and are noth- 
ing but attributes of the stream of action. There are no 
mental entities other than the public and private actions 
people engage in (Harré 1998, p. 3). 


The method used to generate the hierarchical goal struc- 
ture shown in Figure 3 is compatible with discursive psy- 
chology, to the extent that the argumentation and rhetoric of- 
fered by respondents expresses their self-concept and the 
public self to which they wish to conform or with which 
they wish to influence others. We can imagine the hierarchi- 
cal goal structure as a joint product of a person’s cognitions 
(in Wittgenstein’s 1953 sense of cognition) and his or her in- 
tent to manage his or her presentation of self. These ideas 
find further development in cultural (Cole 1996*) and cog- 
nitive (D’Andrade 1995*) anthropology. Zaltman’s (1997) 
metaphor elicitation technique seems to follow a similar ra- 
tionale (see also Bagozzi, Bergami, and Leone 1999). 

It is not our purpose here to argue the merits of the in- 
trapsychic versus discursive paradigms or to express our 
personal preferences for one or the other. Both are recog- 
nized, if fundamentally incompatible, approaches in philos- 
ophy and psychology. Rather, we wish to make the point 
that goal setting can be approached from two fundamental- 
ly different points of view: one rooted in traditional cogni- 
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FIGURE 3 
Hierarchical Goal Structure for Reasons for Losing ог Maintaining Body Weight 
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tive psychology and claiming to represent mental processes 
(e.g., Barsalou 1991) and one based on discursive psychol- 
ogy and claiming to represent the grammar of intentional 
practices and its relation to self (e.g., Harré 1998; McAdams 
1996*). 

Whatever the ontological and metaphysical assumptions 
we make with regard to hierarchical goal structures, it is im- 
portant not to stop with the representation of goals. As we 
noted previously, a weakness with the laddering procedure 
is that it stops with a description of values and does not re- 
late these formally to decisions or choice. To go beyond de- 
scription, it is necessary to relate goal hierarchies to prefer- 
ences, choices, and behavior. Bettman (1979) was a pioneer 
in this regard. He showed how a desired end state is related 
to goals and subgoals and how these, in turn, interface with 
decision processes through their linkage with attention and 
choice processes. 

To show the influence of goal setting on decision mak- 
ing, we attempted to ascertain the dependence of attitudes, 
felt normative pressure, intentions, and other summary psy- 
chological reactions on the superordinate goal structure 
shown in Figure 3 (Bagozzi and Edwards 1998). By use of 
hierarchical multiple regression, attitudes and other summa- 
ry reactions were regressed on both individual superordinate 
goals and linkages between goals as espoused by a sample 
of consumers. To take one dependent variable as an exam- 
ple, felt normative pressure to lose or maintain body weight 


was found to be a function of one goal (“social acceptance") 
and 11 linkages between goals ("look good" — “happiness,” 
“achievement” — “health,” “energy” > “social accep- 
tance,” “energy” — “endurance,” “energy” — “feel good,” 
"energy" — “achievement,” “fit in clothes" — “social ac- 
ceptance,” “fit in clothes” — “save money,” “fit in clothes" 
— “look good,” “fit in clothes” > “self-esteem,” and "feel 
good” — “achievement”). By identifying which goals and 
linkages actually predict such dependent variables as prefer- 
ences or intentions, managers can learn which goals or in- 
ferences to emphasize in advertising copy or personal sell- 
ing. Expectancy value models do not provide such 
diagnostic information, in that they fail to model the struc- 
ture and interdependencies among beliefs. At the same time, 
expectancy value models pose statistical limitations based 
on indeterminancies in the analysis of product terms when 
the constituents of the terms are not ratio-scaled (Evans 
1991*). 


Goal Setting, Prefactuals, and the Actlvation of 
Intentions 


Analogous to value hierarchies, superordinate goals and 
their organization provide a basis for decision making, but 
something more is needed to activate intentions. Emotional 
or affective processes can perform this role when coupled 
with decision making with regard to anticipated outcomes 
that are contingent on alternative courses of action. 
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To demonstrate this, we begin with the notion of a 
counterfactual. A counterfactual is a conditional state- 
ment that contains both an antecedent expressed as a hy- 
pothetical (e.g., “if X happens”) and a consequence ex- 
pressed as an implication (“then Y will occur”). The most 
commonly researched counterfactual addresses a previ- 
ously experienced negative outcome and speculates on 
how the outcomes could have been less negative or even 
better; for example, “If only I had invested in bonds, I 
would not have lost as much money as I did through 
stock purchases.” An emotional consequence of such 
counterfactuals is regret (e.g., Landman 1987*). Al- 
though less commonly researched, there can be counter- 
factuals with positive emotional consequences that are 
phrased somewhat differently; for example, “I am disap- 
pointed by my losses in the stock market, but they would 
have been even worse if I had, as originally planned, in- 
vested in futures.” Here, a positive emotion of relief or 
even enhancement of self-esteem could occur (e.g., 
Roese and Olson 1995*). 

For decision making with regard to a future event, antic- 
ipated outcomes are central, and the notion of a counterfac- 
tual must be reworked. Gleicher and colleagues (1995*) 
propose that counterfactuals can be phrased in relation to 
imagined events and their alternatives, and the thought 
processes then produce affective responses that influence 
subsequent attitudes and intentions. They suggest the use of 
the term “prefactuals” to differentiate these thinking 
processes from those involved in counterfactual thinking, 
which refer to prior happenings. 

Similar to researchers in counterfactual thinking, Gle- 
icher and colleagues (1995*, p. 294) focus on imagined al- 
ternatives that run counter to an anticipated undesirable 
event: “when a person generates a counterfactual [prefactu- 
al] that reverses a negative outcome, he or she is likely to 
make the attribution [that] there is an effective action that 
can be taken in the future.” Consideration of the negative 
consequences of acting one way and the possibility of a 
more satisfying alternative provides the impetus for the ef- 
fects of prefactual thinking on decision making, that is, 
“when an individual thinks about a counterfactual in ad- 
vance, the motivation to avoid this negative affect influ- 
ences behavioral choices” (Gleicher et al. 1995*, p. 295; see 
also Roese and Olson 1995*, р. 21). Two studies support the 
functioning of prefactuals in decision making. Boninger and 
colleagues (1994) find that prefactuals, with regard to the 
purchase of insurance in a laboratory game, influenced sub- 
sequent action to take insurance. Likewise, Gleicher and 
colleagues (1995*) find that prefactuals regarding condom 
use affected positive attitudes; however, intentions to use 
condoms were not influenced by prefactuals, though the dif- 
ference in means between experimental and control groups 
were in the predicted direction. 

For many consumption decisions, it seems plausible 
that prefactuals should not be limited to anticipated nega- 
tive consequences of a possible act and its more favorable 
alternative but rather, or in addition, might pertain to ap- 
praisals of the contingent positive affect if the decision 
maker were to make a purchase plus the contingent nega- 
tive affect that would result if he or she were not to make 
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the purchase. The greater the felt positive affect from the 
former appraisal and the greater the negative affect from 
the latter, the stronger is the motivation to make the pur- 
chase. Bagozzi and Warshaw’s (1990) so-called theory of 
trying could be reinterpreted as a prefactual decision 
process if we think of attitude toward success (weighted by 
expectations of success) and attitude toward failure 
(weighted by expectations of failure) as prefactual judg- 
ments, which they did not. Instead of attitudes per se, it may 
сату more explanatory force to specify multiple positive 
and negative emotions as instigators of decisions or choic- 
es in prefactual judgments. Analogous to regret as a moti- 
vational mechanism for the effect of prefactuals on choices 
(e.g., Johnson 1986*), we might posit that certain positive 
and negative emotions motivate decisions, depending on 
the appraisal conditions and fit of the emotions to the con- 
text at hand. For example, the decision to engage in a com- 
mercial weight-control program might be a function of the 
integration of the following prefactual judgments and their 
emotional consequences: anticipated regret from not spend- 
ing money on a “noncomparable” alternative (e.g., Johnson 
1984*); imagined joy, pride, and happiness about engaging 
in and experiencing the success of weight loss; and envis- 
aged shame, guilt, and frustration should the person fail to 
lose weight. 

Researchers only recently have begun to study the role 
of anticipated emotions in decision making. Parker, 
Manstead, and Stradling (1995) find that anticipated nega- 
tive affect (measured with two regret items) influenced the 
intention to commit driving violations. Richard, van der 
Pligt, and de Vries (1995) find that anticipated reactions to- 
ward performance of safe sexual behaviors significantly 
predicted intentions to perform these practices. Their study 
was limited to negative emotions measured with only three 
items: worried/not worried, regret/no regret, and tense/re- 
laxed. A fuller study of the effects of anticipated emotions 
shows that positive and negative emotions influenced voli- 
tions (intentions, plans, and anticipated effort) to exercise 
and diet, as well as subsequent achievement of body weight 
goals (Bagozzi, Baumgartner, and Pieters 1998). The posi- 
tive emotions include excitement, delight, happiness, glad- 
ness, Satisfaction, pride, and self-assurance as a conse- 
quence of prefactual judgments; the complementary 
negative emotions stemming from prefactual judgments en- 
compass frustration, guilt, shame, anger, sadness, disap- 
pointment, depressive thoughts, worry, discomfort, and fear 
(see also Luce 1998; Perugini and Bagozzi 1999*), 

In summary, goal setting can be thought to consist of (1) 
the formation of subgoals needed to achieve an end state or 
initiate and guide experiential aims (e. g., Bettman 1979); (2) 
the representation of goals through conceptual combination 
and their organization in frames (e.g., Barsalou 1991) or, al- 
ternatively, through the superordinate ends they serve in the 
expression of self, which are organized hierarchically (e.g., 
Bagozzi and Edwards 1998); and (3) the thinking (e.g., pref- 
actual thought) and motivational (e.g., anticipated emotion) 
processes that translate goal frames or hierarchically orga- 
nized superordinate goals into intentions, decisions, or plans 
(e.g., Bagozzi, Baumgartner, and Pieters 1998). We turn 
now to goal implementation processes. 


Goal Striving 


Intentions are much more than uncompleted portions of 
(predecision) plans whose execution has begun. They pro- 
vide the psychological mechanism or bridge between goal 
setting and goal striving, as well as serve control and exec- 
utive functions in goal pursuit. In this section, we begin with 
a discussion of new research on intentions and then consid- 
er such issues as the choice of means needed to pursue a 
goal, planning, monitoring, guidance, and self-regulation of 
instrumental actions necessary for goal attainment. Less at- 
tention has been devoted to goal striving in consumer re- 
search, and research in psychology in this regard is still in 
its early stages and in need of integration. 


Intentions and Memory 


Intentions are formed at multiple stages of decision making 
(i.e., during goal setting and goal pursuit), exist in different 
forms, and have different functions. As we mentioned pre- 
viously, when goal setting results in the decision to pursue a 
goal, the intention is referred to as a goal intention. A con- 
sumer with a goal intention is committed in principle to the 
execution of actions needed to achieve the goal. The per- 
sonal commitment inherent in the intention is one of the 
defining qualities that differentiate it from other mental 
states or processes such as beliefs, attitudes, or emotions. 
The commitment entailed by a goal intention is made to the 
goal as an end and to the self-realization that actions will be 
required to achieve the goal. But the particular actions re- 
quired for goal achievement are not specified in or referred 
to by the goal intention. Additional information processing 
and decision making are needed to transform a goal inten- 
tion into action and action into goal attainment. Implemen- 
tation intentions also imply a commitment, but unlike goal 
intentions, they have specific actions as their referents 
(Gollwitzer and Schaal 1998*). 

Both goal and implementation intentions are stored ab- 
stractly in declarative memory and must be retrieved before 
further progress in goal pursuit can occur (Goschke and 
Kuhl 1996). To realize a goal intention, there must be enact- 
ment of a choice of means to pursue the goal and other plan- 
ning activities. To realize an implementation intention, 
recognition of execution conditions must occur. The memo- 
ry processes for both types of intentions involve internalized 
verbal instructions (e.g., Diaz and Berk 1992*). 

Because many consumption decisions are fulfilled at a 
time quite remote from the point when an intention first 
was formed, two basic memory processes come into play 
with delayed intentions. One refers to remembering to per- 
form an action at a future point in time and has come to be 
known as “prospective memory" (Brandimonte, Einstein, 
and McDaniel 1996*). The other requires remembering the 
content of the action to perform and the conditions for its 
execution. This is sometimes called "retrospective memo- 
ry" in the literature. 

Before we consider prospective and retrospective mem- 
ory in the functioning of intentions, let us consider an ex- 
ample to describe the nature of the processes: On awakening 
this morning, I find that I am out of breakfast cereal and de- 
cide to replenish my supplies, as well as purchase ingredi- 


ents for making my lunches for the rest of the week. I intend 
to do this later in the afternoon. For this decision to be trans- 
formed into action, I must remember at the appropriate time 
(as I drive home after work and pass the supermarket) that I 
had formed an intention earlier in the day. This is the recall 
of my goal intention and is an example of prospective mem- 
ory. Next, I must recall the content of my decision; that is, I 
must remember where in the store to go (dairy section, pro- 
duce area, canned goods shelves, and so forth), what to buy 
(breakfast cereal, sourdough bread, canned tuna, mayon- 
naise, fresh fruit), and so on. This is my retrospective mem- 
ory and, among other things, involves the execution of im- 
plementation intentions. 

My prospective memory requires that my intention per- 
sists, that I am vigilant for external cues, such as the super- 
market marquee, or that the intention becomes activated by 
unplanned stimuli or spontaneously. My retrospective mem- 
ory requires deliberative and directive cognitive processing 
or automatic retrieval of plans or executive functions when 
the prospective memory becomes activated. 

Psychologists have begun to uncover important aspects 
of prospective memory. Goschke and Kuhl (1996), for ex- 
ample, find in their experiments that the contents of 
prospective memory have stronger and more sustained lev- 
els of activation than other nonintention memory content 
(see also Marsh, Hicks, and Bink 1998*). They also show 
that intentions facilitate subsequent processing of intention- 
related information, even when the episodic representation 
of the intention is not consciously recollected. Finally, 
Goschke and Kuhl (1996) find that state- versus action- 
oriented subjects showed stronger persistence of intentions. 
Ruminations by the former (e.g., intrusions into memory of 
previous goal failures) contributed to the persistence, 
whereas the latter, who tend to act automatically and not be- 
come distracted or dwell on failures, deactivated intention- 
related material to a greater extent. 

Kvavilashvili and Ellis (1996) discuss the distinction be- 
tween prospective memory failures and absentminded er- 
rors. The former is the inability to retrieve an intended ac- 
tion, whereas the latter addresses failures that occur during 
the performance of an intended action. In addition to failing 
to remember to act, errors in delayed intentions include par- 
tial or complete loss of the content of the intention and fail- 
ures in output monitoring. Likewise, errors can result even 
for intentions a person begins to fulfill immediately after 
forming them. Kvavilashvili and Ellis (1996) discuss substi- 
tution errors, loss of intention, errors in repetition, and omis- 
sions for such "immediate" intentions. 

Research shows that several retrieval contexts prompt 
delayed intentions: events, activities, times, persons, ob- 
jects, and locations (e.g., Einstein and McDaniel 1990*, 
1996*; Marsh and Hicks 1998*). Kvavilashvili and Ellis 
(1996) develop a framework for observing how retrieval of 
delayed intentions occurs and the research to date conduct- 
ed in the area. One distinction they make is between 
event-, time-, and activity-based intentions. Kvavilashvili 
and Ellis show that these intentions differ to the extent that 
external cues are absent (time-based) or present (event- and 
activity-based) and to the extent that ongoing behavior re- 
quires interruption (event- and time-based) or not (activity- 
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based). With regard to encoding, activity-based intentions 
are likely to be the easiest to remember because of their con- 
tingency on cues and their decoupling from ongoing behav- 
ior. Kvavilashvili and Ellis further point out that intentions 
that combine event-, time-, and/or activity-based contingen- 
cies (e.g., “I intend to place an order for a product advertised 
during a television program at 9:00 р.м. after the program 
ends") may be remembered more easily later because of the 
multiple retrieval cues that occur at the planned occasion. 


Appraisal of Means 


After a goal has been chosen and a goal intention formed, 
the next task that the consumer faces is the problem of how 
to reach the goal. For a goal that has been pursued frequent- 
ly in the past, a decision maker might activate a stored rule 
or script such as “use the means that I used last time," sim- 
ilar to Howard's (1989*) routinized problem-solving model. 
For a chosen goal that is low in salience or simple to 
achieve, the person might apply a stored rule such as “изе 
the easiest means" or "use the means that comes to mind 
first." However, for new goals or goals that are high in 
salience or difficult to achieve, the next step in the goal- 
attainment process is the evaluation of alternative means to 
determine the best course of action. Bagozzi (1992) isolates 
three distinct appraisal tasks that are performed to select the 
best means. These processes involve self-reactions and 
judgments about the possible means needed to realize a 
goal. 

The first appraisal process involves assessments of the 
person's capabilities to exercise control over the means 
needed to achieve a goal. Bandura (1997) terms this self- 
efficacy and defines it as the belief or self-confidence a per- 
son has that he or she can perform a particular behavior. 
Self-efficacy can be extended in a straightforward way to 
decision making with respect to the possible means avail- 
able for goal pursuit, such that each instrumental act under 
consideration can be appraised in terms of the person's 
judged self-efficacy to perform it. Self-efficacy appraisals 
are important especially for difficult-to-use product cate- 
gories such as new software packages or home gyms or for 
such effortful consumption tasks as finding a new doctor or 
purchasing a car. Among other effects, recent research 
shows that self-efficacy influences goal setting, goal perse- 
verance, intentions, and behavioral implementation (Ban- 
dura 1997; Locke and Latham 1990). 

The second appraisal process consists of action— 
outcome expectancies. Whereas self-efficacies address per- 
sonal appraisals of a person's internal capabilities with re- 
lation to performance of an act, action-outcome expectan- 
cies refer to assessments of the likelihood that the initiation 
of goal-directed behaviors as means to an end will lead to 
goal achievement. To take an example, imagine a consumer 
who desires to lose weight and is considering one of two al- 
ternatives: an all-purpose exercise machine that the adver- 
tiser claims requires only 15 minutes use a day to lead to 
weight loss versus a year's membership in a local health 
club, including sign-up with the daily aerobics class. A con- 
sumer can judge the subjective likelihood that each alterna- 
tive, if adopted, would produce weight loss and might, for 
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example, opt for the health club and aerobics class option 
because he or she believes that it is much more likely to 
lead to weight loss for him or her personally. In general, 
consumers will not select a course of action as a means for 
achieving their goals unless a positive connection is per- 
ceived between performance of the means and goal 
achievement. 

Some goal-directed behaviors have affective or evalua- 
tive consequences that are independent of the value of the 
goal per se but that nevertheless can inhibit or promote the 
decision to use them in goal pursuit. We term this third type 
of appraisal affect toward means. Some instrumental acts 
will be intrinsically enjoyable or lead to pleasant conse- 
quences. Others may be so noxious or unpleasant as to lead 
to avoidance. In a sense, this third type of appraisal repre- 
sents a motivational component of volition. Whereas self- 
efficacies and action-outcome expectancies are primarily 
cognitive appraisals of linkages between the self as decision 
maker and possible instrumental acts and between these in- 
strumental acts and goal attainment, respectively, affect to- 
ward means supplies information about the emotional con- 
sequences of engaging in goal pursuit itself. Depending on 
the polarity and magnitude of these reactions, the decision to 
use one means or another will be perceived favorably or un- 
favorably in and of itself. 

Achoice among means is likely to involve an integration 
of a person’s self-efficacies and instrumental beliefs with 
evaluations of the affective significance of each means to an 
end. In a study of coupon usage, women appraised each of 
six sources of coupons as means to fulfill their shopping 
goals: direct mail, newspapers, magazines, in or on pack- 
ages, store displays or fliers, and from relatives or friends 
(Bagozzi, Baumgartner, and Yi 1992a). The findings show 
that the extent of actual coupon usage was a function of a 
three-way interaction among self-efficacies, action— 
outcome expectancies, and affect toward means. More gen- 
erally, it has been argued and found in a study of body 
weight maintenance that the integration of the three ap- 
praisals of means will be additive or multipiicative, depend- 
ing on the degree of task difficulty (Bagozzi and Edwards 
1999). For relatively easy tasks, for which internal or exter- 
nal impediments were weak, the three appraisals of means 
functioned additively as main effects to influence the choice 
of goal-directed behaviors. For more difficult tasks, for 
which internal and external impediments were strong, the 
three appraisals of means combined multiplicatively to in- 
fluence choice. 

From a managerial standpoint, a related issue is the abil- 
ity not only to influence the choice of means (e.g., making a 
customer use an ATM to withdraw cash instead of walking 
to the teller window) at one point in time, but also to devel- 
op cumulative, sustained affinities for particular combina- 
tions of means in customers (e.g., using electronic channels 
such as ATMs, personal computers, and automated tele- 
phone response units to make financial transactions rather 
than using more expensive service personnel, in the case of 
a retail bank). In some cases, the task for the business may 
be to reduce the frequency of using any means at all (trans- 
acting fewer times a month using any channel) without 


dropping the original goal (maintaining а profitable геја- 
tionship with the bank). 


Action Planning 


After an intention to seek a goal is formed and a decision to 
use a particular means is made, the means appraisal process- 
es culminate in the formation of an implementation plan of 
action that specifies when, where, how, and how long each of 
the actions necessary for goal attainment will be carried out. 
Such plans have a strong cognitive component (cf. Miller, 
Galanter, and Pribram 1960) and are hierarchical representa- 
tions that control the order in which the behavior will be se- 
quenced for goal attainment, as well as specify objects in the 
environment as cues for initiating action. By linking situa- 
tional cues to goal-directed behaviors, implementation plans, 
in a sense, pass on the control of goal-directed behaviors to 
the environment (Gollwitzer 1996). Empirical research has 
shown that the mental representation of the situational cues 
specified by the plan becomes highly activated, making these 
cues easily accessible and facilitating action initiation at the 
appropriate time (Gollwitzer and Brandstátter 1997). 

Other research has shown that, even when people are 
highly absorbed in some ongoing activity, planning facili- 
tates the disruption of focused attention, which allows trans- 
fer to behavior specified by the plan, at the appropriate time. 
Planning also facilitates the initiation of goal-directed be- 
haviors in the presence of the specified opportunity, which 
enables people to respond to good opportunities, even if 
they present themselves for only a short moment. Finally, 
planning provides distinct volitional benefits by facilitating 
self-regulatory processes when impediments to plan imple- 
mentation occur or temptations arise (Gollwitzer and Schaal 
1998*). 

Implementation plans for consumer tasks are likely to 
vary along several dimensions, depending on the nature and 
difficulty of the task, as well as the effort anticipated for in- 
tention realization. We point out some of the important di- 
mensions, but because little is known about consumer plans, 
further research must address this issue of plan typologies in 
greater detail. 

In examining the influence of planning on social behav- 
ior, social psychologists make the distinction between the 
content of plans on the one hand and their structure on the 
other (e.g., Mischel and Patterson 1976). This provides a 
convenient distinction to begin to develop a plan typology 
for consumer tasks. Whereas content refers to the matter 
contained in the plan, structure pertains to the level of hier- 
archical organization of the plan. Mischel and Patterson 
(1976) find that the efficacy of plans depended on both their 
content and their structure. In their empirical study, 
temptation-inhibiting plans, which were elaborated in detail, 
were more successful than task-facilitating elaborated plans 
in the accomplishment of the goal of self-control. 

Furthermore, plan structure can be viewed as having 
several subdimensions. One important subdimension of 
consumer plans is completeness, which refers to how fully 
each individual link in the course of action is specified. We 
expect that for consumer tasks that are high in salience or 
difficult to achieve, more complete plans are likely to be 


formed. A plan to buy a dress for an important party should 
be formed more completely than one to buy ordinary work 
clothes. 

Closely related to completeness is the subdimension of 
plan specificity, which pertains to the various anticipated 
situational contexts and the specificity of actions to be exe- 
cuted in each context. Specific plans are more likely to be 
formed in cases in which there is greater certainty about the 
means to achieve goals, such as purchasing from a store. In 
cases in which the goal is more difficult and the means un- 
certain, as in the case of losing weight or quitting smoking, 
less specific plans are likely to be formed. Highly specific 
plans are more likely to facilitate intention realization by 
providing a mechanism to facilitate the retrieval of inten- 
tions from memory (Orbell, Hodgkins, and Sheeran 1997). 

Yet another important dimension along which consumer 
plans vary is novelty, which depends on whether the cues 
and sequences specified are well practiced, familiar, and re- 
liable for the individual. Novel plans are likely to be espe- 
cially useful for intention realization. 

Implementation plans set the stage for intermediary acts 
needed to implement a contingent or noncontingent inten- 
tion. When the instrumental acts have been set in motion, 
they must be scrutinized to ascertain whether they begin and 
end when they are supposed to, whether they achieve their 
objectives, and whether new contingencies, impediments, or 
facilitating factors must be incorporated into the goal-setting 
process. These processes are termed "monitoring activities" 
(Bagozzi 1992). 


Maintenance and Protection of Intentions 


In many cases, especially when there is a time gap between 
intention formation and action initiation, impediments to the 
enactment of the actions necessary for goal attainment may 
occur after the implementation plan has been formed. For 
example, a store may be stocked out of a favorite brand, a 
more appealing movie may be discovered playing in the 
multiplex theater after the arrival and plan to attend a differ- 
ent movie, or other goal alternatives may be perceived on 
the surface as more attractive in everyday shopping activi- 
ties because of new information. In such cases, if the goal is 
to be achieved, the originally formed goal intention must be 
maintained and protected from these competing goal alter- 
natives, and implementation plans must be facilitated in a 
broader process termed "guidance and control." Of course, 
а decision may be made to abandon the goal in favor of an- 
other. Processes of self-regulation (or what Kuhl [1984] 
terms the *mechanisms of action control") play an important 
role in this intention maintenance process (see also Kuhl and 
Beckmann 1994). 

Kuhl (1984) identifies seven volitional self-regulatory 
processes (1.е., those driven by willpower) that, through 
strategies such as inhibiting the processing of information 
that supports competing intentions, controlling emotional 
reactions, and maintaining high levels of motivation, protect 
the chosen intention and implementation plan from being 
abandoned during the period between intention formation 
and action initiation. In addition, failure to achieve subgoals 
and actual or anticipated extraneous events that threaten 
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plans ог goal commitment may result in volitional mecha- 
nisms of plan modification. These volitional strategies of 
self-regulation support and maintain the level of activation 
of the goal and the plan elements in memory, facilitating 
subsequent retrieval at the appropriate time. In a study of 
coupon usage, the relative impact of attitudes on decision 
making became more important as people became action- 
oriented, whereas the relative impact of subjective norms on 
decision making became more important as people became 
state-oriented (Bagozzi, Baumgartner, and Yi 1992b). Other 
individual difference variables recently found to affect per- 
sistence in goal pursuit include volitional competence (e.g., 
Kuhl and Beckmann 1994) and goal orientations (e.g., 
Dweck 1991). 


Initiation of Action 


If the elements of the implementation plan in memory are 
activated at the appropriate time (during what is called the 
“performance interval”), action will be initiated and execut- 
ed as specified by the plan. As action unfolds, monitoring 
and control processes help retrieve plan elements from 
memory, compare them with progress and the reality of the 
situation, and make continuous corrections to the subse- 
quent plan elements before translating them into action. This 
results in the dampening of the motivational processes that 
provide the impetus for action, or what has been called the 
*goal consummation point” in psychological literature. In 
contrast, if the execution is not terminated successfully, an 
attempt is made to abandon the plan. If this is successful, the 
motivational elements are dampened, leaving the consumer 
free to process another plan. If the attempt at plan abandon- 
ment fails, the plan remains activated in memory, which 
leads to processes such as ruminating. 


Conclusion 


Relation of Framework to Consumer Research 
Priorities 


Goal concepts and the role of goals in consumer behavior 
have relevance for many areas of marketing. We discuss two 
here as examples: really new products and the role of brand- 
ing in consumer choice decisions. 

Goal-setting processes are especially important in the 
adoption of new products (Bagozzi and Lee 1999). The 
greater the degree of "newness," the more difficult it is for a 
consumer to evaluate the product and relate it to his or her 
needs because, by definition, no prior experience exists with 
the product. To elicit consumer responses to new products, 
marketers often present consumers with concept statements 
or prototypes and ask them to provide evaluations and other 
reactions. À shortcoming with this approach is that it may 
lead to ill- or partially formed psychological responses be- 
cause consumers cannot relate the new products to their 
deeper needs and values easily. They may lack the personal 
and product information needed to initiate goal-directed de- 
cision making. 

When faced with a really new product, a consumer con- 
fronts the problem of determining whether the product po- 
tentially satisfies his or her needs and is worthy of further in- 
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formation processing. Psychologists recently have given 
emphasis to the role of desires in initiating goal setting 
(Gollwitzer 1996, p. 289; Malle and Knobe 1997), but for 
really new products, many consumers may find it difficult to 
uncover and express their real desires because their knowl- 
edge of the product is lacking. Also, desires may require ex- 
tensive and effortful processing to be ascertained (Bagozzi 
1992). The cognitive structures underlying consumer values 
and goals may be uncovered in focus groups or other new 
product development research by eliciting goal-derived cat- 
egories (Barsalou 1991), hierarchical maps of superordinate 
goals (Bagozzi and Dabholkar 2000), or consumer 
metaphors (Zaltman 1997) and relating these at multiple 
points in time in an interview to espoused desires, attitudes, 
inclinations to try a product, and so forth as these reactions 
evolve and become well formed. 

Goal-striving processes seem particularly pertinent to 
brand loyalty. Much is known about loyalty and patterns of 
switching at aggregate levels, but less seems known about 
where and when, in the post-decision-making period, loyal- 
ty must be sustained psychologically or breaks down. 
Knowledge here can provide guidance to managers about 
the timing and content of persuasive communications, deals, 
pricing, and distribution decisions. For example, a first step 
on the road to loyalty begins with the stimulation of trial, but 
unless a goal intention is transformed into action, trial is un- 
likely to occur. Following a campaign to build desire, spe- 
cial marketing communications may be needed to focus the 
consumer's attention on where to inspect the product, as 
well as to overcome resistance to undergoing the effort 
needed to plan comparison shopping. Segments of the same 
potential market may require unique communications tar- 
geted at maintaining an intention over time, because of the 
low involvement status of the product or forgetfulness, and 
at arousing implementation intentions when activities, 
events, or other timing issues must be anticipated or orches- 
trated. Still other consumers loyal to a brand may require 
distinct marketing efforts to protect plans and intentions 
from threats from competitors, bad word-of-mouth commu- 
nication, or indifference. Exceptional defensive maneuvers 
may be called for in advertising, pricing, and couponing, 
say, because a loyal segment comes under attack. Unless 
they map the postdecision stages of goal striving and identi- 
fy and measure market segments at each stage, marketers 
will not be able to address effectively the various threats and 
opportunities that occur differentially across the phases of 
goal pursuit. In other words, marketers must go beyond 
modeling intentions or even recent considerations of “соп- 
sumer trying” (Bagozzi and Warshaw 1990; Mathur 1998) 
to treat postdecision goal striving from the point of view of 
control process theory (Carver and Scheier 1996; Lawson 
1997) or the models of action phases (Bagozzi 1992; Goll- 
witzer 1996). 


Basic Research Directions 


With regard to goal setting, we know a great deal, based on 
research on attitudes and behavioral decision making, about 
how goal desirability (labeled as *value" or "valence" by at- 
titude researchers) and goal feasibility (labeled as "ex- 
pectancy" by attitude researchers) affect goal setting. How- 


ever, we know much less about a third factor that plays an 
equally, if not more, important role in goal setting: goal rel- 
evance. Although desirability and feasibility pertain to the 
evaluation of a single goal, complete assessment of the goal 
requires it to be regarded in relation to other competing and 
noncompeting goals. For example, a goal associated with 
many desirable and feasible consequences may suddenly ap- 
pear less attractive when scrutinized in the context of a 
competing goal. The goal of taking a Caribbean cruise, for 
example, though affordable and fun, may suddenly lose 
some of its luster when it is evaluated in light of the long- 
term goal of buying a new house and saving for a down 
payment to make such a purchase possible. Goal-relevance 
processes examine each goal in the context of other com- 
peting and noncompeting goals of different levels of ab- 
straction and incorporate situational elements not directly 
related to the goal that may make it more or less feasible or 
desirable. Researchers may benefit from paying attention to 
the role of goal relevance in the goal-setting process and 
identifying conditions in which it is more important than the 
other evaluative criteria. Research is needed, for example, 
into how one or more goals compete against other goals for 
attention, especially as commitments are made. 

With regard to goal striving, we discussed several di- 
mensions of consumer plans, such as completeness, speci- 
ficity, and novelty. Little research has been devoted to de- 
veloping an exhaustive catalog of plan dimensions or 
examined conditions that accentuate the importance of a 
particular plan dimension. These gaps provide a natural av- 
enue to build on the framework we have proposed. More- 
over, examining the issue of persistence is likely to be fruit- 
ful if problematic behavior, in which smooth action toward 
goal attainment is impeded in some manner, is considered 
explicitly. Both internal (such as perceived importance of 
the goal, the degree of commitment, and the detail of plan- 
ning) and external (such as difficulty of attaining the goal 
and the number and attractiveness of competing goal alter- 
natives) factors are likely to play important roles in deter- 
mining whether the consumer persists in pursuing the goal 
when there are impediments to its attainment. Developing a 


theoretical understanding of the psychological processes 
that affect persistence is likely to be beneficial, because few 
real-world consumer goals are attained without the occur- 
rence of impediments, competitive advertising, or new 
brand or product alternatives arising. 

In addition, examining consumer goals in the manner 
discussed in this article is likely to serve as a bridge that 
links the study of predecisional processes to postdecisional 
processes. Until now, these research streams have been 
largely divergent and have failed to recognize completely 
the linkages between the two stages of the decision enact- 
ment process. For example, the intensity of investment of 
cognitive resources in making the decision, in and of itself, 
may lead to greater commitment and plan making and, 
therefore, to greater persistence in the face of difficulties. A 
study of this and other such research hypotheses provides a 
fruitful avenue for additional research. Finally, though we 
focused on the conscious aspects of these processes, extend- 
ing the ideas discussed herein to habitual, impulsive, and 
nonconscious consumer processes is likely to be fruitful. For 
example, an examination of the differences between rational 
and impulsive goal setting and goal pursuit is likely to pro- 
vide several practical insights to marketers, such as optimal 
design of store displays and the formulation of successful 
promotional strategies. 

In summary, an understanding of the role played by 
goals in consumer behavior, as well as the processes of goal 
setting and goal pursuit, is critical to the advancement of 
knowledge in the field. It is likely to be rewarding for acad- 
emics to develop a theoretical understanding of more realis- 
tic and real-world consumption processes, which, more of- 
ten than not, are fraught with impediments of one form or 
another. This in turn is likely to provide insights to market- 
ing practitioners in many ways, from developing richer, 
more representative, and more accurate models of purchase 
forecasting to designing optimal communication stimuli and 
store displays and training of salespeople. We believe that 
the examination of consumer goals represents a topic of im- 
mense potential for marketing researchers in the 2151 
century. 
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Richard L. Oliver 


Whence Consumer Loyalty? 


Both practitioners and academics understand that consumer loyalty and satisfaction are linked inextricably. They al- 
so understand that this relation is asymmetric. Although loyal consumers are most typically satisfied, satisfaction 
does not universally translate into loyalty. To explain the satisfaction-loyalty conundrum, the author investigates 
what aspect of the consumer satisfaction response has implications for loyalty and what portion of the loyalty re- 
sponse is due to this satisfaction component. The analysis concludes that satisfaction is a necessary step in loyal- 
ty formation but becomes less significant as loyalty begins to set through other mechanisms. These mechanisms, 
omitted from consideration in current models, include the roles of personal determinism (“fortitude”) and social 
bonding at the institutional and personal level. When these additional factors are brought into account, ultimate loy- 
alty emerges as a combination of perceived product superiority, personal fortitude, social bonding, and their syn- 
ergistic effects. As each fails to be attained or is unattainable by individual firms that serve consumer markets, the 
potential for loyalty erodes. A disquieting conclusion from this analysis is that loyalty cannot be achieved or pursued 
as a reasonable goal by many providers because of the nature of the product category or consumer disinterest. For 
some firms, satisfaction is the only feasible goal for which they should strive; thus, satisfaction remalns a worthy 
pursuit among the consumer marketing community. The disparity between the pursuit of satisfaction versus loyalty, 
as well as the fundamental content of the loyalty response, poses several investigative directions for the next wave 


of postconsumption research. 


Spawned by the widespread adoption of the market- 

ing concept, efforts to align marketing strategy with 
the goal of maximizing customer satisfaction have been pur- 
sued in earnest by product and service providers. Reported 
data show that, in 1993, postpurchase research, “largely in- 
cluding customer satisfaction work," accounted for one- 
third of revenues received by the largest U.S. research firms 
(Wylie 1993, p. S-1). Subsequent data (Higgins 1997) con- 
firm the trend, showing that the number of firms that com- 
missioned satisfaction studies in 1996 increased by 1996 and 
25% in the United States and Europe, respectively. 

Yet cracks in the satisfaction research dynasty are be- 
ginning to appear. Calls for a paradigm shift to the pursuit of 
loyalty as a strategic business goal are becoming prominent. 
Some writers in particular have deplored the popularity of 
“mere satisfaction studies.” For example, Deming (1986, p. 
141) was among the first to state that “It will not suffice to 
have customers that are merely satisfied." More recently, 
Jones and Sasser (1995, p. 91) commented that "[m]erely 
satisfying customers that have the freedom to make choices 
is not enough to keep them loyal," and Stewart (1997, p. 
112), in his article entitled “А Satisfied Customer Isn't 
Enough," suggested that the assumption that "satisfaction 
and loyalty move in tandem" is simply incorrect. 


|: some time, satisfaction research has been “king.” 
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Perhaps the greatest proponent of the "satisfaction isn't 
enough" camp is Reichheld (1996), who coined the term 
*the satisfaction trap." Citing an impressive array of evi- 
dence from Bain & Company, he notes that, of those cus- 
tomers claiming to be satisfied or very satisfied, between 65 
and 85% will defect. Moreover, in the automobile industry, 
in which 8596 to 9596 of customers report that they are sat- 
isfied, only 30% to 40% return to the previous make ог 
model. Thus, it would appear that satisfaction research is a 
stepchild of the 1970s, an anachronism whose time has past. 
This may be, but the analysis in this article suggests that 
many firms and industries should be content to pursue 
“mere satisfaction" as their goal. 


The Shift to Loyalty Strategies 


A shift in emphasis from satisfaction to loyalty appears to be 
a worthwhile change in strategy for most firms because 
businesses understand the profit impact of having a loyal 
customer base, as demonstrated by the figures provided by 
the associates of Bain & Company. Reichheld (1996; Reich- 
held and Sasser 1990) has summarized these data, reporting 
that the net present value increase in profit that results from 
a 5% increase in customer retention varies between 25 and 
95% over 14 industries. Moreover, others have noted that 
the relative costs of customer retention are substantially less 
than those of acquisition (e.g., Fornell and Wernerfelt 1987). 

With these exceptional returns to loyalty and the con- 
comitant emphasis firms should devote to loyalty programs, 
why are defection rates among satisfied customers as high 
as 90%? And what can be done about it? The answers to 
these questions rely heavily on a greater understanding of 
the role of customer satisfaction in loyalty, other nonsatis- 
faction determinants of customer loyalty, and their interrela- 
tionships. In short, it is time to begin the determined study 
of loyalty with the same fervor that researchers have devot- 
ed to a better understanding of customer satisfaction. 
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In pursuit of this goal, И would seem unnecessary to 
state that satisfaction and loyalty are linked inextricably and 
that this relation is asymmetric. Although loyal consumers 
are most typically satisfied, the aforementioned data show 
that satisfaction is an unreliable precursor to loyalty. This 
observation raises two questions: (1) What aspect of the sat- 
isfaction response has implications for loyalty? and (2) 
What fraction of the loyalty response is due to this satisfac- 
tion component? In addition, this task of more fully ex- 
plaining the loyalty response requires that other determi- 
nants of loyalty be identified. The possibilities include many 
other usage-related phenomena, including attitudelike con- 
cepts and social forces. In this sense, satisfaction becomes 
only one input to loyalty behavior, thereby allowing consid- 
eration of nonsatisfaction determinants. 

An inquiry into the relevant literature shows that the sat- 
isfaction-loyalty relation is not well specified. Six of the 
many and diverse possible associations of satisfaction and 
loyalty are shown as panels in Figure 1. Panel 1 entertains 
the elementary assumption that satisfaction and loyalty are 
Separate manifestations of the same concept, in much the 
same way that early total quality management promoters as- 
sumed that quality and satisfaction were identical pursuits. 
Panel 2 suggests that satisfaction is a core concept for loy- 
alty, without which loyalty cannot exist, and that it anchors 
loyalty. Panel 3 relaxes the nucleonic role of satisfaction and 
suggests that it is an ingredient of loyalty but only one of its 
components. Panel 4 suggests the superordinate existence of 


FIGURE 1 
Six Representations of Satisfaction and Loyalty 
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ultimate loyalty (which will be discussed subsequently), of 
which satisfaction and “simple” loyalty are components. 
Panel 5 is true to the preceding statement that some fraction 
of satisfaction is found in loyalty and that that fraction is 
part of, but not key to, the very essence of loyalty. Finally, 
Panel 6 suggests that satisfaction is the beginning of a tran- 
sitioning sequence that culminates in a separate loyalty 
state. This situation also suggests that loyalty may become 
independent of satisfaction so that reversals in the satisfac- 
tion experience (i.e., dissatisfaction) will not influence the 
loyalty state. One intent of this article is to suggest which of 
these schemes is most appropriate in light of the conceptual 
logic to be presented. A reasonable manner by which to be- 
gin this process is to provide definitions of the two concepts 
and examine their correspondence.! 


Definitions 


There are many definitions of both satisfaction and loyalty 
in the literature; a perusal of these reveals, however, that 
they are process definitions. That is, they define what con- 
sumers do to become satisfied and/or loyal. For example, 
satisfaction has been defined as an “evaluation of the per- 
ceived discrepancy between prior expectations ... and the ac- 
tual performance of the product” (Tse and Wilton 1988, p. 
204; see also Oliver 1980). Generally, loyalty has been and 
continues to be defined in some circles as repeat purchasing 
frequency or relative volume of same-brand purchasing 
(e.g., Tellis 1988). Of note is a definition crafted by New- 
man and Werbel (1973), who defined loyal customers as 
those who rebought a brand, considered only that brand, and 
did no brand-related information seeking. All these defini- 
tions suffer from the problem that they record what the con- 
sumer does. None taps into the psychological meaning of 
satisfaction or loyalty. 

In Oliver (1997), satisfaction is defined as pleasurable 
fulfillment. That is, the consumer senses that consumption 
fulfills some need, desire, goal, or so forth and that this ful- 
fillment is pleasurable. Thus, satisfaction is the consumer’s 
sense that consumption provides outcomes against a stan- 
dard of pleasure versus displeasure. For satisfaction to affect 
loyalty, frequent or cumulative satisfaction is required so 
that individual satisfaction episodes become aggregated or 
blended. As will be argued here, however, more than this is 
needed for determined loyalty to occur. The consumer may 
require movement to a different conceptual plane—in all 
likelihood, one that transcends satisfaction. 

In accord with this distinction, loyalty has been defined 
quite differently. In a modification of Oliver’s (1997, p. 392) 
definition, to include the act of consuming, loyalty is de- 
scribed here as 


a deeply held commitment to rebuy or repatronize a pre- 
ferred product/service consistently in the future, thereby 
causing repetitive same-brand or same brand-set purchas- 
ing, despite situational influences and marketing efforts 
having the potential to cause switching behavior. 


lThe analysis to be presented is intended to apply to consumer 
goods and services, not to the personal relationships in business-to- 
business markets. The relationship literature is vast and involves 
many additional variables, such as power dependencies, that would 
require coverage beyond the intended scope of this discussion. 


Oliver (1997, р. 392) proceeds to describe the consumer 
who “fervently desires to rebuy a product or service and will 
have no other.” At still another level, he posits a consumer 
who will pursue this quest “against all odds and at all costs.” 
These latter conditions define ultimate loyalty. 


The “Rationality” of Loyalty? 


Why would a consumer appear to be so naive, unaware, ог 
fervent that he or she would seek out one—and only one— 
branded object or brand set? to fulfill his or her needs? This 
is a pertinent question because the present era of global 
competition seemingly would enable the consumer to move 
to better alternatives as soon as they materialized. Product 
improvements, refinements, and innovations are now accel- 
erating to the point that the increasing level of new product 
introductions is predicted to be at record levels (see Cooper 
1993, p. 4). In addition, authors have noted the decline or 
“erosion” of the loyal segments of companies’ consumer 
bases (e.g., East and Hammond 1996). What this means is 
that, for a consumer to become and remain loyal, he or she 
must believe that an object firm’s products continue to offer 
the best choice alternative. Moreover, he or she must do this 
while naively shunning communications from competitive 
firms and other innovators that argue that the loyalist’s con- 
sumable is no longer the most efficient, lowest priced, of the 
highest quality, and so forth. 

Although a response to the irrationality argument will be 
provided, it remains true that consumers exhibit loyalty, that 
firms with loyal customers benefit handsomely, and that 
those firms that can attain a loyal customer base will wish to 
do so. To put this consumer display of loyalty in perspective, 
an historical overview of previous attempts at explaining the 
psychological loyalty response is in order. The following re- 
view and elaboration of Oliver (1997) traces prior frame- 
works of consumer loyalty to the present. 


Previous Conceptualizations of 
Loyalty 

Jacoby and Chestnut (1978) have explored the psychologi- 
cal meaning of loyalty ın an effort to distinguish it from be- 
havioral (1.е., repeat purchase) definitions. Their analysis 
concludes that consistent purchasing as an indicator of loy- 
alty could be invalid because of happenstance buying or a 
preference for convenience and that inconsistent purchasing 
could mask loyalty if consumers were multibrand loyal. Be- 
cause of these possibilities, the authors conclude that it 
would be unwise to infer loyalty or disloyalty solely from 
repetitive purchase patterns without further analysis. 

The further analysis needed to detect true brand loyalty 
requires researchers to assess consumer beliefs, affect, and 
intention within the traditional consumer attitude structure. 
More specifically, all three decision-making phases must 





2Brand-set or multibrand loyalty exists when a consumer finds 
two or more brands equally acceptable or perfectly substitutable so 
that they are purchased and used interchangeably. An example 
would be breakfast cereals. As in the loyalty definition, the same 
conceptual logic applies to single as to multibrand loyalty. It is rec- 
ognized that this is a simplifying assumption, and further work is 
encouraged in this area. 


point to a focal brand preference if true brand loyalty exists. 
Thus, (1) the brand attribute ratings (beliefs) must be prefer- 
able to competitive offerings, (2) this “information” must 
coincide with an affective preference (attitude) for the 
brand, and (3) the consumer must have a higher intention 
(conation) to buy the brand compared with that for alterna- 
tives. Unfortunately, relatively little elaboration of this 
attitude-based framework has emerged (cf. Dick and Basu 
1994). 


Loyalty Phases 


Oliver’s (1997) framework follows this cognition-affect- 
conation pattern but differs in that he argues that consumers 
can become “loyal” at each attitudinal phase relating to dif- 
ferent elements of the attitude development structure. 
Specifically, consumers are theorized to become loyal in a 
cognitive sense first, then later in an affective sense, still lat- 
er in a conative manner, and finally in a behavioral manner, 
which is described as “action inertia.” 

Cognitive loyalty. In the first loyalty phase, the brand at- 
tribute information available to the consumer indicates that 
one brand is preferable to its alternatives. This stage is re- 
ferred to as cognitive loyalty, or loyalty based on brand belief 
only. Cognition can be based on prior or vicarious knowledge 
or on recent experience-based information. Loyalty at this 
phase is directed toward the brand because of this “informa- 
tion” (attribute performance levels). This consumer state, 
however, is of a shallow nature. If the transaction is routine, 
so that satisfaction is not processed (e.g., trash pickup, utility 
provision), the depth of loyalty is no deeper than mere perfor- 
mance. If satisfaction is processed, it becomes part of the con- 
sumer’s experience and begins to take on affective overtones. 


Affective loyalty. At the second phase of loyalty devel- 
opment, a liking or attitude toward the brand has developed 
on the basis of cumulatively satisfying usage occasions. 
This reflects the pleasure dimension of the satisfaction defi- 
nition—pleasurable fulfillment—as previously described. 
Commitment at this phase is referred to as affective loyalty 
and is encoded in the consumer’s mind as cognition and af- 
fect. Whereas cognition is directly subject to counterargu- 
mentation, affect is not as easily dislodged. The brand loy- 
alty exhibited is directed at the degree of affect (liking) for 
the brand. Similar to cognitive loyalty, however, this form of 
loyalty remains subject to switching, as is evidenced by the 
data that show that large percentages of brand defectors 
claim to have been previously satisfied with their brand. 
Thus, it would be desirable if consumers were loyal at a 
deeper level of commitment. 


Conative loyalty. The next phase of loyalty development 
is the conative (behavioral intention) stage, as influenced by 
repeated episodes of positive affect toward the brand. Cona- 
tion, by definition, implies a brand-specific commitment to 
repurchase. Conative loyalty, then, is a loyalty state that 
contains what, at first, appears to be the deeply held com- 
mitment to buy noted in the loyalty definition. However, this 
commitment is to the intention to rebuy the brand and is 
more akin to motivation. In effect, the consumer desires to 
repurchase, but similar to any “good intention,” this desire 
may be an anticipated but unrealized action. 
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Action loyalty. Study of the mechanism by which inten- 
tions are converted to actions is referred to as “action con- 
trol” (Kuhl and Beckmann 1985). In the action control se- 
quence, the motivated intention in the previous loyalty state 
is transformed into readiness to act. The action control par- 
adigm proposes that this is accompanied by an additional 
desire to overcome obstacles that might prevent the act. Ac- 
tion is perceived as a necessary result of engaging both these 
States. If this engagement is repeated, an action inertia de- 
velops, thereby facilitating repurchase. 

Note the correspondence between the two action control 
constructs, readiness to act and the overcoming of obstacles, 
and the loyalty definition presented previously. Readiness to 
act is analogous to the “deeply held commitment to rebuy or 
repatronize a preferred product/service consistently in the 
future,” whereas “overcoming obstacles” is analogous to re- 
buying “despite situational influences and marketing efforts 
having the potential to cause switching behavior” (Oliver 
1997, p. 392). This latter notion of ignoring or deflecting 
suitors is a critical aspect of subsequent analysis. 

Thus, completing the preceding cognitive—affective— 
conative frameworks with a fourth, or action, phase brings 
the attitude-based loyalty model to the behavior of interest, 
the action state of inertial rebuying. Cognitive loyalty fo- 
cuses on the brand's performance aspects, affective loyalty 
is directed toward the brand's likeableness, conative loyalty 
is experienced when the consumer focuses on wanting to re- 
buy the brand, and action loyalty is commitment to the ac- 
tion of rebuying. As noted, little work has appeared to cor- 
roborate or refute this extended perspective. This is 
unfortunate, because the weaknesses of these four loyalty 
phases require specification if marketers are to protect their 
loyal customer base. Two different sources of such weak- 
ness are discussed next. 


Obstacles to Loyalty 


Consumer idiosyncrasies. Some aspects of consumer 
consumption are antithetical to loyalty. For example, vari- 
ety seeking frequently has been cited as a trait that will not 


permit loyalty to develop until there is no variety to sam- 
ple. This will be particularly true at the cognitive and even 
the conative level. Until the variety-seeking consumer 
reaches action inertia, the lure of new experience will be 
too tempting to ignore. Many product and service providers 
fall into this pattern (e.g., dining establishments) and find 
that even their regular clientele will try new and different 
alternatives. 

Other reasons for apparent consumer disloyalty include 
multibrand loyalty, withdrawal from the product category 
(e.g., smoking cessation), and changes in need. This last 
phenomenon can occur in two different forms. In the first, 
the consumer matures, and new needs supplant the old. For 
example, as a child grows, the toys and games played with 
change to match the child's developmental phase. In the sec- 
ond form, which was alluded to under the topic of consumer 
rationality, a competitive innovation fulfills the consumer's 
needs more efficiently, or so it may seem. Although it is al- 
50 possible that the consumer's needs have changed, so that 
the competitive offering is now the logical choice, competi- 
tive messages frequently tout the ability of a product to ful- 
fill needs better. This takes the discussion to the role of 
switching incentives. 


Switching incentives. Previously, it has been suggested 
that true loyalty is, in some sense, irrational. Competitors 
can (and do) take advantage of this position, engaging con- 
sumers through persuasive messages and incentives with the 
purpose of attempting to lure them away from their pre- 
ferred offering. These verbal and physical enticements are 
the obstacles that brand or service loyalists must overcome. 
As may be evident at this point, the easiest form of loyalty 
to break down is the cognitive variety; the most difficult is 
the action state. Thus, the cognitive-to-action loyalty se- 
quence brings the analysis closer to the emergence of full 
loyalty but still fails to satisfy the definition of ultimate loy- 
alty because each phase is subject to attack. 

The four-stage loyalty model has different vulnerabili- 
ties, depending on the nature of the consumer's commit- 
ment, which are summarized in Table 1. Cognitive loyalty 


TABLE 1 
Loyalty Phases with Corresponding Vulnerabilities 


Vulnerabilities 


Actual or imagined better competitive features or price through 
communication (e.g., advertising) and vicarious or personal experience. 
Deterioration in brand features or price. Variety seeking and voluntary trial. 


Cognitively Induced dissatisfaction. Enhanced liking for competitivo brands, 
perhaps conveyed through imagery and association. Variety seeking 


and voluntary trial. Deteriorating performance. 


Stage Identifying Marker 
Cognitive Loyalty to information 

such as price, features, 

and so forth. 
Affective Loyalty to a liking: 

“| buy it because | like it” 
Conative Loyalty to an intention: 

“Рт committed to buying й” 

performance. 

Action Loyalty to action inertia, 


coupled with the 
overcoming of obstacles. 


Persuasive counterargumentative competitive messages. Induced trial (е.д., 
coupons, sampling, point-of-purchase promotions). Deteriorating 


Induced unavailability (e.g., stocklifts—purchasing the entire inventory of a 
competitor's product from a merchant). Increased obstacles generally. 
Deteriorating performance. 


a te tt e. 
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is based on performance levels, whether functional, aes- 
thetic, or cost-based, and is thereby subject to failings on 
these dimensions. For example, in the area of services, it 
has been shown that deteriorating delivery is a strong en- 
hancement to switch (Keaveney 1995). Price, in particular, 
is a powerful competitive weapon for commonly purchased 
items (Kalyanaram and Little 1994; Sivakumar and Raj 
1997). Thus, cognitive loyalty is actually “phantom loyal- 
ty,” because it is directed at costs and benefits, not the 
brand. 

At the next level, affective loyalty can become suscepti- 
ble to dissatisfaction at the cognitive level (Heide and Weiss 
1995; Keaveney 1995; Morgan and Dev 1994), thereby in- 
ducing attitudinal shifts (Oliver 1980). A concurrent effect 
of dissatisfaction observed in the literature is the increased 
attractiveness of alternative suppliers (Ping 1994; Samban- 
dam and Lord 1995). Thus, affective loyalty is first subject 
to the deterioration of its cognitive base, which causes dis- 
satisfaction, which then has deleterious effects on the 
strength of attitude toward a brand and, hence, on affective 
loyalty. It is also possible for competitive communications 
to use imagery and association to enhance the image of al- 
ternative brands while degrading the image of the present 
brand. 

Although conative loyalty brings the consumer to a 
stronger level of loyalty commitment, it has its vulnerabili- 
ties. A consumer at this phase can weather some small num- 
ber of dissatisfactory episodes (Oliva, Oliver, and Macmil- 
lan 1992), but the motivation to remain committed can be 
worn down by barrages of competitive messages, particular- 
ly if they enhance the perceived severity of experienced dis- 
satisfaction. In addition, competitive product trial resulting 
from samples, coupons, or point-of-purchase promotions 
may be particularly effective, because the consumer has 
committed only to the brand, not to avoiding trial of new of- 
ferings. Thus, the conatively loyal consumer has not devel- 
oped the resolve to avoid consideration of competitive 
brands intentionally. 

At this juncture and perhaps before action loyalty mani- 
fests itself, the firm has achieved “product superiority.” The 
firm has engendered enhanced liking, or even an established 
preference, for its brand because of the quality (information) 
and continued ability to satisfy. In addition, the consumer is 
committed to its repurchase in the future. However, the con- 
sumer has not reached the state of resistance, resilience, and 
the overcoming of obstacles necessary for ultimate loyalty 
to emerge. This is even more true in today’s economy be- 
cause of the plethora of seemingly superior alternatives that 
assault the consumer's senses. 

On reaching the action phase of brand attachment, how- 
ever, the consumer has generated the focused desire to re- 
buy the brand and only that brand and also has acquired the 
skills necessary to overcome threats and obstacles to this 
quest. This consumer would be expected to "tune out" com- 
petitive messages routinely, engage in effortful search for 
the favored brand, and possibly even shun the trial of com- 
petitive brands. Marketers with action-loyal segments need 
not expend great sums on retention because, theoretically, 
their consumers are governed by inertial repurchasing. 
Aside from deteriorating performance, which is a potential 


switching inducer at all stages, only insurmountable un- 
availability would cause such a consumer to try another 
brand. 

With the emergence of the action phase, it appears that 
the formula for loyalty largely has been crafted. The action- 
loyal consumer has a deep commitment to repurchase, so 
much so that behavior may be guiding itself in some habit- 
uated manner. But it is the province of competition to gain 
consumers' attention so they hear its communications. One 
major strategy by which this is accomplished, common in all 
loyalty phases, is the creation of dissatisfaction with the cur- 
rent brand. The role of satisfaction in loyalty formation and 
defection now can be specified more fully. In the same way 
that satisfaction is a building block for loyalty, primarily at 
the affective loyalty stage, dissatisfaction is loyalty's 
Achilles tendon; here is where the competition can strike 
through the creation or facilitation of dissatisfaction. 

Why has emphasis shifted to dissatisfaction creation as 
a competitive weapon if the role of satisfaction is just one 
of many in the loyalty development process? An answer to 
this question relates to the well-known disproportional in- 
fluence of negative information (e.g., Mizerski 1982). 
This phenomenon has been found in the context of 
disconfirmation-based satisfaction models for which re- 
search shows that a unit of negative disconfirmation has a 
much greater effect on dissatisfaction than does a unit of 
positive disconfirmation on satisfaction (Anderson and Sul- 
livan 1993; DeSarbo et al. 1994). This is the bane of 
satisfaction-based loyalty: The satisfaction concept itself, 
in the form of competitively induced dissatisfaction cre- 
ation, can be a switching incentive. There must be more to 
the attainment of ultimate loyalty. 


New Issues in Loyalty Generation 
and Maintenance 


Three new perspectives on customer loyalty are proposed, 
stated as questions: (1) Can the consumer elect to be self- 
isolated from competitive overtures so that competitive in- 
formation is blocked or screened? (2) Can the consumer be 
socially integrated in a "village" that envelops and directs 
the consumer's choices in a satisfying way? and (3) Can the 
consumer effect a self-identity that corresponds only to the 
selected brand and its community, in the manner of religious 
sects adopting a unique lifestyle (e.g., the Amish)? These is- 
sues speak to the "community" of loyalty, singularly in the 
case of self-isolation, communally in the case of the village, 
and both in the case of a preclusive lifestyle. 


Dimensions of the Framework 


The framework in Table 2 illustrates the dimensions on 
which these new issues are based. The vertical dimension 
reflects the degree of individual fortitude, or the degree to 
which the consumer fights off competitive overtures on the 
basis of his or her allegiance to the brand and not on the ba- 
sis of marketer-generated information. Despite the artificial 
break in this continuum into high and low categories, loyal- 
ty commitment develops along the advancement of stages in 
the prior model. At the lowest levels of fortitude, the con- 
sumer has only brand-related information. At the highest 
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TABLE 2 
Four Loyalty Strategies 





Community/Soclal Support 








Low High 
Individual Fortitude Low Product superiority Village envelopment 
High Determined self-isolation Immersed self-identity 





levels of fortitude, the consumer has developed the action 
inertia discussed previously, as well as a fierce defense 
against competitive encroachment that approaches blind 
faith. 

The horizontal dimension of Table 2 illustrates low 
and high phases of community and social support. Here, 
the community provides the impetus to remain loyal be- 
cause either it is enticing in a passive sense or it proac- 
tively promotes loyalty. This dimension is crossed with 
that of individual fortitude, so that the high-high cell con- 
tains the apex of loyalty and the low-low cell contains the 
weakest case of more vulnerable loyalty, basic product 
superiority. 

Product superiority, the weakest form of loyalty in this 
new framework, has been discussed previously in cogni- 
tive, affective, conative, and, to some extent, action terms. 
This reflects the traditional view of loyalty as resulting 
from high quality and/or product superiority, which are be- 
lieved to generate a strong sense of brand-directed prefer- 
ence. At some point in the cognitive—affective—conative— 
action chain, the consumer will cross the threshold from 
low to high consumer fortitude. The perspective taken here, 
however, provides further conceptual content in the high 
fortitude (and low social support) cell. In addition to the 
consumer’s desire to rebuy on the basis of superiority, this 
framework suggests that he or she also will wish to rebuy 
on the basis of determination or determined self-isolation. 
That is, the consumer desires an exclusive relation with the 
brand and does not wish to be “courted” by other brands. 

The low fortitude, high social support cell, labeled 
“village envelopment,” is analogous to the popular con- 
cept of “it takes a village.” The consumer is sheltered from 
outside influences, nurtured in the use of selected and pro- 
tected brands, and provided integrated and routinely up- 
dated consumption systems. Although this cell is dis- 
cussed in greater detail subsequently, the common 
computer platform and networking environment supported 
by most businesses is an example of this concept. The dis- 
tinguishing feature here is that the consumer is a passive 
acceptor of the brand environment. 

Finally, the immersed self-identity cell contains the 
combined influences of fortitude and social support. The 
consumer intentionally has targeted the social environment 
because it is consistent with and supports his or her self- 
concept. In effect, the consumer immerses his or her self- 
identity in the social system of which the brand is a part. 
This is a synergistic situation and is self-sustaining, The 
consumer fervently desires the product or service associa- 
tion, affiliates with the social setting knowing that it will be 


38 / Journal of Marketing, Special Issue 1999 


supportive of this association, and, at the limiting extreme, 
is rewarded by the social system for his or her patronage. 
Religious institutions are good exemplars of this situation, 
though other secular social settings are equally illustrative, 
such as fan clubs and alumni organizations. 

The defining characteristics of these new perspectives 
are not directly under the control of management, but they 
can be facilitated by it. They go beyond the cognitive— 
affective-conative-action sequence because they tran- 
scend it. They tap into the socioemotional side of loyal 
consumption and closely access its meaning, as is dis- 
cussed next. Recall that the low-low cell has been dis- 
cussed previously as cognitive—affective—conative—action 
loyalty. 


Self-Isolation as a Sustalner of Loyalty 


Crossing the threshold from a belief in product superiority 
to brand-directed determinism and personal fortitude is a 
somewhat nebulous process. The transitioning mechanism 
is not well understood, even for areas in which determin- 
ism is frequently observed (e.g., romance, religion, poli- 
tics). For now, it may be instructive to begin with the end 
state of this dimension and focus on the ultimate bond a 
single consumer can make with a product or service provi- 
sion. In this way, insights into lesser forms of fortitude and 
the transition states may become evident. Recall that, 
when in this state of fortitude, the consumer has selected 
one and only one brand to repurchase continuously. He or 
she is immune from competitive overtures, cannot be 
swayed from determined repurchasing, defends the brand 
fiercely, and probably promotes the brand to others with 
some fervor. 

When a consumer voluntarily removes him- or herself 
from competitive overtures, effectively tuning out persua- 
sive arguments to switch, he or she has achieved a state not 
unlike the concept of love. Love has many manifestations, 
but in the present context, the variant of interest is the love 
of consumables (Ahuvia 1992; Fournier 1998). In dis- 
cussing this in the context of consumption, the sensual com- 
ponent of the phenomenon can be put aside to concentrate 
on two other aspects: adoration, or focused attention, and 
unfailing commitment. 


Adoration. It is an aspect of love that alternatives to the 
love object are not processed. Miller (1997, p. 758) reports 
that there is “no better predictor of relationship failure than 
high attentiveness to alternatives.” In marketing, this same 
phenomenon has been observed in two studies in the context 
of channel relationships and automobile selection (Ping 


1994; Sambandam and Lord 1995). Other insights from the 
relationship literature include the observations that partners 
find their relationship better in an idealistic sense than com- 
parable other relationships, that the outcomes they currently 
receive are perceived as better than they could obtain else- 
where, and that the alternatives to the present situation are 
less desirable, even when the current state of affairs is less 
than ideal (e.g., Murray, Holmes, and Griffin 1996). 

This poses the issue of what a love-type attachment is 
in the realm of consumables. Ahuvia (1992) addresses this 
area. Referring to this exemplar of love as “object love,” 
Ahuvia finds still further similarities to relationship litera- 
ture. Specifically, love objects provide need and want satis- 
faction; a sense of natural fit; and emotional outcomes, in- 
cluding thrill, excitement, passion, sentiment, contentment, 
and relaxation. In addition, some forms of object love in- 
volve admiration based on virtue; an engrossing experience 
of a continuing nature; self-sacrifice, including the person- 
al costs of acquisition, maintenance, and so forth; and a 
sense of enduring attachment. Many and varied examples 
of consumable love were mentioned by the respondents in 
Ahuvia’s study, including music, travel, clothing, pets, and 
food. 

Other examples in the consumer domain include prod- 
ucts of the “cherished heirloom” variety. Such heirlooms, 
treasures, collectibles, and items of irreplaceable worth 
(e.g., photographs) are known to have greater value in own- 
ership than in acquisition. It would seem that their unique- 
ness is the object’s bond to the consumer. The consumer 
dotes on these items and receives imagined doting in re- 
turn. In much the same way that some pets give unqualified 
love, so does the object, for it exists solely for the owner’s 
pleasure. 

For marketers of products, especially those marketing 
commodities as opposed to, say, major durables, this as- 
pect of loyalty may be elusive. The more common the 
item and the more the degree to which replacements are 
exact duplicates of the original, the less likely loyalty is to 
emerge (Dowling and Uncles 1997). As has been suggest- 
ed, object love is observed more frequently for posses- 
sions that can “love back,” such as pets, collectibles, art- 
work, and some fashion items. Habitats qualify here, as in 
the hearth as representative of a home, as do prized and 
unique possessions (e.g., a piece of antique furniture). 
Jewelry sellers invoke this notion, because their wares fre- 
quently are sold as family treasures to be passed on to 
heirs. 

For consumables that fall between commodity status and 
those that love back, it may be that simple brand identifica- 
tion serves some lesser but important function in a loyalty 
response. This aspect of loyalty suggests that consumers 
may derive some psychic “romance” (as opposed to love) 
from identification with the brand. The symbolism of the 
corporate logo should imply to others a certain uniqueness 
possessed by the consumer and not by others. For some, this 
identity is discretionary, such as when a Mason’s hat is worn 
in the lodge. For others, the identity is meant for all to see at 
all times. The ultimate display of this is a tattoo, a timeless 
symbol of identification. 


Unfailing commitment. Discussions on commitment can 
be found in many areas of study in which people form at- 
tachments. For example, it has been observed that commit- 
ment is the most common dependent variable used in buy- 
er-seller relationship studies (Wilson 1995). In general, 
commitment is an implicit or explicit pledge of relational 
continuity. In a sense, it transcends even conative and action 
loyalty because it exists at a conscious level and is a goal in 
and of itself. Beyond the desire of reacquiring a preferred— 
or even coveted—object, a consumer also can desire to be 
committed to that object. As was discussed previously, 
conative commitment emerges from a prior liking, whereas 
love-generated commitment results from a true affection (as 
opposed to the attitude form of affect) for the product or ser- 
vice. This latter type of commitment is adoration- or 
devotion-based and maintained, in part, to stave off the 
sense of loss experienced when loved ones are missed. 

It is proposed that this is one reason for the loyalty dis- 
played toward human or humanlike consumables. Commit- 
ment to sports or entertainment celebrities would seem to 
follow this pattern, as would the popularity of personified 
animals and other objects (e.g., the Pillsbury Doughboy). 
The phenomenon is also common among children, because 
they are known to form strong attachments to dolls, stuffed 
animals, animal-like objects (e.g., Barney, Kermit, Disney 
characters), and clothes (e.g., a favorite hat). Some objects 
of an inanimate nature acquire this stature, as when a con- 
sumer claims that he or she “loves my car” (Belk 1988). 
Many automobile owners even give proper names to their 
cars. 
At this point, the discussion has considered only an in- 
dividual in isolation committed to a brand and, in effect, be- 
coming a more determined naive loyalist. Picture this single 
consumer, acting alone, deriving immense love and psychic 
income from the cherished brand. Put this scene in suspen- 
sion for the present and imagine another consumer, an aim- 
less wanderer with no brand preference, engaging in hap- 
penstance consumption. What would happen if this second 
consumer chances on a social environment with built-in 
preferences? Might this consumer’s gaze be directed toward 
brands the collective finds satisfying? And if so, what effect 
will this have? 


The Social Organization: The Village 


In its pure form, the village is a social alliance in which the 
primary motivation to become loyal on the part of each con- 
sumer is to be one with the group, and the primary motiva- 
tion of the group overseers is to please their constituency. In 
this situation, the consumer becomes a (willing) participant 
because of the attention provided by its members. In the lim- 
iting case, the product/service is not the consumable. Rather, 
it is the camaraderie provided by the social organization. 
Good examples of this are senior citizen organizations, Web 
site chat rooms, lodges, travel clubs, and card clubs. Local 
Harley-Davidson H.O.G. (Harley Owners Group) chapters 
participate in various benefits, including highway trash 
pickups, for this purpose. The exact nature of the philan- 
thropic activity is secondary to the group camaraderie. 

This concept goes by many names in various literature 
but is perhaps best exemplified as a “consumption commu- 
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nity” (Friedman, Vanden Abeele, and De Vos 1993), based 
on Boorstin’s (1973) notion that individuals feel a sense of 
community when they share the same consumption values 
and behaviors (see Schouten and McAlexander 1995). Note 
that Boorstin’s perspective is a somewhat weaker form of 
the social collective envisioned here, because he assumes 
that the mere knowledge of shared consumption is sufficient 
to generate a consumption community. Thus, it appears that 
the social dimension of the proposed framework, similar to 
the fortitude dimension, is a continuum. | 

Implicit in the concept of the consumption community is 
that it encompasses both a sense of belongingness and what 
Goodwin (1997) refers to as “communality.” She distin- 
guishes communality from several other close relatives, de- 
scribing it as resembling a friendship that is marked by 
nonessential conversation, disclosure, and helping behavior. 
Thus, in the social consumption village, the consumer sub- 
mits to the judgment and recommendations of the group col- 
lective voluntarily and willingly. This subjugation is per- 
formed for the rewards of membership and to reap the 
friendships and protectiveness of the collective. 

There are many examples of this in the consumer envi- 
ronment. Residential communities for the elderly are exem- 
plars, as are military posts (e.g., the commissary). In the for- 
mer case, many consumption activities are preselected for 
residents, such as tours to locations of interest. Other exam- 
ples include educational facilities (e.g., school-lunchroom 
programs), the Greek fraternity and sorority system, medical 
facilities, managerial services that coordinate office envi- 
ronments, scouting, and cooperatives of all varieties. Pro- 
ducers with unique product lines that require proprietary ac- 
cessories (Apple Computer, until recently), buying clubs 
(Sam’s), and goal-oriented programs (Weight Watchers) are 
other examples. In all manifestations of the consumption 
community, the loyalty exhibited stems from two primary 
sources: brand exposure and repetition and the apparent en- 
dorsement by the collective. 

In the absence of a contained environment, marketers 
can approximate this concept with the notion of family. 
Consumers everywhere can be contacted with literature that 
refers to buyers of like products as family. General Motors’ 
(GM) Saturn division used this concept when it had a first- 
year “reunion” for all buyers of Saturn vehicles. Harley- 
Davidson hosted a 95th anniversary in 1998, organizing five 
major routes throughout the United States by which Harley 
riders converged on Milwaukee, the corporation’s home. 
More than 100,000 bikers participated, all of whom are part 
of the Harley family. Other marketers use status themes, 
such as Holiday Inn’s Priority One Club and airline Execu- 
tive Clubs, to achieve the same effect. 

For product and service categories with less family to 
offer, loyalty programs (see Dowling and Uncles 1997) may 
provide the same sense of participation. Modeled after 
frequent-flyer strategies, loyalty programs are designed to 
reward repurchasers with extra product (e.g., flights) or sup- 
plementary goods and services. Such programs are now 
common and offered by credit card issuers, retailers, and 
even automotive manufacturers (e.g., the GM card). Analy- 
ses of the success of these schemes show weak excess loy- 
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alty effects, though some have demonstrated substantial re- 
turns (Sharp and Sharp 1997). 


Individual and Social Integration: Fully Bonded 
Loyalty 


The final cell in Table 2 represents a blend of personal iden- 
tity with the cultural milieu surrounding the consumable. 
This situation is distinguished from the previous example of 
the village because, in this case, the cultural/social environ- 
ment may assume a passive or stationary, though enticing, 
role. The consumer is drawn to the consumable environ- 
ment, as opposed to the-situation in which the environment 
defines consumption for the consumer, though this occurs as 
well. The main distinguishing feature of this cell is that the 
consumer finds a “natural match” with both the consumable 
and its environment. 

This is a particularly healthy situation for the firm be- 
cause the product/service is embedded inextricably within 
some portion of the consumer’s psyche, as well as his or her 
lifestyle. The consumable is part and parcel of the con- 
sumer’s self-identity and his or her social identity. That is, 
the person cannot conceive of him- or herself as whole with- 
out it. At the extreme, the object is present intensionally and 
extensionally. The consumer would say that the object is 
“part of me” and that it is an “extension of me” (see Belk 
1988). He or she lives it. Strong examples include religious 
sects and cults, though consumables in the more ordinary 
consumption domain are candidates, as follows. 

Common examples include products, services, and even 
images supported by fans with various levels of group iden- 
tification. Sports teams, music groups, well-known enter- 
tainers (e.g., Elvis), alma maters, political organizations 
(e.g., Ross Perot’s United We Stand America), and activity 
and lifestyle themes (e.g., skiers, Generation Xers) qualify. 
Typically, even including fan clubs, the identity of the con- 
sumer is not known to the team, artist, or so forth. The allure 
of the larger consumption icon is sufficient to hold the con- 
sumer to the loyalty state. Fans are known to go to great 
lengths to support their icon, from extensive travel to special 
uniforms (e.g., Star Trekkies) to head gear (e.g., parrotheads 
(Jimmy Buffett], cheeseheads [Green Bay Packers]) to 
painted bodies. Other forms of display insignia include lo- 
gos on outerwear, badges, bumper stickers, and affinity 
(credit) cards. 

Two excellent examples of this immersed self-identity 
strategy come from Harley-Davidson and Winnebago, a 
manufacturer of recreational vehicles (RVs). These firms, 
through their corporate programs, support local clubs and 
rallies. Harley-Davidson manages its program with the co- 
operation of its local H.O.G. chapters, which require mem- 
bership in the corporate H.O.G. organization. Winnebago 
clubs are managed similarly, though members literally can 
live the Winnebago lifestyle in their Winnebago, some re- 
siding and traveling to rallies and other locations in their RV 
year-round. Members receive roadside service, insurance, 
and even mail forwarding support from affiliation with the 
club. 

This ends the discussion of loyalty influences beyond 
the cognitive-to-action framework. A consumer’s willing- 


ness to rebuy ог repatronize cannot reach ultimate extremes 
until he or she is willing to adore and commit unfailingly 
(i.e., love) to a product or service. Beyond this, the neces- 
sary additional adhesion stems from the social bonding of a 
consumption community and the synergy between the two. 
In essence, the consumer wants to be loyal, the social orga- 
nization wants him or her to be loyal, and as a result, the two 
may become symbiotic. These are stringent criteria for the 
firm that wishes to have a loyal customer base. À reasonable 
and rhetorical question then is: What companies will be able 
to attain this state? 


The Domain of Loyalty: 
Is It Accessible to АП? 


А fully immersed self-identity (the high-high cell in Table 
2), as an ultimate loyalty state, cannot be achieved by all 
marketers. This requires product superiority at the mini- 
mum, plus customers who can become determined defend- 
ers of the brand, plus a supportive social environment. If 
these requirements are unattained or unattainable, the depth 
of the loyalty state becomes more shallow and precarious. 

What does it take to bring all these into being? There are 
five essential criteria. First, the product must be of some 
unique configuration that makes it desirable (i.e., superior). 
Second, a profitably sized segment of the firm's customers 
must find it desirable in this manner. Third, the consumable 
must be subject to adoration, at least in the eyes of the firm's 
potentially loyal consumers. Fourth, the product must have 
the capacity to be embedded in a social network, for if a 
firm's consumers cannot be networked at least perceptually, 
they cannot feel that they are part of a village. Fifth, the 
company must be willing to expend resources to create, pop- 
ulate, and maintain the village. This does not have to be a 
physical or even electronic (e.g., Internet) village but rather 
can be maintained through communication at the corporate 
or local levels, as in the Winnebago and Harley-Davidson 
examples. Each of these criteria is discussed in greater de- 
tail next. 

Can the firm achieve and maintain product uniqueness 
or superiority in the face of aggressive competition? If not, 
the basic building block of cognitive loyalty is missing, and 
the firm must rely on fallback strategies such as low price. 
Particularly susceptible are firms in rapidly growing indus- 
tries in which product innovation is rampant. The current 
electronic online industry is one such example. 

Are the firm's major market segments likely to be loy- 
al? This is an individual difference issue that has not been 
broached here. Evidence cited in Oliver (1997) suggests 
that consumers are not necessarily loyal to, for example, 
food and household products. Major durables were not in- 
vestigated. Аз noted, commoditylike items are not good 
candidates for loyalty programs, though Chiquita, Sunkist, 
Perdue, and Columbian coffee have made strides in this 
area. In light of the material presented here, however, it is 
perhaps best to suggest they have engendered preference, 
not loyalty. 

Is the object or service “lovable?” Is it one for which a 
consumer can become a devoted defender of the branded 


consumable? Many commentators on the Ámerican automo- 
bile experience have referred to the country's "love affair 
with the car." Some Americans still love their cars, take 
pride in ownership, pamper them, and so forth. Belk (1988) 
cites many examples of objects that are cherished; memora- 
bilia are high on the list. If consumers can be conditioned to 
adore and commit unfailingly to the use of a brand, this di- 
mension of loyalty can be cultivated. 

Can a social network be put in place that brings con- 
sumers in as family? Many manufacturers have attempted to 
do this. Some begin, find the strategy costly, and drop it. For 
example, Saturn waited until 1999 for its second reunion af- 
ter the first in 1994; the loss of a "reunion effect" on buyers 
in the intervening years is unknown. Chrysler's Jeep divi- 
sion has “Jeep Jamborees" at which Jeep owners try their 
skills at four-wheel driving, but communications about these 
events from the corporate office are irregular. 

Finally, can the personal zealotry of brand fascination 
and a supportive social network be merged? Fan clubs at- 
tempt this, and some succeed. In many cases, independent 
organizations take this opportunity and exploit it. Organiz- 
ers of Trekkie conventions, Elvis impersonation contests, 
the Wally Byam Caravan Clubs (Airstream RVs), and col- 
lector's clubs (e.g., Barbie dolls) are examples. At the cor- 
porate level, serious planning and research must be under- 
taken to identify the truly loyal and find a mechanism to 
bring them together under a corporate umbrella. 

What if any of these conditions are unattainable or not 
attained? The potential for ultimate loyalty erodes in the 
same order in which it develops. As the ability to bond a so- 
cial network with the consumer's lifestyle cannot be 
achieved, as the social network possibilities are not avail- 
able, as the ability for some consumers to love the product 
or service provision is absent, and as the product's ability to 
sustain superiority or uniqueness fails, so does the potential 
for loyalty. To the firm that cannot find a loyalty angle, sat- 
isfaction is the best for which it can hope. This satisfaction 
can be quality-based or, at the extreme minimalist position, 
price-based. In the end, loyalty will be unavailable to many, 
and efforts that "throw money at" loyalty programs are 
doomed to fail. These firms should be content to pursue 
mere satisfaction. 


What Is the Relation Between 
Satisfaction and Loyalty? 


Previously, six plausible relations, shown graphically in Fig- 
ure 1, were suggested to link satisfaction and loyalty. It is 
now time to discuss the appropriateness of each in light of 
the evidence offered. Panel 1, which suggests that satisfac- 
tion and loyalty are two manifestations of the same concept, 
is dismissed easily. From the definitions proffered in Oliver 
(1997) and the many avenues of discourse presented here, it 
should be clear that the two concepts are distinct. Satisfac- 
tion is a fairly temporal postusage state for one-time con- 
sumption or a repeatedly experienced state for ongoing con- 
sumption that reflects how the product or service has 
fulfilled its purpose. From the perspective of the firm, satis- 
faction is delivered to the consumer. Loyalty, in contrast, is 
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an attained state of enduring preference to the point of de- 
termined defense. 

Panels 2 and 3 suggest that satisfaction is an essential 
ingredient for the emergence of loyalty. The first argues 
that satisfaction is "core," the second only that it is neces- 
sary. There is merit to these perspectives, because no pos- 
sibility discussed here entertains loyalty development 
without early or concurrent satisfying episodes. Even in the 
village concept, it is presumed that the “menu” that is of- 
fered to the constituents is satisfying or, at least, satisfac- 
tory. Excepting those villages with severe exit barriers 
(e.g., cults), members would express dissatisfaction or 
leave the group if aspects of its consumption system were 
unsatisfactory. Although satisfaction may not be a core el- 
ement of loyalty, particularly after loyalty has been estab- 
lished, it is difficult to entertain loyalty development with- 
out satisfaction. The endurance of loyalty is another matter, 
however. 

Panels 2 and 3 diverge from the discussion presented 
here in terms of the degree to which loyalty totally en- 
compasses satisfaction (i.e., satisfaction is contained en- 
tirely within loyalty). It is simple to demonstrate common 
consumption situations in which satisfaction exists with- 
out loyalty (a satisfying meal, regardless of the entree) 
and loyalty exists without satisfaction (unequivocal blind 
faith, “my country, right or wrong”). In this sense, Panel 
5 is more accurate, in that it shows satisfaction and loy- 
alty in an overlapping posture, but the percentage of 
overlap is small in relation to the content of each con- 
struct. However, Panel 5 fails on the criterion of the in- 
dependence of satisfaction and loyalty for the situations 
described. 

This leaves Panels 4 and 6, the first of which suggests 
that a superordinate concept, ultimate loyalty, encom- 
passes both satisfaction and loyalty. For the same reasons 
discussed for Panels 2 and 3, the containment element of 
this description can be dismissed, but the notion of ulti- 
mate loyalty as superordinate can be endorsed. In the at- 
titude theme of loyalty, four forms of lesser loyalty—cog- 
nitive, affective, conative, and action—were entertained. 
In their own way, these are variants of loyalty. It is not 
until fortitude develops that ultimate loyalty becomes 
possible. 

This leads the discussion to Panel 6, in which satisfac- 
tion becomes transformed into loyalty much like a caterpil- 
lar becomes transformed into a butterfly. After this meta- 
morphosis, the two creatures are not the same and share 
virtually no common characteristics except for their biolog- 
ical origins. This is truly an extreme position, for it suggests 
that loyalty never can return to mere satisfaction. Oliva, 
Oliver, and MacMillan (1992) have empirically suggested 
that there is a threshold at which loyalty can revert to dis- 
satisfaction in the face of repeatedly unsatisfactory purchase 
episodes. What has not been shown is the case in which loy- 
alty reverts to (positive) satisfaction and the consumer be- 
comes open to competitive advances. 

The reason for the ambivalence regarding which con- 
ception is most accurate is that, even with the perspective 
taken here, there remain variants of loyalty. In addition to 
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the cognitive-to-action sequence, there are different degrees 
of loyalty, depending on how many of the synergistic factors 
presented here are involved. Ultimate loyalty is supported 
by the convergence of product, personal, and social forces, 
and the consumer displaying this state has logical, personal, 
and communal loyalty sustainers. At the same time, compe- 
tition is thwarted easily by these same forces. The social en- 
vironment insulates with a buffering mechanism and is the 
consumer’s fortress, the personal fortitude factor acts as the 
consumer’s shield, and the product’s superiority maintains 
the logic mechanism—in effect, the consumer’s weaponry. 

Removing any of these lowers the consumer’s resistance 
to competitive persuasion. Loyalty supported only by the so- 
cial environment enables the consumer to look beyond its 
borders, in much the same way that children can look be- 
yond the neighborhood and family unit from which they de- 
veloped. Loyalty supported only by fortitude is susceptible 
to relapses such as self-doubt, second thoughts, competitive 
onslaught, and repetitively unpleasant dissatisfactory expe- 
riences. As discussed throughout this article, loyalty sup- 
ported only by product information is subject to competitive 
counterinformation. 

Thus, Panel 6 comes closest to the perspective taken 
here, except that satisfaction does not transform into loy- 
alty as much as it is a seed that requires the nurturance of 
sun, moisture, and soil nutrients. These are the analogies 
to personal determination and social support. Without 
these additional factors, satisfaction, similar to the seed, 
stays dormant. The consumer remains satisfied but does 
not grow beyond that state. Even a flash of sun or wa- 
ter—such as the flash of delight—will not begin the 
transformation process. When the seed sprouts, it will 
grow if the requisite factors are there. Only the full- 
grown version contains the “health” necessary to fight off 
all comers. 


15 Brand Loyalty an Anachronism 
of the 1990s? 


Before discussing the research directions suggested by the 
issues raised here, it would be of interest to explore 
whether current economic conditions frustrate the emer- 
gence of loyalty. Much of this argument relies on the “ir- 
rationaltty of loyalty” position discussed previously. 
Greater regional and global competition, price competi- 
tion, and market fragmentation are cited as reasons “ratio- 
nal” consumers will be swayed to patronize the product or 
service with a preferred (lower) price, better features, or 
more personally customized features as competitors’ prod- 
ucts are introduced to the market. Lacking from these rea- 
sons are elements that would cause consumers to prefer to 
be loyal. 

For example, a defense of loyalty can begin by referring 
to a basic instinct of human nature to be loyal. Loyalty is no- 
ble. It suggests that a person has conviction, trust, and fi- 
delity. But this aside, maintaining loyalty is easy; it is the 
tried and true. Consumers weary of consuming can repur- 
chase without great effort, provided the consumable has not 
changed for the worse. 


Thus, the forces arguing for waning loyalty аге соштег- 
balanced by those favoring loyalty. Loyalty behavior is in an 
apparent state of equilibrium. This is evidenced by a recent 
study by Dekimpe and colleagues (1997), in which they 
found, at least in the categories studied, that there is vari- 
ability around the loyalty response, as there is for any hu- 
man behavior. In essence, loyalty is as viable a strategy as it 
ever was. Its attainability for individual firms is not a con- 
stant, however, and firms are encouraged to study their po- 
sition and options in the pursuit of this goal. 


Research Directions for the Future 


Postconsumption investigators will find that several issues 
that require both initial exploration and greater resolution 
await study. These issues involve the fundamental meaning 
of loyalty, its attainability, and its link to revenues net of the 
investments firms must make to ensure successful loyalty 
programs. Each is discussed in turn. 


What is Loyalty? 


Past researchers had assumed that loyalty could be de- 
scribed sufficiently by patterns of repeat purchasing. This 
notion was put to rest when multibrand and attitude-based 
models were proposed, which lead to the now popular cog- 
nitive-affective-conative representation of brand commit- 
ment. Although not well researched, action inertia has been 
suggested as a fourth loyalty stage. In addition, this discus- 
sion has proposed behavior states that transcend this some- 
what logical model. In essence, consumers can become 
near-zealots on the basis of adoration and devotion and can 
be placed in self-sustaining social environments that rein- 
force their brand determination. Questions arise, as follows: 


eWhat portion of consumers in general are inherently loyal, 
disloyal, or ambivalent? What are the determining character- 
istics of these states? Do consumers express loyalty different- 
ly across product and service categories? 

elf, as suggested here, satisfaction and loyalty are divergent 
concepts, what constitutes their overlap? Alternatively, what 
panel in Figure | best describes their correspondence? 

eHow is the action-loyal state attained? Is it simple inertia, or 
does it have clear behavioral antecedents? 

eWhat is fortitude? Is it a combination of adoration and com- 
mitment, as suggested here, or does it consist of other content? 

eWhat is the transitioning mechanism between action loyalty 
and fortitude? How does a consumer move from one state to 
the other, and how can firms facilitate this? 

eWhat are the options for constructing a consumption 
community or village? How strong are the bonds in a 
“family” in which consumers might not have face-to-face 
contact? 

What is the role of repetition and mere exposure in loyalty in 
a consumption community? 

eWhat additional synergistic effects are garnered when forti- 
tude and community combine? Are these effects additive or 
synergistic? 


is Loyalty Attainable for Individual Firms? 


Several issues have been raised in the context of the attain- 
ability of loyalty states. Generally, these relate to the ability 


and willingness of firms to institute loyalty programs that 
consist of a village-type networking of consumers and the 
degree to which this same consumer base contains potential 
devotees of the product or service. These questions were 
posed in the context of individual firms and industries. The 
queries that follow are offered to researchers in the hope that 
generalizations will be forthcoming as starting points for 
further research programs: 


» What product and service categories are most adaptable to the 
fortitude and village concepts? 

eDoes industry structure play a role in loyalty development 
among its members?. 

els the rate of innovation a factor in loyalty for individual 
firms in industries with varying levels of innovativeness? 

eDo management experience, strategy, and resourcefulness 
play roles in loyalty programs? 

«Сап management identify its loyal segments through means 
other than repeat purchase patterns? 

eCan management cultivate loyalty through the mechanisms of 
fortitude and community? What are the nature and variants of 
such programs? 


Is Loyalty Profitable to All? 


Work by associates at Bain & Company has suggested that 
the returns to loyalty are in double-digit categories. These 
figures, however, speak more to retention than to psycho- 
logical loyalty states. Although there is an unquestionable 
correspondence between the two, there are situations in 
which individual consumers do not have the opportunity or 
need to reconsume but remain loyal nonetheless (e.g., alum- 
ni). Further insight on the effects of such passive loyalty are 
needed. In addition, the Bain figures do not address the cost 
of loyalty programs beyond the apparent role of satisfactory 
purchasing. There remain the costs of ultimate loyalty, as 
discussed here in the form of maintaining the synergy of vil- 
lage and fortitude. 


eWhat are the costs, respectively, of various loyalty strategies, 
including satisfaction, product superiority, fortitude, commu- 
nity, and their synergy? 

eDo these strategies engender different returns in relation to 
their costs? 

eAre there quantifiable benefits to passive loyalty, such as 
word of mouth and recommendations? 

eAre loyalty programs best managed in-house or contracted out? 

eDo loyalty programs have reciprocal internal effects, such as 
feedback on employee morale? 

eCan loyalty be affected as a secondary result of improving 
employee morale generally? 

eWhat are the determining characteristics, more generally, of 
returns to loyalty? 


It appears that there is much to be known about the 
much-lauded but little understood concept of loyalty. With 
this in mind, it is hoped that the knowledge base of loyalty 
will be extended 1n the same way that satisfaction work has 
progressed to current levels. Ironically, further strides in 
management's understanding of loyalty may pose new is- 
sues and questions for satisfaction work, thus bringing the 
satisfaction-doyalty conundrum full circle. 
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Joan Meyers-Levy & Prashant Malaviya 


Consumers’ Processing of 
Persuasive Advertisements: 
An Integrative Framework of 

Persuasion Theories 


п this article, the authors propose an integrative model of advertising persuasion that orders the major theories 
and empirically supported generalizations about persuasion that have been offered in the information-processing 
literature. The authors begin by reviewing this literature, placing particular emphasis on the assorted processes or 
mechanisms that have been suggested to mediate persuasion. To consolidate this material, the authors propose a 
framework that delineates three alternative strategies that people may use to process persuasive communications 
and form judgments, in which each strategy represents a different level of cognitive resources that is employed dur- 
ing message processing. In addition, the framework identifles a judgment correction stage that allows people to at- 


tempt to correct their Initial Judgments for biases that they perceive may have affected such judgments. The authors 
add to this by identifying particular processes that appear to mediate when and how these judgment formation and 
judgment correction processes operate. They also attempt to foster growth by specifying some of the critical issues 
and gaps in the knowledge that appear to impede further progress. Finally, the authors clarify how the proposed 
framework can inform the decisions advertising practitioners make about advertising execution and media factors. 


1000 commercial messages (Kotler 1997*). Regard- 

less of their content and the techniques they employ, 
most messages share a common final goal: persuading tar- 
get consumers to adopt a particular product, service, or 
idea. How do advertising messages influence consumers’ 
judgments and preferences and thereby advance persua- 
sion? A vast body of work has explored this question from 
various perspectives, seeking to develop a theoretical un- 
derstanding of the persuasion process. Yet, to date, no sin- 
gle theory or framework that has been developed has been 
able to account for all the varied and sometimes conflicting 
persuasion findings. Presumably, this is because the com- 
plex process of persuasion is intricately dependent on a 
myriad of contextual, situational, and individual difference 
factors, whereas the theories remain relatively simplistic 
and narrowly developed. 

The inability of existing theories to accommodate all 
persuasion findings need not suggest, however, that these 
theories are inaccurate. Rather, we propose that these theo- 
ries simply may represent pieces of persuasion processes 
that operate in certain conditions that are not always clearly 
specified. This view is consistent with the popular assump- 


E day, U.S. consumers are exposed to no less than 
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tion that judgments are sensitive to many contextual and sit- 
uational influences (Forgas 1995; MacInnis and Jaworski 
1989, 1990*; Payne, Bettman, and Johnson 1993). 

Assuming that this perspective of current theories is ac- 
curate, what appears to be needed is a framework that orga- 
nizes and integrates the various persuasion theories by de- 
lineating the conditions in which each is likely to operate. 
We attempt to develop such a framework in this article. 
More specifically, this work pursues four goals: It (1) briefly 
reviews some dominant and seemingly competing persua- 
sion theories in the information-processing literature; (2) 
proposes a coherent, integrated framework of judgment for- 
mation and persuasion that shows how these disparate theo- 
ries fit together and interrelate to offer a more complete un- 
derstanding of persuasion; (3) identifies some of the major 
gaps in the understanding of the mechanisms believed to 
mediate persuasion and outlines fertile avenues for investi- 
gating them; and (4) highlights some applied insights that 
emerge from the framework, which suggest how practition- 
ers might design more effective advertising strategies. 

Our consideration of the dominant persuasion theories is 
necessarily subject to some constraints. First, we consider 
only theories that adopt an information-processing perspec- 
tive, identify particular mechanisms that may mediate the 
persuasive impact of advertising messages, and have gar- 
nered significant research attention and empirical support.! 





!Тће information-processing perspective is grounded іп a gener- 
al model that describes, if only metaphorically, the cognitive com- 
ponents, systems, and operating principles that are presumed to be 
involved in how people process information (for descriptions of 
the model, see Bettman 1979*; Klatzky 1980*; Lachman, Lach- 
man, and Butterfield 1979*). 
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Second, we include only theories that pertain to persuasion, 
as indicated by people’s judgments, preferences, or attitudes 
about an advertising message. Third, though we acknowl- 
edge the importance of theories about various qualitative 
and causal issues pertaining to persuasion (e.g., attitude 
strength and persistence, information search, the 
attitude—behavior relationship, the use of stored versus new- 
ly computed online attitudes), these theories extend beyond 
the purview of this work and are not discussed. 

We begin by providing a brief overview of our proposed 
framework. This overview is intended to facilitate under- 
standing of and serve as a road map for the discussions that 
follow. 


Overview of the Integrative 
Framework 


The integrative framework of judgment formation and per- 
suasion that we propose uses the dual-process model as its 
foundation. Therefore, the framework assumes that, when 
exposed to an advertisement, people use either a fairly ef- 
fortful and deliberative systematic approach to judgment 
formation or a far less demanding and less rigorous heuris- 
tic approach (Chaiken, Liberman, and Eagly 1989; Petty and 
Cacioppo 1986). However, to incorporate considerable the- 
orizing and findings that go beyond this basic dichotomy, 
our framework extends the dual-process model in several 
ways. 

First, it delineates contingencies in which people are 
likely to employ a third fundamental processing strategy in 
response to an advertisement, one referred to as an “experi- 
ential processing strategy.’ When this strategy operates, 
judgments are not based on thoughts prompted by message 
content per se but rather on sensations or feelings prompted 
by the very act of processing (Strack 1992). Second, our 
framework moves beyond these mechanisms of judgment 
formation and allows for the possibility that people may en- 
gage in a judgment correction process subsequent to form- 
ing an initial judgment. This correction process may occur 
when people perceive that potentially biasing influences 
may have affected their initial judgments inappropriately 
(Martin and Achee 1992). Third, the framework explains 
when and how a variety of processes proposed by other per- 
suasion theories may come into play, which serves to eluci- 
date the particular processing mechanisms that may mediate 
all approaches to judgment formation or correction. For ex- 
ample, in contrast to dual-process models, which suggest 
that judgments depend on message elaboration that varies 
only in magnitude, our framework incorporates judgment 
consequences that can follow from variation in both elabo- 
ration type (Hunt and Einstein 1981) and the degree of com- 
parability between the amount of cognitive resources that 
are supplied and the amount required for message elabora- 
tion (Anand and Sternthal 1989). 

In summary, our framework differs from the dual- 
process model by suggesting that people can use any of 
three different strategies for forming judgments and that 
they may engage in a process of judgment correction. More- 
over, as we describe next, each of these strategies or 
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processes possesses unique antecedents, mediating mecha- 
nisms, and consequences. 


Unique Antecedents 


Consistent with many theories of persuasion, our framework 
posits that the antecedent for which of the three persuasion 
strategies is adopted is the level of cognitive resources that 
message recipients devote to processing the advertisement 
and rendering judgments (Chaiken, Liberman, and Eagly 
1989; MacInnis and Jaworski 1989; Petty and Cacioppo 
1986). This level of resources can be influenced by assorted 
recipient (e.g., expertise, personal relevance of issue), mes- 
sage (e.g., complexity), and situational (e.g., time con- 
straints) variables. More specifically, our framework sug- 
gests that when the level of mental resources a message 
recipient allocates to message processing is substantial, 
moderate, or minimal, judgment formation proceeds 
through a systematic, heuristic, or experiential strategy, re- 
spectively. Moreover, attempts at judgment correction are 
likely to occur only when substantial resources are available 
during the correction stage (Marin, Seta, and Crelia 1990). 


Unique Mediating Mechanisms 


The proposed framework holds that different types of in- 
formation provide the material on which ad recipients elab- 
orate, depending on the processing strategy they adopt. In 
the case of a systematic strategy, judgments are mediated 
by the extent to which message recipients can identify and 
elaborate on the strong message claims. Presumably, these 
claims suggest that the advertised product or position offers 
unique benefits (Petty and Cacioppo 1986). Provided that 
message recipients engage in this sort of elaboration and re- 
gard the unique features favorably, judgments are likely to 
be favorable. 

In contrast, when a heuristic strategy is employed, the 
mediating mechanism entails invoking a simple judgment 
rule that generally is prompted by some salient or otherwise 
readily accessible message or contextual cue (Chaiken, 
Liberman, and Eagly 1989). For example, this cue might be 
an exceptionally large display of a product’s price in an ad- 
vertisement or perhaps the small number of supporting 
claims an advertisement provides for a product. In the first 
case, the enlarged price cue could prompt favorable judg- 
ments if the rule that is invoked indicates that the oversized 
price display must mean that the product is being offered at 
a greatly reduced price, making it a good buy (Inman, 
McAlister, and Hoyer 1990). In the latter case, relatively un- 
favorable judgments would ensue if people employ the intu- 
itive logic that few supporting claims for the product must 
mean that the product is inferior (Alba and Marmorstein 
1987). 

When an experiential strategy is used, the process that 
mediates judgments involves not message cues per se but 
the elicitation and interpretation of sensations or autonomic 
responses that emerge from the very process of processing 
(Strack 1992). Such a sensation might be a feeling of famil- 
iarity that could be generated by highly fluent or smooth 
processing of an advertising message. Yet, given the dearth 
of cognitive resources people expend when they use this 


strategy, these serendipitous sensations might be construed 
as being caused by factors that bear implications for peo- 
ple’s judgments. 

Finally, the mediating process that ensues if judgment 
correction actually is attempted involves several steps. The 
message recipient must identify a source that may have bi- 
ased his or her initial judgment inappropriately (e.g., the 
self-serving goals of the source of the information), identify 
a logic that suggests the likely size of the bias and direction 
in which it occurred (e.g., a schema about the "schemer"; 
Friestad and Wright 1995), and, provided that available cog- 
nitive resources allow it, attempt to partial out of the initial 
assessment the influence of the biasing agent (Martin, Seta, 
and Crelia 1990). If failure occurs at any of these steps or 
adequate resources are lacking, the person’s initial judgment 
remains. 


Unique Consequences 


The judgments that result from the use of each strategy are 
believed to be different in certain respects. For example, 
judgments that are arrived at following the use of the sys- 
tematic, heuristic, and experiential strategies are likely to be 
held with decreasing levels of certainty regarding their ac- 
curacy (Eagly and Chaiken 1993*). Furthermore, judgments 
that have undergone correction, so that all inappropriate in- 
fluences presumably have been removed from them, should 
differ in favorableness from those rendered initially (Petty 
and Wegener 1993). And though we are aware of no empir- 
ical research that has assessed the possibility, it seems plau- 
sible that judgments that have been subjected to all steps of 
the correction process could be held with heightened cer- 
tainty because message recipients have devoted more effort 
to producing them and/or believe that they have been ap- 
propriately adjusted. 

Next, before developing and discussing our framework 
in more detail, we turn our attention to some major theories 
of persuasion. Specifically, we focus on those that inform 
the framework. 


An Examination of the Major 
Persuasion Theories 


The Cognitive-Response Model of Persuasion 


Whereas previous learning and belief-based theories of per- 
suasion embraced the notion that persuasion depends on the 
extent to which message recipients learn, form beliefs about, 
and retain the ideas conveyed in a message (Fishbein and 
Azjen 1975*; Hovland, Janis, and Kelly 1953*), the 
information-processing perspective spawned a theory that 
rejected this view. In contrast, a theory called the cognitive- 
response model holds that persuasion is a function of peo- 
ple's reflections on and cognitive responses about the con- 
tent of a message (Greenwald 1968*; Wright 1980). 
Cognitive responses are defined as any thoughts that arise 
during the process of elaboration when people relate mes- 
sage material to other message content or to their preexist- 
ing knowledge and views stored in memory. Accordingly, 
this model suggests that persuasion reflects the net favor- 


ableness of the cognitive responses that people evoke as 
they elaborate on a message. 

This conceptualization of persuasion as evolving from 
people's cognitive responses has been reasonably supported 
by data (Chattopadhyay and Alba 1988*; Keller 1987; 
Keller and Aaker 1992; Mick 1992*), and it significantly ad- 
vances our understanding of the fundamental process that 
may mediate persuasion. Yet this theory is silent about many 
issues, such as why people sometimes are persuaded, even 
though evidence suggests that they did not elaborate on any 
relevant message content. 


Dual-Process Models of Persuasion 


The preceding observation prompted speculation that there 
might be multiple mechanisms by which persuasion occurs. 
This thesis led to several similar theories (e.g., Batra and 
Ray 1986*; Burnkrant and Sawyer 1983; Fazio 1990; 
MacInnis and Jaworski 1990*), but dual-process theories 
such as the Elaboration Likelihood Model (ELM; Petty and 
Cacioppo 1981*, 1986; also see Chaiken 1980*; Eagly and 
Chaiken 1993*) have been most widely embraced. Dual- 
process theories posit the existence of a systematic or cen- 
tral route to persuasion, as well as a heuristic or peripheral 
route. The systematic route presumably produces more en- 
during judgments that are based on extensive and critical 
elaboration of message claims, whereas the heuristic route 
results in relatively ephemeral judgments that are grounded 
in simple and intuitive inferences that emerge from expo- 
sure to readily processed cues and involve scant elaboration. 
Furthermore, which of these two routes ensues and mediates 
persuasion in a given case is posited to depend on any num- 
ber of factors that influence the amount of cognitive re- 
sources that a person devotes to thoughtful, elaborative pro- 
cessing of a message (e.g., message relevance, prior 
knowledge, available time). 

The ELM and its variants are powerful theories that con- 
tinue to have a profound influence on our views about per- 
suasion (Kahle and Homer 1985*; Pham 1996*, 1998; 
Shavitt et al. 1994*). Nonetheless, these dual-process theo- 
ries are not without limitations. For example, they focus 
quite exclusively on factors that affect the supply of cogni- 
tive resources that are adequate for thoughtful message 
analysis. Yet logically, whether this supply of resources is 
truly adequate for deliberative message processing would 
also seem to depend on the resource demands imposed by 
the message (e.g., its complexity). This suggests that а bet- 
ter understanding of persuasion may require consideration 
of both the supply of and demand for resources that operate 
in a given situation. 


Resource-Matching Theory 


The proposition that understanding persuasion requires con- 
sideration of both the supply of cognitive resources that a 
person devotes to message processing and the demand for 
resources that a message effectively requires if it is to be 
processed thoroughly serves as the foundation for resource- 
matching theory (Anand and Sternthal 1989). This theory 
posits that persuasion is a function of the commensurability 
between the supply of and demand for cognitive resources, 
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with greater persuasion emerging if the levels of cognitive 
resources are comparable. 

The logic that underlies this thesis is that most messages, 
particularly commercial ones, are designed to be persuasive 
and therefore contain materials that support the advocacy in 
a compelling manner. Therefore, allocating a level of re- 
sources that meets and neither falls short of nor exceeds the 
level required for adequate apprehension and scrutiny of the 
message should produce favorable judgments. If the cogni- 
tive resources a person devotes to message processing is less 
than what the message requires, persuasion is likely to be 
impoverished because either the compelling message mate- 
rial cannot be processed in its entirety or the message is like- 
ly to be processed superficially. Or, if the resources a person 
devotes to processing exceed the level that the message ef- 
fectively requires, message recipients may generate many 
advocacy-consistent thoughts, but they also are likely to de- 
vote their excess resources to producing thoughts that may 
question the message assertions or to producing idiosyncrat- 
ic, advocacy-irrelevant thoughts that tend to be less favor- 
able compared with those prompted by the message (Keller 
and Block 1997*; Meyers-Levy and Peracchio 1995; Olsen 
1997*). 

Although not recognized at the time it was formulated, 
resource-matching theory appears to be applicable only in 
conditions that prompt resource-intensive, systematic mes- 
sage processing (Meyers-Levy and Peracchio 1995). This 
follows because when more lax, heuristic processing occurs, 
the resource demands required for thorough message pro- 
cessing are immaterial because, by definition, message re- 
cipients are unlikely to engage in extensive message pro- 
cessing but instead process only a subset of the message 
cues that imposes low resource requirements. Thus, though 
resource-matching theory addresses a notable oversight of 
dual-process theories such as the ELM by recognizing that 
the resource demands imposed by a message also play a role 
in persuasion, the theory is valid only in systematic process- 
ing conditions. Furthermore, it is silent about other ques- 
tions that surround dual-process theories, including the issue 
of how systematic processors distinguish between strong 
and weak message claims and what leads to the perception 
that such claims are strong and well-supported rather than 
weak. 


The Influence of Alternative Types of Elaboration 
on Persuasion 


Insight into the preceding questions is offered by another 
theory, which posits that people’s elaboration during mes- 
sage processing can consist of two types (Hunt and Einstein 
1981). The first type of elaboration, item-specific, focuses on 
the particulars of specific features presented in a message 
and clearly connects these features with the advertised brand, 
product, or context. For example, on viewing an advertise- 
ment for an athletic shoe that touts the shoe’s foot- 
cushioning air chamber, an ad recipient who engages in item- 
specific elaboration might generate thoughts about the air 
chamber and that this particular brand possesses this feature. 

A second type of elaboration, known as relational, en- 
tails focusing on similarities that may help categorize or oth- 
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erwise connect individual concepts (e.g., similar brands) or 
pieces of information. Returning to the athletic shoe adver- 
tisement, relational elaboration might consist of thoughts 
that categorize the product as a basketball shoe, reflecting a 
relational inference that connects the shoe’s athletic appear- 
ance with, say, a National Basketball Association logo dis- 
played in the advertisement and perhaps with the presumed 
injury-prevention benefit that the air chamber might afford 
basketball players. 

The distinction between these two types of elaboration is 
important because each contributes differentially to alterna- 
tive forms of memory (e.g., recall versus recognition; 
Meyers-Levy 1991; Tavassoli 1998) and, of more relevance 
here, to judgment formation or persuasion (Malaviya, 
Kisielius, and Sternthal 1996). Specifically, it appears that 
only if people engage in ample levels of both types of elab- 
oration will they be able to infer with reasonable certitude 
whether a product’s presumably favorable features are truly 
unique to it (Dhar and Sherman 1996*). 

To clarify, item-specific elaboration enables people to 
represent the specific features possessed by a target product 
(e.g., the target shoe contains an air chamber), which, in 
commercial messages, are generally chosen because they 
are likely to be regarded positively. However, strong infer- 
ences about the uniqueness of these feature should be possi- 
ble only when relational elaboration also occurs, because 
this enables people to relate and compare the specific fea- 
tures with those typically possessed by members of the same 
product category. Thus, in the case of the athletic shoe, an ad 
recipient might compare the target brand’s (item-)specific 
air chamber to the features believed to be typical of most 
basketball shoes—knowledge prompted by the relational in- 
ference that the target brand is a member of the basketball 
shoe category. From this comparison, the ad recipient might 
infer with reasonable certainty that the target brand’s air 
chamber and the benefit it presumably offers are novel and 
distinguish the brand from the competition. As such, the ad 
recipient may judge the brand favorably. 

This theory and 115 recognition of qualitative differ- 
ences in the types of elaboration people may generate clar- 
ifies the process of persuasion (West, Brown, and Hoch 
1996*) and provides important insight into how people 
may construe claims as being relatively strong or weak. 
Nonetheless, the theory maintains a prevailing yet increas- 
ingly questionable assumption: that persuasion evolves ex- 
clusively from people’s cognitions about the content or 
components of a message. 


Experiential Bases of Persuasion 


Fairly recent theory has emerged that points to a third gen- 
eral mechanism for determining judgments. Unlike the more 
familiar systematic and heuristic routes to persuasion, which 
suggest that judgments reflect people’s cognitions about 
message content, this theory proposes that judgments may 
be mediated instead by sensations or feelings that are trig- 
gered by the very act of engaging in processing (Strack 
1992; Wanke, Bohner, and Jurkowitsch 1997*). Judgments 
that are based on these sensations may require only the most 
meager level of cognitive resources, as suggested by experi- 


ential processing having been demonstrated most frequently 
in conditions in which cognitive capacity is severely con- 
strained (e.g., subliminal or extremely brief stimulus expo- 
sure, divided attention). When people employ an experien- 
tial processing strategy, assorted process-generated feelings, 
such as a sensation of heightened (reduced) familiarity in- 
duced by enhanced (degraded) access to perceptual data (Ja- 
coby et al. 1989; Witherspoon and Allan 1985*), have been 
shown to influence judgments. This suggests that other well- 
documented phenomena, including the truth, mere expo- 
sure, and false-fame effects, also may be examples of expe- 
rientially derived judgments, because each appears to 
involve variation in the perceived familiarity of stimuli (e.g., 
Hawkins and Hoch 1992; Jacoby et al. 1989; Law, Hawkins, 
and Craik 1998*; Seamon et al. 1995*; Zajonc 1968). 

Other research, however, indicates that the effect of 
process-generated experiential responses on judgments need 
not be limited to severely resource-constrained conditions. 
For example, studies indicate that when people engage in 
resource-intensive processing, they often experience sensa- 
tions of either contentment or frustration, depending on 
whether they are able to achieve closure over ambiguous or 
conflicting data. These process-generated sensations or ex- 
periences also can affect people’s judgments (Berlyne 
1963*; Garbarino and Edell 1997; Meyers-Levy and Tybout 
1989*; Peracchio and Meyers-Levy 1994*; Peracchio and 
Tybout 1996*; Pham 1998). 

In summary, this theory’s suggestion that there may be 
three rather than two routes to forming judgments signifi- 
cantly alters conventional views about persuasion and sug- 
gests new avenues of inquiry. However, of all the theories 
discussed, this one may be in most need of greater specifi- 
cation and refinement. For example, it remains unclear ex- 
actly how process-generated experience influences judg- 
ment. Some researchers speculate that people simply “read” 
their bodily sensations and use them to derive judgments 
without engaging in inferential activity, whereas others con- 
jecture that such effects are inferential and reflect people’s 
misattributions about the causes of their sensations (Born- 
stein and D’ Agostino 1994*; Mandler, Nakamura, and Van 
Zandt 1987*). 


Accessibility and Diagnosticity as Determinants 
of Judgments 


Although the theories discussed to this point have focused 
on the mediating processes that are believed to underlie 
judgment formation, other research has sought to identify 
what information is likely to inform judgments, irrespective 
of the judgment formation mechanism employed. This work 
suggests that judgments are likely to be influenced by infor- 
mation that is relatively accessible and, therefore, comes to 
mind readily at the time of judgment formation (e.g., Baker 
and Lutz 1988; Kisielius and Sternthal 1986*; Lynch, Mar- 
morstein, and Weigold 1988). In addition, data that are per- 
ceived to be diagnostic or relevant to the issue at hand are 
likely to affect judgments (Baker and Lutz 1988; Lynch, 
Marmorstein, and Weigold 1988). Although these insights 
undoubtedly are useful in anticipating the inputs to judg- 
ments, such theorizing is limited by the lack of specification 


of the factors that determine diagnosticity (Alba, Mar- 
morstein, and Chattopadhyay 1992; Feldman and Lynch 
1988). 


Context Effects and Attitude Correction 


None of the persuasion theories reviewed to this point has 
said much about whether, when formed, judgments are 
subjected to further consideration or possible adjustment 
in an effort to eliminate any biases in the initial judgment 
that may become evident. However, a burgeoning stream 
of research that has examined issues such as the influence 
of the contextual information surrounding messages sug- 
gests that judgment correction processes may take place 
(Gilbert 1991; Martin and Achee 1992; Meyers-Levy and 
Tybout 1997*). This work reveals that contextual and 
other (often irrelevant) data can affect judgments (Alba, 
Marmorstein, and Chattopadhyay 1992; Hsee and Leclerc 
1998*; Schmitt and Zhang 1998; Shapiro, MacInnis, and 
Heckler 1997*). In most cases, this effect is one of as- 
similation, such that the concepts or meanings made more 
accessible by the context are related positively to the 
judgments. 

At the same time, people will undertake to correct these 
context effects on their judgments only if three conditions 
are met. First, the message recipient must become aware 
that the contextual data may have influenced his or her 
views about the persuasive message inappropriately, which 
sometimes occurs because salient features of a judgment 
task or communication context bring the influence to mind 
(Schwarz and Clore 1983). Second, the person must be able 
to identify a "naive theory" that might account for why, how, 
and to what extent the biasing data could have had this ef- 
fect (Petty and Wegener 1993). Third, the message recipient 
must possess and be willing to expend the cognitive re- 
sources required to engage in a correction process (Martin, 
Seta, and Crelia 1990). If any of these conditions are not 
met, the presumably spontaneously occurring assimilation 
effect of context on people's initial judgments remains in- 
tact. Conversely, if such conditions are met, people will at- 
tempt to partial out the inappropriate influence on their ini- 
tial assessments. Yet, because the process of correcting and 
partialling out bias is imperfect and presumably prone to 
overadjustment, a contrast effect may occur, in which case, 
people's updated judgments become fairly extreme and are 
in the opposite direction of the interpretation implied by the 
contextual data (Martin and Achee 1992; Schwarz and Bless 
1992*). Because this correction process is presumed to be 
highly resource-demanding, contrast effects are believed to 
be most likely to occur when many cognitive resources are 
available and used in rendering judgments (Martin, Seta, 
and Crelia 1990). 

This body of theory offers a richer and more adaptive 
view of persuasion, because it suggests that even after they 
are initially formed, people's judgments are highly con- 
structive and malleable, albeit open to biases that can occur 
from the process of correction. Whether people engage in 
judgment correction when processing follows a relatively 
resource-constrained route and what factors may prompt 
such correction remain open questions. In addition, it is un- 
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certain when adjusted judgments are overcorrected rather 
than reflecting an accurate removal of bias. 


An Integrative Framework of 
Advertising Persuasion 


Although the preceding theories offer valuable insights into 
the processes that can influence advertising persuasion, they 
pose a significant challenge: It remains unclear when each 
of the processes we have discussed may operate and how 
these divergent theories can be integrated to gain a more 
unified understanding of persuasion. In this section, we pro- 
pose an integrative framework that addresses these issues. 
This framework, which is depicted in Figure 1, represents 
not so much a new theory but rather an organizational 
scheme that orders the many competing theories into a co- 
herent, contingency-based view of persuasion. 

Although our framework is somewhat similar to one 
proposed by MacInnis and Jaworski (1989), their frame- 
work consists of six alternative processing strategies. More- 
over, some of their strategies appear to reflect similar or 
common fundamental mechanisms, as well as shared an- 
tecedents and outcomes. In addition, MacInnis and Jawors- 
ki’s framework does not provide any contingency for judg- 
ment correction or incorporate the many competing theories 
that our framework does. Consequently, the integrative 
framework that we develop appears to provide a more par- 
simonious and comprehensive account of our current under- 
standing of advertising persuasion than do others that pre- 
date it. 

The remainder of the material in this section discusses 
our framework in some detail. This discussion of the 
framework is organized around the two fundamental stages 
in the persuasion process: judgment formation and judg- 
ment correction. 


Judgment Formation 


In general, for judgments and any sort of persuasion to oc- 
cur, message recipients must engage in some sort of mental 
operations upon exposure to a persuasive message (Petty 
and Cacioppo 1986; Strack 1992). Using extant literature as 
a basis, we suggest that the particular mental operation or 
processing strategy that a message recipient adopts depends 
on the amount of resources that he or she is willing and/or 
able to devote to message processing. The allocation of re- 
sources is determined by characteristics of the message re- 
cipient (e.g., his or her message involvement, expertise, 
need for cognition), the advertising message (e.g., its com- 
plexity, inclusion of pictures, use of music), and the context 
in which the message is received (e.g., the programming, 
editorial, and advertising context; Forgas 1995; Petty and 
Cacioppo 1986). Overall, any of three processing strategies 
can be employed. As dual-process theory maintains, a sys- 
tematic strategy is used when the level of resources de- 
ployed is substantial, and a heuristic strategy is employed 
when it is moderate. In addition, we suggest that a third 
strategy, ехрепепца! processing, will be employed when a 
meager level of resources is devoted to message processing 
and judgment formation. Moreover, as the amount of re- 
sources allocated to processing increases, the processor 
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should place a premium on the accuracy of the judgments 
that are formed (Payne, Bettman, and Johnson 1993). 

Regardless of the strategy that mediates judgment for- 
mation, two factors are assumed to affect which data are 
used for forming judgments. Information that is used for 
judgments will tend to be more accessible and perceived to 
be more diagnostic or relevant to the issue at hand compared 
with alternative data (Baker and Lutz 1988; Lynch, Mar- 
morstein, and Weigold 1988). Yet the degree to which infor- 
mation is accessible and the criteria people use for assessing 
diagnosticity are likely to be influenced by the processing 
strategy they use. As people adopt a more resource-intensive 
processing strategy, their access to information that is less 
salient and requires greater resources to process will in- 
crease. Furthermore, because people place less priority on 
judgment accuracy when they invoke less resource- 
intensive strategies, the criteria used for determining the di- 
agnosticity of information should become more lax. 

In the three sections that follow, we delineate three judg- 
ment formation strategies and describe the processes that are 
believed to mediate each strategy. At the same time, we pro- 
pose that, consistent with certain dual-process theories 
(Eagly and Chaiken 1993*), when the resources allocated to 
processing can support a more resource-intensive strategy, 
the mediating processes associated with less resource- 
intensive strategies can operate concurrently with those 
evoked by the more resource-intensive strategy. 


The systematic processing strategy. Message recipients 
are likely to adopt a systematic processing strategy if they 
place a premium on forming accurate views, are motivated 
and able, and have ample opportunity to process messages 
extensively and critically. In such cases, the cognitive re- 
sources people devote to processing the message content are 
sizable, and message persuasiveness is believed to be influ- 
enced by the perceived strength and diagnosticity of the 
message information. Such strength and diagnosticity may 
be determined by the extent to which message recipients 
identify unique benefits of the object or issue in question. 

We further suggest that message recipients may identify 
these unique benefits only if they engage in ample amounts 
of both item-specific and relational elaboration of the mes- 
sage (Malaviya, Kisielius, and Sternthal 1996). Item- 
specific elaboration of the individual message claims is nec- 
essary if the content of the claims that pertain to particular 
product attributes is to be represented richly in memory and 
associated with the product being advertised. Yet to decide 
whether certain item-specific attributes are truly unique, the 
recipient also needs an appropriate basis for comparison. 
Relational elaboration can provide this information, because 
it may entail identifying data about other same-category 
products and their values оп (i.e., potential possession of) 
the relevant attributes. Thus, a comparison of these two 
types of information, engendered by item-specific and rela- 
tional elaboration, can enable message recipients to deter- 
mine how truly unique and personally valuable the purport- 
ed product benefits are. 

To clarify these processes, imagine an advertisement for 
a 35 millimeter (mm) camera that discusses several positive 
but common features, as well as one feature that truly dis- 
tinguishes the camera from others in its category. Let us 
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suppose that this latter feature, which pertains to the ex- 
tremely wide span afforded by the camera’s lens, is touted in 
the headline, and to enhance consumers’ appreciation of this 
lens, the advertisement also displays two pictures. Both are 
photographs taken of the same scene, but the one claimed to 
have been taken by the target camera captures a markedly 
greater portion of a beautiful panoramic vista. The content 
of the advertisement’s headline, together with the demon- 
strably wider frame captured by the target camera, are like- 
ly to prompt viewers to engage in item-specific elaboration 
about the lens and the wide-frame photos that it enables the 
target camera to take. Moreover, the juxtaposition of the two 
contrasting photographs is likely to prompt relational elabo- 
ration about the features possessed by other 35 mm cameras, 
in particular, the frame width that these competing products 
generally capture. Together, such item-specific and relation- 
al elaboration are likely to lead ad recipients to infer that the 
target camera provides wider frame shots than do similar 
cameras and, thereby, cause these recipients to perceive the 
advertisement as making strong, potentially diagnostic 
claims. To the extent ad recipients value this feature in a 
camera, they are likely to judge the target camera favorably. 

At the same time, whether this outcome occurs depends 
critically on a second factor, namely, the magnitude of item- 
specific and relational elaboration that the ad recipient gen- 
erates. The preceding outcome should occur only if ample 
amounts of both of these types of elaboration occur, which 
is probable if the overall level of cognitive resources that the 
ad recipient devotes to ad processing is comparable to the 
level that the advertisement effectively requires for it to be 
processed thoroughly. 

Suppose that the material about the camera’s lens is 
buried amid a list of many other camera features, and the two 
contrasting photographs are both small in size and surround- 
ed by lengthy and technical advertising copy. Here, the re- 
sources needed to engage in sufficient item-specific and re- 
lational elaboration about the advertisement might exceed 
the level of resources that even a systematic message proces- 
sor could devote to ad processing. In this case, impoverished 
levels of either or both types of elaboration would likely en- 
sue, which could reduce the perceived strength of the adver- 
tisement’s claims by preventing ad recipients from drawing 
an inference about the uniqueness of the target camera’s lens. 
Conversely, if the advertisement consisted of only a simple 
headline that touted the lens, with the two photos placed di- 
rectly below it, the level of cognitive resources needed to 
process this extremely simple advertisement might be ex- 
ceeded greatly by the level that ad recipients expend. In this 
event, though ad recipients could form the inference that the 
claim about the target camera’s lens is unique, the impact of 
this inference on judgments might be overshadowed by po- 
tentially less favorable thoughts and inferences that ad recip- 
ients could produce as they expended their excess resources 
engaging in idiosyncratic elaboration. In either of these cas- 
es, viewers’ judgments would be less favorable than they 
would be had the resources devoted to message elaboration 
matched those that were required for its thorough, but not ex- 
cessive, processing. 

In summary, the proposed framework posits that mes- 
sage recipients will adopt a systematic processing strategy 
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when they place a premium on forming accurate assess- 
ments and are willing and able to devote a sizable level of 
resources to message processing. When this occurs, the per- 
suasive impact of a message is likely to be a function of the 
extent to which the levels of both item-specific and rela- 
tional elaboration that occur enable ad recipients to form in- 
ferences about the uniqueness of the product, which elevates 
the perceived strength and diagnosticity of claims presented 
in a message, as well as the extent to which the amount of 
resources devoted to ad processing is commensurate with 
the amount required to appreciate the ad content fully. 


The heuristic processing strategy. In other cases, ad re- 
cipients may not be willing or have the ability to process a 
communication and its implications extensively. Here, peo- 
ple might be interested in producing a judgment that only 
suffices, that is, one that is reasonable but may not be the 
most accurate or held with full certainty. In such cases, ad 
recipients devote a rather moderate level of cognitive re- 
sources to processing message information and thereby in- 
voke a heuristic processing strategy (Chaiken, Liberman, 
and Eagly 1989; Petty and Cacioppo 1986). 

When a heuristic strategy is employed, ad recipients 
tend to process messages selectively, such that the resources 
they expend during processing generally correspond to 
those needed to process the more easily apprehended (e.g., 
salient) message or contextual cues (Meyers-Levy and Per- 
acchio 1995). From these cues, ad recipients generate sim- 
ple inferences, which represent deductions or generalized 
rules of thumb that have been derived from prior experi- 
ences. The affective implications of these heuristic infer- 
ences then are used as a convenient basis of judgment (Fiske 
and Neuberg 1990). Thus, the favorableness of people's 
judgments reflects the favorableness of the heuristic infer- 
ence that they happen to generate. 

To exemplify this process, let us return to our advertise- 
ment for the target camera. Suppose that the camera has a 
Japanese brand name that appears prominently in the adver- 
tisement's headline, where it is displayed in an unusual type- 
face that represents the brand's trademark. The ad recipient 
who uses a resource-frugal heuristic strategy might simply 
note the Japanese brand name displayed at the top of the ad- 
vertisement and derive the simple inference that the camera 
must be made in Japan and feature the generally reliable 
technology characteristic of most other Japanese products 
(Maheswaran 1994). Given the favorable associations tied 
to this inference, the ad recipient is likely to produce a 
judgment of the target camera that is favorable but held with 
limited certainty. 

It is noteworthy that, though the heuristic inference pro- 
duced in the preceding example appears to reflect relational 
elaboration, because the ad recipient's judgment involves 
relating the camera to the category of goods made in Japan, 
other ad recipients who adopt a heuristic processing strate- 
gy may attend to the same brand name cue but generate a 
heuristic inference and judgment that reflect largely item- 
specific elaboration. This might occur, for example, if the ad 
recipient simply likes the artistry of the brand's trademarked 
unusual typeface and, from this, draws a favorable inference 
about the brand (Schumann, Petty, and Clemons 1990). 


This distinction in the types of elaboration that may ип- 
derlie the heuristics people employ is potentially important, 
because certain consequences may follow. Specifically, un- 
like heuristic judgments that are grounded in relational elab- 
oration and require forging connections between disparate 
items, those prompted by item-specific elaboration seem- 
ingly involve a more direct process (e.g., Zajonc 1968) that 
entails less complex reasoning and uses somewhat fewer 
cognitive resources. This would imply that heuristic re- 
sponses derived from item-specific elaboration may be pro- 
duced faster than those mediated by relational elaboration 
(Gronlund and Ratcliff 1989*). Furthermore, in contrast to 
heuristic judgments mediated by relational elaboration that 
reflect affective inferences about the general tendencies of a 
class of items (e.g., Japanese-made products), those based 
on item-specific elaboration reflect affective inferences 
about a specific item. Inferences of the latter sort are likely 
to be more idiosyncratic, which implies that heuristic judg- 
ments derived from item-specific elaboration may be more 
variable and extreme in their favorableness (Fiske and Neu- 
berg 1990; Linville 1982*). 

In conclusion, we suggest that people adopt a heuristic 
processing strategy when they are willing or able to expend 
only a moderate level of resources for processing data and 
they strive to form views that are more efficient than accu- 
rate. In such cases, judgments tend to be based on the fa- 
vorableness of convenient relational or item-specific heuris- 
tic inferences drawn from easily processed message 
information or contextual cues. Furthermore, we speculate 
that the type of inference underlying such judgments (1.е., 
relational or item-specific) may influence the speed of form- 
ing, the extremity, and the variability of such judgments. 


The experiential processing strategy. In perhaps the ma- 
jority of processing conditions, the amount of cognitive re- 
sources that people are willing or able to devote to process- 
ing is so meager that only the most fleeting and scant 
message processing occurs. This may be because the mes- 
sage is regarded as too trivial to warrant even a modicum of 
resources or the exposure is so brief or degraded that its pres- 
ence may go virtually unnoticed (e.g., banner advertisements 
on the Internet, barely audible radio advertisements). In such 
cases, the resources people expend on processing are so min- 
imal that they may be unable to attend to any substantive or 
even superficial content of the message, as they would if a 
heuristic strategy were employed. Rather, people are likely 
to attend to serendipitous sensations or feelings that might be 
generated from the process of processing the advertisement. 
These might include a vague sensation of familiarity caused 
by prior exposure to an item (Hawkins and Hoch 1992; Ja- 
coby et al. 1989) or a sensation of competence generated by 
the apparent ease with which obviously degraded items are 
noticed (Witherspoon and Allan 1985*). Regardless of their 
true cause, such feelings may serve as a basis for judgment 
if they are misattributed or assigned to the target object 
(Bornstein and D’ Agostino 1994*) or some attribute of the 
object (Mandler, Nakamura, and Van Zandt 1987%). 

To exemplify this process, consider again the camera ad- 
vertisement discussed previously. Imagine that this adver- 
tisement is placed on the back cover of a magazine. More- 
over, a few pages before this target advertisement, suppose 


that the ad recipient observed an advertisement for another 
product produced by the same manufacturer and that this 
other advertisement also displayed the same unusual trade- 
marked typeface used in the target advertisement. The ad re- 
cipient who glances at the typeface in this preceding adver- 
tisement and then attends, ever so briefly, to it again in the 
subsequent target advertisement might experience a sensa- 
tion of familiarity on exposure to the target camera adver- 
tisement. In turn, the mildly positive feelings that may be as- 
sociated with this sensation (Mandler 1982*) might be 
either assigned automatically to the target camera or misin- 
terpreted by the ad recipient as reflecting his or her impres- 
sion of the camera. In either case, the ad recipient should 
produce a relatively favorable judgment of the camera; this 
judgment reflects the operation of the experiential process- 
ing strategy. 

Although the use of an experiential strategy on judg- 
ments may be imagined most easily when people employ 
extremely meager resources at the time of processing, this 
mechanism also can potentially influence people's judg- 
ments in more resource-intensive conditions (Meyers-Levy 
and Tybout 1989*). This is because, as we noted previously, 
mechanisms for forming judgments in more resource- 
constrained conditions may co-occur with more effortful 
processes invoked in resource-intensive conditions. To illus- 
trate, suppose that in our preceding example of how camera 
judgments were formed using a systematic processing strat- 
egy, the resources needed to process the advertising message 
exceeded the level that the ad recipient could allocate, and 
this caused the ad recipient to feel a sense of frustration 
about the inefficient message processing. The negative feel- 
ings spawned by such concurrent experiential processing 
could cause the ad recipient's otherwise relatively favorable 
judgments to be somewhat deflated. 

In conclusion, though ad recipients are likely to invoke 
an experiential processing strategy when a minimal level of 
resources is devoted to processing, experiential processing 
can occur and sometimes influence judgments in more 
resource-intensive conditions. To the extent that this pro- 
cessing strategy occurs, judgments can be influenced by the 
autonomic sensations that people experience from the 
process of their message processing. 


Judgment Correction 


After people are exposed to a communication and form an ini- 
tial judgment, a second stage of the persuasion process is ini- 
tiated. It ensues regardless of the strategy used for forming 
judgments. As suggested in Figure 1, this stage determines 
whether people will attempt to correct their initial assessments 
for biases that they perceive may have influenced their previ- 
ous views. People generally are inclined to correct their judg- 
ments because they prefer to hold views that are reasonably 
accurate and free from bias (Petty and Wegener 1993), which 
may be caused by irrelevant (e.g., contextual) data, inappro- 
priate inferences (e.g., inaccurate deductions derived from 
heuristics), or having overlooked crucial factors (e.g., the true 
cause of their sensations). In most cases, the influence of the 
biasing source on judgments is believed to be assimilation, 
whereby judgments assume a value that is related positively 
to the implications of this source (Martin and Achee 1992). 


Consumers’ Processing / 53 


At the same time, people will not always attempt to сог- 
rect their initial judgments. Rather, they will do so only if 
certain conditions are met. The ad recipient must recognize 
the presence of a potential biasing source and identify a 
naive theory that specifies the nature of the assumed influ- 
ence. That is, the person must have some intuition about 
why, how, and to what extent the biasing data might have in- 
fluenced his or her judgment (Petty and Wegener 1993). 
Furthermore, the ad recipient must possess ample cognitive 
resources to carry out not only the preceding steps, but also 
those involved in the actual correction process (Martin, Se- 
ta, and Crelia 1990). The resources needed to engage in the 
latter process tend to be substantial, because the person must 
bring to mind a representation of his or her initial assess- 
ment and then partial out only the portion of it that is be- 
lieved to constitute the bias. If a person’s cognitive re- 
sources are inadequate for performing any of the preceding 
tasks, the initial judgment is retained. Even when judgment 
correction is attempted, there is no guarantee that it will re- 
sult in more accurate or valid judgments. Sometimes adjust- 
ments will be inadequate, whereas in other cases, people 
will overcompensate for biasing influences. In these latter 
cases, people’s judgments will exhibit a contrast effect, such 
that the net favorableness of their corrected judgments as- 
sumes a value that is opposite the direction of their initial as- 
sessment (Herr 1989*; Meyers-Levy and Sternthal 1993*). 

To clarify this judgment correction process and illustrate 
how an advertiser might attempt to influence it, consider the 
following example: As we discussed previously, assume that 
an advertisement for a target camera appears on the back 
cover of a magazine and that an ad recipient who encounters 
It processes it systematically. Despite the advertisement’s 
ostensibly strong claims, however, the ad recipient’s initial 
assessment of the camera is not particularly favorable. This 
occurs because this recipient immediately recognizes that 
the camera manufacturer lacks any experience in producing 
photographic equipment, and this realization causes him or 
her to be skeptical about the camera’s quality. Now suppose 
that, anticipating this issue, the manufacturer actually places 
advertisements for several of the company’s other well- 
regarded products in the magazine. The logic underlying 
this ad placement is that, despite such immediate skepti- 
cism, for ad recipients who are prone to engage in substan- 
tial thought about the new camera, the other advertisements 
might heighten ad recipients’ access to thoughts about the 
manufacturer’s ability to produce high-quality goods. Ideal- 
ly, this would prompt ad recipients to realize that their ini- 
tial judgment of the target camera could be erroneous. 
Moreover, assuming that these other advertisements height- 
en awareness of a bias and that all other criteria for judg- 
ment correction are met, the ad recipient may be prompted 
to adjust his or her initial judgment, such that it becomes 
more favorable. If overadjustment for the bias occurs, the ad 
recipient’s corrected camera judgment may display a con- 
trast effect, rendering it particularly favorable. 

Many questions about judgment correction still must be 
resolved. In the next section, we discuss some questions 
about the judgment correction process and the alternative 
judgment formation strategies, focusing on those that seem 
to most warrant research attention. 
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Issues Requiring Further Inquiry 


Although the proposed framework fosters progress by syn- 
thesizing and integrating our current knowledge about the 
persuasion process, many questions remain. Here, we iden- 
tify several of these questions but focus in particular on ar- 
eas that appear to be most in need of further research atten- 
tion. These include identifying specific determinants of the 
processing strategy that people are likely to use and clarify- 
ing several key issues pertaining to the use of the experien- 
tial processing strategy and the judgment correction process. 
We organize our discussion in this section in a manner sim- 
ilar to that employed in the previous section. 


Judgment Formation Processes 


Specific determinants of people's processing strategy. 
The proposed framework suggests that the processing strat- 
egy people adopt during judgment formation depends on the 
amount of cognitive resources they devote to message pro- 
cessing, which can be influenced by a variety of factors that 
are associated with the message recipient, content, and/or 
context. Specifying the precise identity of these factors and 
the contingencies that determine the effects of such factors 
on the resources deployed during processing represents a 
critical avenue for further investigation. 

For example, one factor that appears to merit further at- 
tention concerns the influence of a message recipient's 
mood on the processing strategy he or she selects. Although 
much research has indicated that people who are in a posi- 
tive, as opposed to either a neutral or negative, mood tend to 
adopt a less resource-intensive (i.e., heuristic) processing 
strategy (Mackie and Worth 1989*), more recent work sug- 
gests that these people could employ an alternate, more 
resource-intensive strategy if the use of this strategy does 
not jeopardize their presumed desire to maintain a positive 
mood (Wegener, Petty, and Smith 1995*). Findings such as 
these suggest the need to specify more fully the contingen- 
cies that surround the influence of mood, as well as other 
factors that are believed to affect which judgment formation 
strategy people use. 

Another issue in need of inquiry is how ad recipients' 
goals during processing might affect the processing strategy 
they adopt. For example, it seems plausible that, if people 
process several messages with the goal of determining 
which product espoused by the different messages they ac- 
tually prefer, they may initially adopt a heuristic processing 
strategy. This follows because a heuristic strategy is likely to 
enable such people to eliminate some products from their 
consideration set quickly and thereby conserve resources 
that they ultimately might devote to more resource-intensive 
processing of the remaining products. In contrast, people 
who process the same messages with the goal of forming an 
independent assessment of each of the products may be 
prone to adopt a more resource-intensive (i.e., systematic) 
processing strategy because they have no particular desire to 
identify any of the products as relatively unfavorable and, 
thus, as candidates for elimination. 


The systematic processing strategy. Although extensive 
research has examined the persuasion process that operates 
in systematic processing conditions, understanding of this 


process could be refined in several ways. One key issue in- 
volves the intersection between item-specific and relational 
elaboration and resource-matching theory. A key concept in 
our framework is that, in conditions that foster systematic 
processing, people will tend to form highly favorable judg- 
ments, provided they engage in ample or adequate item- 
specific and relational message processing that enables them 
to identify a product’s specific features, compare these fea- 
tures to appropriate referents, and, on the basis of this com- 
parison, identify the actual uniqueness of the product fea- 
tures. Yet it is unclear exactly how people form product 
judgments when the level of cognitive resources they have 
available for message processing falls short of what is need- 
ed to engage in the preceding processes. Will people per- 
form these processes in an abbreviated fashion by assessing 
the apparent uniqueness on only a subset of the most salient 
product features? Or will they use the limited relational 
and/or item-specific elaboration they generate to derive 
heuristic-based judgments of the product (Malaviya, 
Kisielius, and Sternthal 1996)? 

Another unanswered question that pertains to resource 
matching is whether judgments will differ when the cause of 
the mismatch between supplied and required resources can 
be attributed to different sources. In situations in which ad 
recipients recognize that such a mismatch exists, they may 
perceive that the cause of the mismatch is either under their 
own control (e.g., the recipient is unmotivated to expend the 
resources required to process a message fully) or externally 
controlled (e.g., despite the ad recipient’s ample motivation 
to expend the required resources, he or she is unable to 
process the advertisement fully because of its extremely fast 
pace). It seems possible that their judgments may be less fa- 
vorable in the latter case, because ad recipients might resent 
or feel frustrated by their lack of control over processing 
when an external attribution is made. 

Questions also remain about exactly what is meant by 
the hypothesis that an “ample” or “adequate” level of rela- 
tional and item-specific elaboration is needed to assess the 
uniqueness of the products’ features. Does this mean that 
equal amounts of both types of elaboration must occur or, as 
seems more likely, that different amounts of each type of 
elaboration will suffice as long as these amounts are cali- 
brated to the demands of the particular message’s content? 
Furthermore, if the latter option is accurate, how might 
judgments be formed if the level of one type of elaboration 
is adequate but the level of the other type is excessive? 
These and many other issues require better specification. 


The heuristic processing strategy. Although much re- 
search has investigated the persuasion process that operates 
when a heuristic processing strategy is used, it has focused 
primarily on identifying the particular heuristics people use 
in rendering judgments and the factors that influence the use 
of a heuristic processing strategy. We suggest that greater 
progress might be made if the heuristics we know that peo- 
ple use were analyzed more finely and classified in a man- 
ner that potentially sheds light on exactly how they differ 
and when they are likely to be employed. 

To exemplify, in our previous discussion, we proposed 
that the heuristics people employ for judgment formation 
can be classified into those that are derived from either rela- 


tional or ќет-ѕресійс inferences. Classifying heuristics in 
this manner may offer valuable insight into certain charac- 
teristics of the judgments that result from such types of 
heuristics. As we noted previously, compared with heuristics 
derived from relational elaboration, those based on item- 
specific elaboration seem likely to require the use of fewer 
cognitive resources, engender faster judgments, and result in 
more extreme judgments (Gronlund and Ratcliff 1989*). 
Furthermore, if heuristics derived from item-specific elabo- 
ration require the use of fewer cognitive resources, we might 
predict that segments of consumers who have been found to 
deploy their cognitive resources more sparingly (e.g., males 
rather than females; Meyers-Levy and Sternthal 1991*) may 
be more likely to base their judgments on less resource- 
demanding, item-specific inferences rather than relational 
heuristic inferences. Similarly, perhaps advertisements 
placed in media that tend to prompt the use of fewer re- 
sources (e.g., radio as opposed to magazines) foster judg- 
ments that are based on item-specific rather than relational 
heuristic inferences. 


The experiential processing strategy. The notion that 
judgments can be based on fleeting process-generated sen- 
sations or experiences represents an idea that has received 
increased research attention only recently. Therefore, further 
study is required about many issues that pertain to the per- 
suasion process that ensues when such an experiential strat- 
egy is employed. 

One of the most critical issues relates to why such 
experiential-based persuasion should be distinguished from 
persuasion that occurs by the heuristic processing strategy. 
We have suggested that this distinction is warranted because 
these two strategies appear to operate by different mecha- 
nisms and have unique antecedents and consequences. 
Nonetheless, research that directly addresses and clarifies 
these presumed distinctions is greatly needed. 

Along these lines, consider an example that may apply to 
the different consequences of these two judgment formation 
strategies. Compared with people whose judgments are 
based on heuristic inferences drawn from some message 
cue, those whose assessments are based on process- 
generated sensations might be more inclined to pursue judg- 
ment correction. The logic for this hypothesis rests on the in- 
tuition that most people are likely to regard a sensation that 
arises serendipitously from seemingly inconsequential fac- 
tors, such as how the data happened to have been presented 
and thus were processed, as a more unjustifiable basis for 
forming a judgment than a logic-based heuristic (Simonson 
1989*). That is, heuristic inferences should be perceived as 
more "rational" and, therefore, appropriate bases of judg- 
ment because they frequently represent generalizations 
about how, on average, certain factors appear to operate. 

А particularly promising approach that might be taken to 
advance our understanding of persuasion that occurs 
through an experiential processing strategy is to follow up 
on clues offered in the implicit memory literature. Implicit 
memory refers to the unintentional, nonconscious retrieval 
and use of previously acquired information that is manifest- 
ed by people's enhanced performance on certain tasks 
(Roediger 1990*). Although the primary focus of this bur- 
geoning literature is on how implicit prooesses affect mem- 
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ory, implicit processes also seem to affect people’s respons- 
es to many nonmemory tasks (Greenwald and Banaji 1995), 
including judgments (Zajonc 1968). Thus, this body of work 
offers much promise in helping us identify previously un- 
considered autonomic sensations and new measures that tap 
implicit processes, both of which may shed light on the in- 
fluence of experiential, process-generated input on people’s 
judgments. 

Research also is needed that indicates when and how 
process-generated sensations may influence judgments 
when mechanisms associated with the use of more resource- 
intensive processing strategies co-occur. For example, it is 
unclear whether and when the influence of a factor that 
prompts a sensory experience (e.g., repeated exposure to an 
item that prompts a sensation of familiarity) will exert a sig- 
nificant influence on judgment if, say, a heuristic inference 
also is activated by this factor and implies that a different 
judgment should be produced. 

Finally, future inquiry is needed to clarify whether and 
what events might lead a person who initially invokes an ex- 
periential strategy to alter his or her strategy and employ a 
more resource-intensive one (Maheswaran and Chaiken 
1991*). For example, suppose that a person who adopts an 
experiential strategy generates a sensation that he or she be- 
lieves could be attributed either to an exogenous factor that 
is its true cause or to his or her judgment of a product. If 
both attributions appear equally plausible, will this person 
assign the sensation to both potential causes, or will he or 
she discount both of these causes but be motivated by the 
uncertainty associated with this situation to employ a more 
resource-intensive processing strategy? 


Judgment Correction Process 


Inquiry into the judgment correction process is a relatively 
new and highly fertile area of study. Thus, many important 
questions must be addressed. For example, do systematic 
processors, who expend many resources when forming 
their initial judgments, sometimes feel so confident of the 
validity of their judgments that they fail to consider 
whether judgment correction is warranted? What 
marketing-relevant factors can trigger people to perceive 
that their initial judgments are biased and in need of cor- 
rection? Furthermore, how do people form and select naive 
theories that specify the direction of the purported bias in 
their judgments? 

Related to this latter issue, it is unclear what people do 
when they perceive that their judgment may have been bi- 
ased and possess adequate resources to correct these judg- 
ments, yet lack a naive theory that identifies the presumed 
direction of the bias. Will they refrain from correcting their 
judgment, even though they believe it is biased and want to 
produce a reasonably accurate judgment? Likewise, how 
will people respond if they have access to, say, two equally 
plausible naive theories, but these theories imply that judg- 
ment bias occurred in opposing directions (e.g., one implies 
an assimilation effect and the other a contrast effect)? 

Another particularly thorny question concerns when, if 
ever, judgment correction takes place among persons who 
employ either a heuristic or an experiential processing strat- 
egy for judgment formation and who therefore hold judg- 
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ments that may be in most need of correction. These two 
strategies are employed expressly because people’s cogni- 
tive resources are constrained and a sizable level of re- 
sources is needed to perform judgment correction, so it is 
not apparent when such people will attempt to correct their 
judgments. Will correction occur if the correction task is 
simplified, such that fewer resources are required (e.g., the 
biasing agent and its influence on judgment is made obvi- 
ous; Schwarz and Clore 1983)? Or will it occur only if some 
factor causes the initial low to modest allocation of re- 
sources to give way to more substantial resource allocation? 

It is also unclear whether judgments that are subjected to 
8 correction process become transformed qualitatively. Per- 
haps the certainty with which corrected judgments are held, 
how labile they are, or how predictive they are of behavior 
is altered. For example, it may be that judgments that have 
undergone correction, and thus have been subjected to more 
extensive processing, are held with greater certainty, making 
them more enduring and predictive of behavior than those 
that have not been reassessed and adjusted for potential bias. 
Alternatively, such judgments might be held with less cer- 
tainty, be more labile, and be less predictive of behavior be- 
cause people who engage in judgment correction become 
more cognizant and suspicious that other potential extrane- 
ous influences, which they did not detect and thus could not 
adjust for, could have exerted a biasing influence on their 
views. 

Finally, resource-matching theory suggests that people 
whose supply of available resources exceeds the level that 
is required for message processing typically expend and 
possibly deplete their excess resources generating rela- 
tively unfavorable thoughts that tend to be idiosyncratic or 
extraneous to the message. Yet if these excess resources 
are consumed in this manner during the judgment forma- 
tion stage, it remains unclear how sufficient resources ever 
exist to engage in judgment correction. This too must be 
addressed. 


Implications for Advertising 
Strategy 


Beyond advancing our theoretical understanding of persua- 
sion, the proposed framework also can serve as a useful tool 
for practitioners to guide and inform their advertising deci- 
sions. The theories about how advertising and-persuasion op- 
erate that are captured by our framework differ considerably 
from those reflected in the intuitive theories held by many ad- 
vertising practitioners. For example, as Kover's (1995*) ex- 
amination of such implicit theories indicates, many copywrit- 
ers appear to assume that if persuasion is to occur, advertising 
first must break through consumers' presumably vegetative 
media viewing state and media clutter and then deliver a mes- 
sage that target consumers necessarily will respond to active- 
ly and emotionally in a resource-intensive manner. This view 
contrasts considerably with the theory and empirical research 
outlined in our framework, which suggests that persuasion 
frequently occurs through far less resource-intensive heuris- 
tic or experiential processing mechanisms. 

The disparity between theories embraced by academic 
advertising researchers and marketing practitioners in part 


reflects the unfortunate rift that continues to separate these 
two constituencies. We suspect that many copywriters and 
other groups of practitioners may be prone to dismiss the 
proposed framework's implications because the evidence 
supporting the alternative heuristic and experiential process- 
ing strategies, as well as other (e.g., judgment correction) 
mechanisms, was obtained using what are likely to be per- 
ceived as unrealistic academic research methods. These in- 
clude the use of nonrepresentative student subjects, some- 
times crude or unfinished advertising stimuli, and 
advertising presentation procedures that often encourage 
study participants to devote unrealistically high levels of at- 
tention or resources to advertisements (Kover 1995*; Wells 
1993*). 

Although academic research methods undeniably pos- 
sess some limitations, we do not agree that the aforemen- 
tioned aspects of the research methods significantly com- 
promise the validity of the alternative persuasion 
mechanisms described in the framework. Although we ac- 
knowledge that the use of student subjects may impede con- 
cluding how nonstudent consumer segments will respond to 
particular ways of breaking through advertising clutter (e.g., 
presenting an unexpected chain of events versus depicting 
an unfamiliar reality) or the particular means by which ad- 
vertising copy might try to connect emotionally and com- 
municate with consumers (e.g., appealing to the target con- 
sumers’ desire for peer approval versus their desire to 
perceive themselves as sexy), target-specific, execution- 
related issues such as these are not the sort of issues that aca- 
demic research commonly explores. In addition, they are not 
pertinent to the more general issue of whether advertise- 
ments potentially can persuade through heuristic and expe- 
riential mechanisms, for which breaking through to and pre- 
senting communications that truly connect with consumers 
are quite immaterial. Moreover, though academic research 
methods can induce study participants to expend unrealisti- 
cally high levels of resources in processing advertisements, 
this could not have been the case in the studies that support 
the potential use of heuristic and experiential processing 
strategies. Had participants devoted high levels of resources 
to processing, it would have reduced the likelihood of find- 
ing that advertising persuasion occurred through these 
mechanisms, because these mechanisms tend to operate 
when limited resources are devoted to ad processing. 

In summary, we believe that, despite the limitations of 
the research on which our framework is based, several valu- 
able practical implications follow. In this section, we discuss 
some of these implications, focusing in particular on two ad- 
vertising variables: the use of pictures in advertisements and 
media selection. We begin by examining these variables as 
they might be used when, for reasons related to the message 
recipients, content, or context, the targeted consumers are 
expected to employ a systematic, heuristic, or experiential 
processing strategy. 


implications for Systematic Processing 
Conditions 


Using advertising pictures. The theorizing embodied in 
our framework suggests that, in conditions in which con- 
sumers are expected to engage in systematic processing, ad- 


vertising pictures can influence persuasion in at least three 
ways. First, they can supply such viewers, who evaluate ad- 
vertising messages critically, with visual testimony that may 
provide advertising claim substantiation (Edell and Staelin 
1983). Thus, in conditions that should prompt systematic 
processing, it seems advisable for advertisers to employ ad- 
vertising pictures that compellingly support the advertise- 
ment’s content. Second, research suggests that advertising 
pictures can potentially affect the type(s) of elaboration that 
systematic processors evoke (Malaviya, Kisielius, and 
Sternthal 1996). Specifically, pictures that offer detailed im- 
ages of product features can induce item-specific elabora- 
tion, whereas those that portray product usage occasions 
may foster relational elaboration. Therefore, to encourage 
those who are likely to engage in systematic processing to 
draw strong inferences about a product’s unique benefits, 
advertisers should choose pictures that are likely to evoke 
the type of elaboration that complements the sort already 
prompted by other elements of the advertisement or adver- 
tising context. Third, different types of advertising pictures 
can affect persuasion by influencing the cognitive demands 
an advertisement imposes and, thus, the degree to which re- 
source matching is likely to occur. For example, advertise- 
ments that contain full-color pictures as opposed to pictures 
that are in black and white or that use color only for select 
items pertinent to the ad content impose greater demands on 
people's resources (Meyers-Levy and Peracchio 1995). This 
implies that, when targeting people who are expected to 
process data systematically and allocate many resources to 
processing, advertisers might elevate persuasion by employ- 
ing full-color pictures in advertisements that otherwise are 
not very cognitively demanding. However, they should use 
black-and-white or color-highlighted pictures when the ad- 
vertisements possess characteristics that make them fairly 
effortful to process. 


Media selection. The proposed framework also can offer 
guidance in making decisions about the media placement of 
advertisements when the target consumer is likely to employ 
systematic processing. Advertisers must be cautious about 
placing their messages in extremely cluttered advertising 
milieus or ones that contain competing material (Keller 
1991*). Such contexts could subvert advertisers’ efforts to 
promote resource matching, because the cognitive resources 
that viewers might be expected to allocate to a target mes- 
sage could be diverted or otherwise occupied by the contex- 
tual material. At the same time, the framework suggests that 
media decisions can be made strategically. That is, contex- 
tual materials can be selected to effectively prompt a type of 
elaboration that complements the type evoked by material 
within a target message. For example, if an advertisement 
invites relational elaboration, an advertiser might place it in 
a medium that features other advertisements for different 
and diverse product categories, because such a context is 
likely to invite complementary item-specific elaboration 
(Malaviya, Kisielius, and Sternthal 1996). If a target adver- 
tisement invites item-specific elaboration, a medium that 
features other advertisements for same- or related-category 
products might be more advisable, because this context is 
likely to prompt complementary relational elaboration 
(Malaviya, Kisielius, and Sternthal 1996). 
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Implications for Heuristic Processing Conditions 


Using advertising pictures. In conditions that favor the 
use of a heuristic processing strategy, advertising pictures 
can serve as easily processed cues that prompt heuristic in- 
ferences, which can be used to determine ad recipients’ 
judgments. For example, advertising for products that lack 
any particular noteworthy qualities often includes large and 
appealing pictures, because such pictures may stimulate a 
positive heuristic that imparts a favorable aura to the prod- 
uct (e.g., an advertisement for Kool-Aid might consist of a 
colorful photo of a charming child next to a pitcher of the 
drink). Furthermore, certain executional techniques that are 
likely to support a positive image may be put to good use. 
For example, research suggests that, for those people in- 
clined to use heuristic processing, the use of full or partial 
color in advertisements, rather than black and white, may 
promote more positive feelings (Meyers-Levy and Perac- 
chio 1995). Likewise, showing the focal product in an ad- 
vertising picture from an upward-looking angle may prompt 
a heuristic that imparts the product with a sense of power or 
superiority (Meyers-Levy and Peracchio 1992). However, 
when promoting a product that possesses a true selling 
point, it would seem more advisable to employ an advertis- 
ing picture that prompts a heuristic inference about this ad- 
vantage. For example, an advertisement that contains a se- 
ries of advertising pictures that vividly show people using 
the product in different contexts might foster the heuristic 
inference that the product’s versatility renders it superior. 


Media selection. The proposed framework also provides 
implications about the placement of advertisements when 
conditions are likely to promote heuristic processing. It sug- 
gests that, when selecting media, advertisers must attend to 
the quality associated with the medium that is employed and 
the products advertised in that medium. For example, in 
conditions favoring heuristic processing, an ad recipient 
might take note of a watch promoted in a newspaper insert 
for Kmart and, using a heuristic associated with the store 
image, infer that the product is fairly mundane and of mod- 
est quality, whereas a person who views the same watch in 
an insert for Bloomingdale’s could infer that the watch is 
trendy and possesses better-than-average quality. Similarly, 
other decisions regarding media selection may affect a prod- 
uct’s positioning or an advertiser’s efforts to reposition it. 
Car advertisers that wish to reverse the view that their cars 
are mundane and lacking in innovation might find it useful 
to launch an advertising blitz within a single well-chosen 
magazine, because this might prompt the heuristic inference 
that the manufacturer must have changed the car radically, 
thus making it worthy of this high level of advertising 
(Friestad and Wright 1995). 


Implications for Experiential Processing 
Conditions 


Using advertising pictures. Although little research has 
explored applied implications for persuasion in conditions 
that favor the use of the experiential processing strategy, 
several plausible implications can be offered about people’s 
experiential responses to aspects of advertising pictures. For 
example, advertising pictures frequently showcase a target 
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brand’s trademark, and the ease with which this trademark is 
processed might be facilitated if it featured more concrete or 
representational versus abstract art (Caudle 1989*). More- 
over, if such processing of the trademark induces a sensation 
of familiarity with the brand, this person may form a prefer- 
ence for the brand because the familiarity may be attributed 
to the brand’s presumed top-market status. In contrast, sup- 
pose that a novel photographic technique that an advertiser 
uses to picture a brand’s new product feature hinders an ad 
recipient's ability to apprehend this new feature. In this case, 
the processor might interpret his or her hindered apprehen- 
sion of the focal product feature as an indicator of the new 
feature’s limited appeal, thereby lowering the persuasive 
impact of the advertisement (Clore 1992). 


Media selection. Factors associated with both the medi- 
um and the context in which an advertisement is presented 
can similarly affect ad recipients’ ease of ad processing and, 
thus, the degree of advertising persuasion that should occur 
in conditions that favor the use of an experiential processing 
strategy. An appeal that is delivered through telemarketing 
by a speaker with an unusual foreign accent may slow and 
frustrate the ad recipient’s processing of the appeal. If the ad 
recipient assigns these negative sensations to his or her re- 
gard for the advocated good, the persuasive impact of an 
otherwise compelling appeal could be undermined. At the 
same time, placement of a highly visual target advertisement 
within a medium that features many advertisements with 
strong visual appeal may facilitate ad recipients’ processing 
of the target. In turn, this heightened fluidity with which the 
target advertisement is processed might benefit persuasion if 
it is perceived as signifying the target brand’s appeal. 


Implications for Judgment Correction 


Using advertising pictures. Important implications re- 
garding the use of advertising pictures during the judgment 
correction stage follow from the framework. Imagine an ad- 
vertisement for a car that focuses verbally on the car’s ex- 
ceptional safety record and displays a picture of the car in a 
background that depicts either a formidable-looking tank or 
Fort Knox. Which advertisement will produce greater per- 
suasion? The theory incorporated in our framework suggests 
that the answer differs depending on whether conditions 
prompt the target audience to engage in resource-intensive 
processing (Meyers-Levy and Sternthal 1993*). The strong 
safety connotations implied by the pictorial content in both 
advertisements are likely to be assimilated spontaneously 
into all ad recipients’ initial judgments of the car’s safety. 
Moreover, ad recipients expected to expend cognitive re- 
sources frugally are unlikely to attempt to correct their judg- 
ments for this influence because they are likely neither to be 
aware of the bias nor to possess the resources needed for 
correction. The same may be true for persons who are prone 
to engage in relatively effortful processing and who view the 
advertisement displaying the tank, because the tank might 
not be especially noteworthy, given its membership in the 
same general category of transportation vehicles. However, 
judgment correction is likely to occur among relatively ef- 
fortful processors if they view the advertisement that dis- 
plays Fort Knox. This follows because the picture of Fort 


Knox, which belongs to a decidedly different category than 
a car, is likely to heighten ad recipients’ awareness of a po- 
tentially biasing influence on judgments, and these ad recip- 
ients are likely to possess sufficient resources to engage in 
judgment correction (Herr 1989*). Such correction could 
prompt significant judgment deflation, particularly if over- 
correction ensues and results in a contrast effect. 


Media selection. Implications pertaining to judgment 
correction and media issues also follow from the frame- 
work. One issue of debate among advertisers is whether ad- 
vertisements should be aired in programming that is likely 
to prompt negative emotions. Consistent with extant theo- 
rizing, a concern would be that the negative feelings gener- 
ated by the programming would be assimilated sponta- 
neously with the advertisers’ products, leading to relatively 
unfavorable product judgments (Meyers-Levy and Tybout 
1997*). Thus, despite some companies’ desire to support 
programming that relates important, albeit affectively nega- 
tive, issues (e.g., the Holocaust, the plight of runaway teens 
living on the streets), questions exist about the possible neg- 
ative effects of such activities and whether anything can be 
done to limit their impact. 

The proposed framework offers guidance in addressing 
this issue. Operating on the seemingly reasonable premise 
that, barring other influences, audiences attracted by such 
serious, thought-provoking shows may be inclined to en- 
gage in effortful processing and have access to ample re- 
sources for judgment correction, possibilities exist for 
prompting judgment correction by igniting ad recipients’ 
awareness of the inappropriate influence of the negative 
emotions spawned by the programming on their judgments 
of the advertised product. For example, a sponsor of such 
programming might find it advisable to place repeated ad- 
vertisements in the program that blatantly acknowledge the 
negative nature of the material and underscore the compa- 


ny’s dedication (e.g., resources donated) to addressing such 
negative issues or problems (Clore 1992; Schwarz and Clore 
1983). Such advertisements are likely to heighten the recip- 
ients’ awareness of their own negative feelings toward the 
issue. By drawing attention to the negative feelings being 
elicited by the programming, these advertisements make it 
likely that the audience will recognize the potentially bias- 
ing influence of these feelings on their perceptions of the 
company’s products. This could prompt them to engage in 
judgment correction, and possibly overcorrection, which 
could heighten product judgments significantly. 


Conclusion 


The proposed framework and the theory that it incorporates 
underscore the view that persuasion does not rest within an 
advertising message per se but rather depends on the particu- 
lar mental processes that an ad recipient invokes. In this arti- 
cle, we have attempted to identify and elucidate the nature of 
these many mental processes and organize our understanding 
of these processes by appropriately aligning them with the 
use of any of three judgment formation strategies and/or a 
judgment correction process. Furthermore, we have sought to 
clarify when these strategies are likely to occur by presenting 
a contingency-based integrative framework that offers a rich, 
unified, and more coherent understanding of persuasion. Fi- 
nally, we have sought to advance our understanding of per- 
suasion by identifying some of the high priority issues that 
require additional investigation, and we have tried to foster 
appreciation of the framework and its theories as a powerful 
practical tool by illustrating some of the applied implications 
that may be derived from this material. We hope that these ef- 
forts, in particular the integrated perspective we offer of our 
current understanding of persuasion, will spark renewed in- 
terest in this complex yet ever-fascinating area of inquiry. 


el 
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Section lil: How wo 
Markets Function and 


Evolve? 





Robert D. Buzzell 


Market Functions and Market 
Evolution 


the nature, formation, evolution, and functioning of 

markets. Since the earliest days of marketing as a dis- 
tinct field of study, the “market” has been one of its central 
concepts. Most of the pioneers in the field had studied eco- 
nomics, and they relied heavily on concepts drawn from that 
discipline in developing their own framework (Bartels 
1962). In the early years, markets were viewed as “givens,” 
and little if any attention was paid to how they were formed 
or changed over time. Today, it generally is recognized that 
proper definition of a market is a basic foundation for the 
design and modification of marketing strategies, the analy- 
sis of competition, and the evaluation of performance. For 
scholars, a market is a basic unit of analysis and the starting 
point for many kinds of research. 


Т: articles in this section of the special issue deal with 


Defining the Market 


Why is the concept of a “market” so important? Perhaps 
the main reason is that the market is the arena within 
which exchanges take place. Because exchange is the ba- 
sic purpose of the marketing process, it is essential that 
marketing academics and practitioners understand the na- 
ture of markets. 

Competition occurs, for the most part, within markets. 
Economists once characterized a market as the “sphere” 
or “arena” within which price-making forces operate. Not 
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only are prices set within markets, but other forms of 
competition—such as advertising, sales promotion, and 
product quality—also have their primary effects within a 
given marketplace. An implication of this is that market- 
ing managers should focus their attention, at least pri- 
marily, on customer needs and alternative ways of satis- 
fying them within the markets they are attempting to 
serve. 

Although markets have been the subject of much re- 
search in the past, there are still many issues that have not 
been resolved fully. To illustrate, consider the question of 
how a market should be defined. In medieval times, the term 
“market” designated a specific place at which exchanges 
were made, often at predetermined times (Oxford English 
Dictionary 1971). Although markets for most products once 
were narrowly limited in terms of time and place, modern 
means of transportation and communication have made 
many markets global in scope and virtually nonstop in hours 
of operation. For many products, it has been suggested that 
the marketplace has been replaced by a marketspace, in 
which many transactions are carried out electronically (Ray- 
port and Sviokla 1994). 

Whatever its geographic scope, defining a market re- 
quires the specification of which products and/or services 
are to be included. Only when the scope of a market has 
been determined can market shares be calculated or the mar- 
ket’s growth rate estimated. Traditionally, it has been as- 
sumed that products within a market are directly competi- 
tive with one another but only indirectly with offerings that 
fall outside the market’s boundaries. Clearly, this is an over- 
simplification: Competition among alternative ways of sat- 
isfying a customer need is a matter of degree rather than a 
yes/no proposition. Hopefully, future marketing scholars 
and practitioners will devise and use more realistic concepts 
to analyze the functioning and evolution of markets. 
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Overview of the Section 


Although all three articles in this section deal with the na- 
ture and functioning of markets, they use very different ap- 
proaches to the topic. A brief summary of each article is giv- 
en next, along with my comments. 


Sociocognitive Dynamics in a Product Market 


In this article, Rosa and colleages suggest that markets are 
“knowledge structures” that are shared by producers and 
consumers. Initially, these knowledge structures are unsta- 
ble and incomplete, but over time, they stabilize and come 
to be generally accepted. As an example of this phenome- 
non, the authors describe the development of the “minivan” 
product category in the U.S. automobile industry during the 
1980s. They trace the minivan category’s origin and evolu- 
tion by analyzing market stories, including magazine arti- 
cles and reviews of various minivan models published dur- 
ing the relevant time period. According to the authors, these 
stories reflect the gradual emergence of a consensus regard- 
ing the essential features and product membership of the 
minivan category. 

As the authors acknowledge, their case history of a sin- 
gle product category is not enough to demonstrate the gen- 
eral applicability of their approach. Moreover, the minivan 
category is not a full-fledged market; it is part of a broader 
automobile market that includes station wagons, sport utili- 
ty vehicles, and perhaps other types of vehicles. Neverthe- 
less, the article provides some interesting insights into the 
way in which consumer and supplier perceptions about 
products evolve. 

Do producer and consumer knowledge structures evolve 
in similar ways for other kinds of products or services? It 
would be especially useful to explore how perceptions 
change in newer markets. An example might be the evolv- 
ing types of Internet service providers, search engines, and 
online services that have been competing during the 1990s. 
Will a single, dominant product category name with gener- 
ally accepted defining features emerge from the present 
state of turmoil? Perhaps we shall learn in due course from 
the stream of research in this area promised by Rosa and his 
coauthors. 


Marketing In Technology-intensive Markets 


Given the importance of high-tech industries in contempo- 
rary society, it is natural that marketing scholars and prac- 
titioners seek to understand how the markets served by 
these industries are different. John, Weiss, and Dutta use 
the term "technology intensive" (ТТ) to designate markets 
in which "technology assumes a central role." The founda- 
tion of such markets, they claim, is scientific know-how. 
The authors describe some of the distinguishing character- 
istics of TI markets, including high unit-one costs, difficul- 
ties in securely trading know-how, a need for network com- 
patibility, and the impact on user choices of their 
expectations about further improvements in know-how. 
Given these market characteristics, the authors discuss dis- 
tinctive features of marketing decisions in TI markets in 
which "conventional wisdom from marketing does not car- 
ry over." These include the following: 


62 / Journal of Marketing, Special Issue 1999 


«Vertical positioning, whether to sell a component or a com- 
plete system; 

eOptimized versus modularized product design; 

eAlternative ways of transferring rights to the use of know- 
how—outright sale versus licensing and per use versus sub- 
scription pricing; and 

eAssisting user migration from one generation of know-how to 
the next. 


The authors have identified some important and inter- 
esting features of TI markets and shown how they affect 
marketing strategies. But their proposed definition of a TI 
market as one "characterized by products and services based 
significantly on scientific and technical know-how" does 
not, in my view, really distinguish TI markets from all oth- 
ers. For example, according to a recent Wall Street Journal 
article, "Diapers are among the most heavily patented con- 
sumer products," with new designs being introduced ap- 
proximately every six months (Parker-Pope 1999). Despite 
this, few would characterize the disposable diaper market as 
a TI one. Moreover, the diaper business does not appear to 
have the characteristics discussed by the authors of this arti- 
cle. Perhaps some broader scheme for classifying markets 
into types, based on several factors rather than just one, is 
needed. 


Modular Architectures in the New Marketing 
Process 


Rounding out the section, this article by Sanchez deals with 
modular architectures for products, value-creating process- 
es, and organizational knowledge. The author argues that 
modularity, as a product design strategy, offers some impor- 
tant benefits to organizations. Among them are the ability to 
offer a greater variety of products to users, reduced costs, 
and faster new product introductions. Sanchez discusses 
some of the implications of a modular approach for market- 
ing, including: 


*The ability to test more new product variations with “real- 
time research"; 

«Mass customization of products by adding features late in the 
production-distribution process; 

eSimplification of field service requirements; and 

eFacilitation of involvement by suppliers in the product devel- 
opment process. 


Sanchez is a persuasive advocate for modularization. 
Similar to many advocates, however, he may exaggerate the 
benefits of the approach and understate its limitations. Mod- 
ular product architectures are beneficial—perhaps even in- 
evitable—when a finished product or system includes sev- 
eral distinct components that are based on distinctly 
different technologies. This certainly applies to computer 
systems; as Sanchez acknowledges, as much of conceptual 
development of the modular approach was based on the ex- 
periences of the computer hardware and software industries. 
There are some questions, however, of how broadly applic- 
able the modular approach may be and the conditions that 
make it desirable. Some products that once were produced 
as discrete components later evolved into integrated sys- 
tems. Stereo systems, for example, generally were assem- 
bled by end users from components (speakers, record turnta- 


bles, tape decks, and so on) supplied by different makers. 
More recently, however, integrated systems have come to 
dominate the stereo marketplace. 


A Final Comment 


One additional comment seems in order, and it applies to 
both John, Weiss, and Dutta’s and Sanchez’s articles. In both 
cases, the concepts discussed in the articles are drawn pri- 
marily from fields outside the traditional boundaries of mar- 


keting. Of the 37 references cited by John, Weiss, and Dut- 
ta, only 5 are from marketing journals. Sanchez cites one 
Marketing Science Institute working paper among his 47 
references. Both articles draw on diverse sources, including 
strategic management, operations management, economics, 
and law. This diversity no doubt reflects the increasingly in- 
terdisciplinary nature of both management practice and 
business school scholarship. 
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Sociocognitive Dynamics in a 
Product Market 


In this article, the authors explore the origins and evolution of product markets from a sociocognitive perspective. 
Product markets are defined as socially constructed knowledge structures (l.e., product conceptual systems) that 
are shared among producers and consumers—sharing that enables consumers and producers to interact in the 
market. The fundamental thesis is that product markets are neither imposed nor orchestrated by producers or con- 
sumers but evolve from producer-consumer interaction feedback effects. Starting as unstable, incomplete, and dis- 
jointed conceptual systems held by market actors—which is revealed by the cacophony of uses, claims, and prod- 
uct standards that characterize emerging product markets—product markets become coherent as a result of 
consumers and producers making sense of each other's behaviors. The authors further argue that the sensemak- 
ing process is revealed in the storles that consumers and producers tell each other in published media, such as in- 
dustry newspapers and consumer magazines, which the authors use as data sources. Specific hypotheses per- 
taining to the use of product category labels in published sources and the acceptability of different product category 
members throughout the development process are tested for the minivan market between 1982 and 1988. The find- 
ings suggest that category stabilization causes significant differences between consumers and producers in how 
they use product category labels for emerging and preexisting categories. The findings also show that, as stabi- 
lization occurs around a category prototype, the acceptability of particular models changes without any physical 


changes to the models. 


keting theory. Product markets are regarded as the 

meeting grounds for buyers and sellers of goods (e.g., 
Robinson 1933). They are the bounded arenas in which 
prices and quantities for substitutable goods and services are 
negotiated by consumers and producers and are separated 
from other bounded arenas by gaps in demand between the 
product groupings. Considerable attention has been given to 
product market structure and the boundaries between prod- 
uct categories from cognitivist (e.g., Day and Negundadi 
1994; Wedel and Steenkamp 1991*) and organizational 
(e.g., Myers and Tauber 1977*; Porter 1980) perspectives. 
Research also has attended to consumer and producer roles 
in defining product market structure (e.g., Day, Shocker, and 
Srivastava 1979; Ratneshwar and Shocker 1991) and the dy- 
namic forces at play within product market boundaries (e.g., 
Dickson 1992). The study of product markets remains im- 
portant as the marketing field ponders questions such as 
how markets function and evolve, whether market bound- 


Т: notion of “product markets” is fundamental to mar- 
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aries are distinct and stable or shifting and overlapping, and 
how new products diffuse into new markets.! This study 
seeks to shed some light on these and related questions. 

Because product markets are intuitively appealing, it is 
easy to forget they are nothing more than theoretical con- 
structs, developed and agreed to by market actors to make 
sense of producer and consumer behaviors. In medieval 
times, the label “market” was imposed on a place and time 
conjunction—perhaps the town square on Saturday morn- 
ing—at which buyers and sellers agreed to meet for trade 
and conversation (Braudel 1982). Modern product markets 
are no longer as constrained by time or place but instead are 
agreed-on loci of transactions with few if any physical 
markers. Without tangible manifestations, agreement on the 
existence and boundaries of modern markets must be in- 
ferred from fuzzy signals and stories about assumed struc- 
tures of supply and demand (e.g., McCloskey 1985), but 
they remain social constructions whose meanings emerge 
from buyer-seller agreement, and their inferred nature 
makes them inherently equivocal. 

In the automobile market, for example, producers mar- 
ket varieties of car- and trucklike vehicles, and consumer 
demand is not equally satisfied by all available models. To 
make sense of such observations, people erect conceptual 
boundaries that cluster easily substitutable models into the 
same product categories (e.g., minivans, pickup trucks) and 
distinguish them from less substitutable groupings. Imposed 
boundaries and product categories seem comfortable to con- 
sumers and producers, largely because they are the natural 


lThese questions are from the call for papers for this Special 
Issue. 
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outcome of how people make sense of incomplete and im- 
perfect market cues. They are no different than the catego- 
rization schemes people impose on stimuli from other areas 
of their lives (Mervis and Rosch 1981*). Sometimes product 
categories are elevated to a quasi-formal status, such as 
when they are legitimized by the actions of government 
(e.g., National Highway Transportation Safety Agency), in- 
dustry (e.g., National Automobile Dealers Association), and 
consumer organizations (e.g., Consumers Union). In spite of 
these institutional trappings, however, product market 
boundaries and categories remain largely retrospective ex- 
planations of the activities of market actors, who themselves 
often behave as if they are oblivious of the boundaries’ ex- 
istence (e.g., consumers often use pickup trucks as family 
vehicles). Thus, while product market representations ap- 
pear relatively stable, they undergo constant recalibration. 

We believe that, to be complete, a theory of product mar- 
kets based on gaps in demand must account for more than 
the differences in demand cross-elasticity between goods 
within versus across product market boundaries (Auerbach 
1988). Such a theory also must account for how these taken- 
for-granted constructs called product markets come to exist 
and how they become stable enough to be tacitly understood 
and acted on by market actors while remaining sufficiently 
flexible to assimilate the diverse stream of activities that 
these actors generate. 

In this article, we address some of these evolutionary 
concerns by arguing for a view of product markets as dy- 
namic sociocognitive phenomena. By this, we mean that 
product markets are determined primarily by dynamic con- 
sensual knowledge structures that (1) define the goods being 
exchanged and (2) coordinate transactional relationships be- 
tween producers and consumers within market networks. In 
this view, much of what consumers and producers know of 
product markets resides in the knowledge structures shared 
by these two parties, and their understanding of markets 
evolves solely as these knowledge structures change. By fo- 
cusing on shared knowledge structures and their develop- 
ment, a sociocognitive approach helps us address some as- 
pects of how markets function and evolve by integrating 
extant marketing research on product categorization (e.g., 
Cohen and Basu 1987; Sujan 1985) with research on market 
dynamics (e.g., Arthur 1990; Dickson 1992, 1996; Forrester 
1961*; White 1981). 

Marketing scholars have been interested in product mar- 
ket evolution since the introduction of the product life cycle 
concept in the 1920s. As Gardner (1987) points out in his 
extensive review, however, evidence for life cycle argu- 
ments is contradictory, and the concept itself is more a 
metaphor than an empirically grounded theoretical con- 
struct. Only recently have scholars gone beyond life cycle 
metaphors to address market dynamics with a set of explic- 
it theoretical tools. Lambkin and Day (1989) advance a view 
of product market evolution using organizational ecology as 
the theoretical lens. Although their approach improves on 
the product life cycle metaphor, an ecological analysis takes 
the existence of market boundaries and categories for grant- 
ed. Ecological models work when category boundaries are 
stable and commonly understood by market actors. To the 
extent that market evolution involves periods of instability 


in such boundaries (e.g., changes to product category mem- 
bership criteria), ecological analysis falls short as an ap- 
proach to market dynamics. Dickson’s (1992, 1996; Dick- 
son, Farris, and Verbeke 1999) dynamic systems approach 
and complementary research on dominant design (e.g., 
Clark 1985*; Suárez and Utterback 1995; Utterback and 
Suárez 1993) perceive consumer and producer preferences 
as ever changing. These streams of research have not 
delved, however, into the role that evolving consumer and 
producer knowledge structures play on such market dynam- 
ics. Our sociocognitive approach helps explain the develop- 
ment of consumer and producer knowledge structures and 
show their role in market evolution. 

To substantiate our arguments, we examine the early de- 
velopment of the minivan product category. Boxy vehicles 
designed for the purpose of transporting people (i.e., fami- 
lies) in comfort have a long history in the global automotive 
industry. These "people movers" did not become highly 
popular in the United States, however, until Chrysler an- 
nounced plans for a line of small, front-wheel-drive vans in 
the early 1980s. Chrysler's prototypes crystallized what had 
been a nascent and unnamed market for such vehicles and 
prompted the J.D. Power and Associates market research 
firm to introduce the “minivan” category label in 1982. The 
minivan market's evolution during the last 16 years stands 
as an excellent example of product competition in a differ- 
entiated characteristics space. In our analysis, we delve be- 
hind modern-day attributions of producer brilliance or stu- 
pidity to examine the shared knowledge that defined the 
minivan market as it developed. Our arguments unfold in 
five parts. We begin by explaining why product markets are 
cognitive phenomena and how they are socially constructed. 
Then, we present hypotheses as to how the sociocognitive 
evolution of product markets is revealed in producer and 
consumer stories and behaviors. We present details of the 
study and the results subsequently. Finally, we discuss some 
theoretical and practical implications of our study for con- 
temporary marketing thought and research into the twenty- 
first century and the study's limitations. 


Product Markets as Dynamic 
Cognitive Orderings 
Consumers and producers determine the substitutability of 
products and services on the basis of context-driven de- 
mands, because consumer demands are rooted in usage 
conditions and the choices available (Day, Shocker, and 
Srivastava 1979; Ratneshwar and Shocker 1991), whereas 
producer demands stem from competitive positioning (Po- 
rac et al. 1995; White 1981). The family car category, for 
example, is exemplified globally by different vehicles, such 
as the Fiat Panda minicar in Brazil and the Dodge Caravan 
minivan in the United States, depending on the socially 
agreed on transportation needs of typical families and the 
vehicle choices available. In each market, the family car 
category appears stable and is used by consumers and pro- 
ducers to make sense of existing and new market entries, 
yet consumer and producer behaviors with respect to this 
category are highly flexible. Brazilian consumers who 
move to the United States, for example, easily shift their 
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definitions of family cars to exclude Pandas and include 
Dodge Caravans, and U.S. consumers going to Brazil seem 
to have little trouble embracing Pandas as the vehicle of 
choice. Similarly, producers that enter either market will 
reposition their product offerings to fit the locally agreed 
on market definitions. We suggest that product categories 
such as “family car” appear to be both static and dynamic 
in this fashion because they are socially constructed cogni- 
tive orderings. These orderings are sustained by market ac- 
tors, who are responding in similar and complementary 
ways to the same stimuli, and evolve as market actors as- 
similate changes through social interaction. The cognitive 
orderings have sufficient structure to appear sensible and 
coherent, yet are flexible enough to accommodate the am- 
biguous stream of market stimuli that consumers and pro- 
ducers encounter daily. 

The notion of product categories as cognitive orderings 
is not new to marketing or other research fields that are con- 
cerned with product markets. Consumer researchers, for ex- 
ample, have explored the graded or fuzzy structure of prod- 
uct categories (Loken and Ward 1990*; Viswanathan and 
Childers 1999) and the influence of mismatches between a 
category prototype and specific products on information 
processing and product evaluations (Meyers-Levy and Ty- 
bout 1989; Sujan 1985). Research also has argued against 
the strict dichotomy between feature- or exemplar-based 
categorization by consumers, proposing instead that both 
mechanisms are active in their judgments and decisions 
(Cohen and Basu 1987). Further research has shown that 
consumers hold category representations at multiple ab- 
straction levels, to which they sometimes link the same 
products when making choice decisions in different contexts 
(Johnson 1988*). At a more macro level, researchers have 
used product categories to explain first-mover advantage 
(Carpenter and Nakamoto 1989), strategic management 
(Dutton and Jackson 1987*), and firm strategic positioning 
within single industries (Porac et al. 1995). 

Implicit in such research are several assumptions. First, 
the existence of product categories is not questioned. Exper- 
imental studies of product categorization (e.g., Sujan 1985) 
thoroughly pretest the categories used, and field studies 
(e.g., Porac et al. 1995) focus on well-known categories. In 
spite of admonitions to the contrary (e.g., Cohen and Basu 
1987), practically all research that explores product cate- 
gories focuses on those that already exist, and it typically 
does not inquire into the categories’ origins or evolution. 

Second, the substitutability of any two products is de- 
termined by their similarity on the attributes that define 
their category or the usage conditions to which they are ap- 
plied, even if the products differ on other attributes or use 
applications. The Chevrolet Corvette and Acura NSX, for 
example, are typically regarded as sports car substitutes be- 
cause they are fast, two-seat cars with sleek styling and 
powerful engines, even though they are different in practi- 
cally all their engineering attributes (e.g., engine size and 
location, weight-to-horsepower ratio). Likewise, a Ford 
Explorer and Chevrolet Suburban often are viewed as sub- 
stitute family vehicles, but they are noncomparable alterna- 
tives in cargo hauling applications. How do consumers 
come to know what gives sports cars and sport utility vehi- 
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cles their identity? How do they filter the incongruencies 
between different models on the basis of context? We have 
recognized that product categories have fuzzy boundaries 
(Viswanathan and Childers 1999), but the complex knowl- 
edge structures underlying the labeling of products are un- 
derstood only partially. 

Third, the research accepts implicitly that the knowledge 
structures that guide producers and consumers intersect 
along many dimensions. Researchers generally do not ask 
how producers and consumers come to understand each oth- 
er’s demands and claims regarding a specific product, nor 
do they question their general agreement on product catego- 
ry definitions (e.g., sports cars are fast, two-seat vehicles). 
At the same time, however, researchers readily accept that 
consumers and producers bring different perspectives to the 
market, with consumers being focused primarily on benefits 
and usage conditions, whereas producers are interested in 
the technicalities of marketing products profitably. With 
such different perspectives on products, how does knowl- 
edge about product categories come to be shared? 


A Sociocognitive View of Product 
Markets 


The framework we use to represent the sociocognitive dy- 
namics of product markets is captured in Figure 1. We view 
consumers and producers as networked actors who are 
bound together in equivocal transactions that are stabilized 
by their shared assumptions and frames of reference (Flig- 
stein 1996; White 1981). Transactions are equivocal because 
producers and consumers have imperfect knowledge of each 
other’s preferences and capabilities, which leads to the mis- 
understandings and corrections that mark practically all 
markets. In spite of their equivocality, markets exist primar- 
ily because market actors agree on their existence. This self- 
correcting system of equivocal transactions and shared 
knowledge structures revolving around a physical stimuli 
configuration (i.e., product) is a sociocognitive market sys- 
tem (see Figure 1). 

In the sociocognitive view, products are tangible mani- 
festations of informational cues that attach to definitions and 
become commonly understood and taken for granted. Prod- 
ucts do not refer to stable “things out there” but to the “here- 
and-now" flows of stimulus information that affect the sens- 
es of market actors. Consumers and producers, for example, 
interact around the Dodge Caravan, which current-day mar- 
ket actors agree is a tangible manifestation of the minivan 
category. But absent considerable shared knowledge, the 
product around which exchange occurs is merely an am- 
biguous stimulus configuration of color, shape, sound, and 
smell. The stimulus configuration becomes the “Dodge Car- 
avan" by being linked to a mental representation that is so 
labeled, a representation that in this case was initiated and 
disseminated by Chrysler Corporation and its dealers and 
assimilated by consumers and other producers. This repre- 
sentation is what links the Dodge Caravan and its attributes 
to possible usage conditions, derived benefits, and competi- 
tive concerns (Day, Shocker, and Srivastava 1979; Porac et 
al. 1995). The Caravan becomes a “minivan” when its rep- 
resentation is abstracted with those of experientially similar 
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products (e.g., Toyota Vans, Volkswagen Vanagons), and a 
category label evolves (i.e., “minivan”) to summarize these 
products in relation to other product groups (e.g., station 
wagons, cars, trucks). 


Product Market Conceptual Systems 


Products of one type can be distinguished from those of an- 
other type to the extent that there are gaps of attributes be- 
tween them (i.e., differences among the conceptual cluster- 
ings of attributes that are commonly understood to represent 
the products). In our view, attributes do not exist on their 
own either. They are derived inductively through observa- 
tion and interaction with products. The use and observation 
of products are idiosyncratic and dependent on a person’s 
vantage point and observational goals. Over time though, as 
social interactions between producers and consumers take 
place, an explicit attribute nomenclature evolves to capture 
consensually understood aspects of the stimulus array. 
When an attribute nomenclature and category label are 
agreed on for a stimulus array, the producer and consumer 
conceptual systems have "stabilized" (see Figure 1), and 
specific product renditions or models that are linked to the 
shared conceptual systems become product category mem- 
bers. Minivans, for example, have come to be defined as an 
array of such attributes as “front-wheel drive,” “low step-in 
height,” “seven passenger," and “cargo space large enough 
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for a 4 x 8 sheet of plywood between the wheel wells." This 
relatively stable attribute nomenclature is part of the mini- 
van conceptual system. Furthermore, whereas the Dodge 
Caravan is a member of the minivan category, the GMC 
Suburban is not. In like manner, red wines are associated 
with "rich textures," *plum notes," and "legs," and whereas 
a Rothschild Cabernet is a member of the category, a Sea- 
gram's Passion Fruit Cooler is not. 

Consumers and producers bring their product conceptu- 
al systems to bear on market interactions. They use their 
conceptual systems to enact meaning for the physical arti- 
facts they encounter and to link the products to usage con- 
ditions and production or profit concerns. While products 
are given structure and meaning by existing conceptual sys- 
tems, however, the diversity and ambiguity of market con- 
ditions give rise to novel experiences and perspectives on 
product usage and marketing. These experiences update 
conceptual systems by providing endogenous and exoge- 
nous disturbances. For consumers and producers, therefore, 
market behaviors and conceptual systems shape each other 
(see Figure 1). 

Following Weick (1979), enactment means that shared 
product market orderings evolve from the activities of mar- 
ket actors who are coupled in behavior-cognition cycles. 
Producers and consumers enact markets through both their 
behaviors in response to environmental circumstances (e.g., 
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specific product designs, consumption habits, marketing 
strategies) and their interpretations (e.g., retrospective ex- 
planations of cause-effect relationships) of the market's re- 
sponse to those behaviors. Both behavior and cognition are 
essential elements in the process. 

Enactment alters both the actor and the environment, 
making consumers and producers simultaneously market 
makers and market takers. One important implication of en- 
actment is that it builds agreement among producers and 
consumers on how specific products are categorized. Rising 
agreement, in turn, stabilizes the market by facilitating in- 
formation flow, thus expediting the assimilation of new 
product models and new uses for old products. Consumers 
know what to do with new products (e.g., the 1999 Honda 
Odyssey minivan) because already categorized product 
models (e.g., the Dodge Caravan) share some attributes with 
the new ones—attributes that position old and new products 
relative to each other in the market. Producers know how to 
interpret and respond to competing products and new prod- 
uct usage combinations (e.g., pickup trucks as family cars) 
for the same reason. 

Another implication of enactment is that the mutual in- 
fluence between external stimuli and conceptual systems 
(depicted in Figure 1) varies depending on the level of con- 
gruence between incoming information and preexisting 
knowledge structures. In relatively stable market conditions, 
in which product conceptual systems have been affirmed in 
their core attributes by having several similar products in the 
category, shared conceptual systems give structure and 
meaning to new stimulus arrays and tend to filter differences 
between the new and old products. Thus, in stable market 
systems, product category members are often perceived as 
dissimilar in only minor ways, and eliciting noticeable mar- 
ket responses to product differentiation becomes more chal- 
lenging for late-entry producers. In the stable minivan mar- 
ket of 1998, for example, consumers found that the models 
from Chevrolet, Dodge, and Honda “all seem the same,” 
though engineers at those companies would argue 
otherwise. 

When new products and new uses for old products are 
significantly different from existing knowledge structures, 
however, behavioral adjustments must be made and concep- 
tual systems are destabilized. Although behavior relative to 
incoming information still is informed partially by existing 
knowledge, the conceptual representations of existing prod- 
uct categories are no longer used in their entirety. Instead, 
the recombination of conceptual system elements into fresh 
representations helps people make sense of the new experi- 
ences. Instances of this recombination process are captured 
by research on consumer switching between category-level 
and piecemeal processing based on how different specific 
products are from their category prototypes (e.g., Sujan 
1985). It is also evident in the metaphorical transfer of 
knowledge structures between different product domains to 
make sense of new product entries (Zaltman 1997), such as 
the use of car and truck metaphors to make sense of the 
product diversity early in the minivan market. Differences in 
responses to new entries in stable versus unstable markets 
also have been pointed out in other research (e.g., Dickson 
1992; Utterback and Suárez 1993). Our perspective comple- 
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ments these by explaining the social and cognitive mecha- 
nisms involved and providing a common framework in 
which product market evolution and revolution can be trig- 
gered by either consumers or producers.? 


Market Stories and Market Dynamics 


А market transaction is a local phenomenon that involves a 
single producer and a single consumer at a particular place 
and time. Product markets, however, are nonlocal phenom- 
ena that extend across time, space, and market actors. For 
product markets to exist, the cognitive structures underlying 
the market must be stable across time, extended across 
space, and shared by many actors on both sides of the mar- 
ket. We suggest that such stability, extension, and sharing is 
achieved by means of market stories. Stories in general are 
critical sensemaking tools among participants in a social 
system (e.g., Weick 1995; White 1992). Market stories es- 
tablish and explain the connections among products, bene- 
fits, and usage conditions. A minivan's product review is a 
type of story. It has information about the model's physical 
attributes, such as three rows of seats and sliding doors; us- 
age conditions, such as family hauling and trailer towing; 
and performance aspects, such as versatile and practical. 
Annual reports in which producers' strategic plans for future 
minivan models are discussed are a different type of story, 
but they also contribute to the market's shared knowledge. 

Some product market stories begin when actors in con- 
sumer or producer networks (e.g., dealers, journalists, con- 
sumers) experience new products and summarize these ex- 
periences through dialogue with other market actors. 
Consumers, for example, may write to a producer with pos- 
itive comments about the Dodge Caravan, or car magazine 
journalists may write negative memoranda to their editors 
about the Chevrolet Astro. Other stories may begin when ac- 
tors summarize aggregate market dynamics, such as when 
market analysts use registration and option preference infor- 
mation to tell stories about changes in market segments and 
supply-and-demand curves or when consumers coin terms 
such as "soccer moms" in reference to the people they typi- 
cally find driving minivans.? Regardless of their origins, 
when stories go public, they often are rebroadcast to other 
market actors through detailed descriptions, such as product 
brochures, product reviews, and published market analyses, 
and thus are disseminated. 

Broadcast stories enable large numbers of diverse mar- 
ket actors to share an understanding of emerging products. 
They give actors vicarious access to product information 
from experientially relevant contexts, even such typically 
inaccessible contexts as 0 to 60 miles per hour time trials 
and skid pad evaluations. At the same time, stories trigger 
subsequent storytelling, which stems from the sensemaking 
in which the actors—who take stock of the initial stories 
and seek to reconcile them with their own experiences— 


?Our decision to раме equal roles to consumers and producers is 
an important difference from these other dynamic market theories. 
Consumers play an important, but thus far underexplored, role in 
dynamic learning theories and have been given only marginal con- 
sideration 1n dominant design theories. 

3We are grateful to one of the reviewers for suggesting the "soc- 
cer moms" example. 


find themselves. As waves of stories diffuse throughout the 
producer and consumer communities, they help create and 
affirm collective beliefs about current category boundaries 
and quality orderings within these categories. Thus, stories 
become vehicles for building consensus around product 
representations. 

Stories are important in stabilizing product conceptual 
systems, because they are the means by which social actors 
build the base of tacit knowledge that supports the market in 
question. The story-based nature of market sensemaking, 
however, implies that product conceptual systems are fash- 
ioned, maintained, and transformed over time through pub- 
lic and private discourse. This constrains the durability and 
stability of product conceptual systems, because individual 
product identities are evolving and changing continuously. 
Product conceptual systems are thus dynamic and reflect the 
tug and pull of new contingencies and participants that are 
trying to disrupt the existing conceptual order. 

Because market stories are constantly present in active 
product markets, the volume and content of stories in any 
one market are indicators of a category’s stability. This 
makes them useful as a measure of the enactment that is tak- 
ing place around a product. Stories also can be used to an- 
ticipate what the core attributes in emerging product mar- 
kets will be. Because market stories are a window into the 
minds of producers and consumers, they are important data 
in a sociocognitive analysis of markets. In the next section, 
we analyze the content of producer and consumer stories to 
test hypotheses about the market sensemaking process in the 
early years of the minivan product market. 


Sensemaking as Revealed in 
Market Stories 


Of critica] importance in emerging product markets is the 
stabilization and sharing of product category boundaries. 
When new product entries destabilize existing categories, 
sensemaking is triggered among both consumers and pro- 
ducers. The sensemaking becomes evident quickly through 
increases in the volume of stories about the new product, be- 
cause actors on both sides of the market are faced with the 
task of classifying the novel product and positioning it with- 
in existing market categories. Are minivans the same as cars 
or trucks, or are they something completely different? Are 
they family or utility vehicles? How do minivans relate to 
station wagons, sedans, and full-size vans? As a general 
rule, to the extent that any new concept cannot be assimilat- 
ed easily into existing categories, new categories emerge 
among the communities affected by the change (Thagard 
1992). This is certainly true in product markets, in which 
new models or products give rise to producer and consumer 
narratives that describe and position the product’s unique 
core attributes. As the new categories stabilize, however, 
producers’ and consumers’ use of the stories take different 
paths. 

In the case of consumers, stabilizing product cate- 
gories become part of the tacit knowledge they use to пау- 
igate the world of products and services. By definition, 
tacit knowledge is outside conscious processing and does 
not need to be discussed unless prompted by circum- 


stances. As categories stabilize, therefore, we expect con- 
sumers to focus increasingly on specific models and at- 
tributes of the category, while references to the category 
itself will serve a less important sensemaking role and 
fade away from the stories. Thus, in the minivan market, 
we should find a declining number of references to the 
new product category label (ie., minivan) in consumer 
stories as the category stabilizes. More formally, we pro- . 
pose that 


На: In emerging product markets, consumer references to a 
new category label will decline as the new product cate- 
gory stabilizes. 


For producers, category mentions in stories follow a dif- 
ferent trajectory. Similar to consumers, producers use stories 
to make sense of the new category. They also use them, 
however, to influence the stabilization process in favor of 
their own product models (Pinch and Bijker 1987). Produc- 
ers try to bring closure to the sensemaking activities of oth- 
er market actors by claiming that their products solve all rel- 
evant consumer problems and are the best representations of 
the category. These persuasive appeals must incorporate the 
new category’s label to be effective (e.g., “The new Aerostar 
is a breakthrough in minivan design") because a strong con- 
ceptual link must be established between the category and 
the model. The need for strong links suggests that the vol- 
ume of producer mentions of a new product category will 
rise as the product market stabilizes. Thus, we propose that 


Hy: In emerging product markets, producer references to a 
new category label will increase as the new product cate- 
gory stabilizes. 


Sensemaking in emerging product markets also involves 
giving consideration to preexisting product categories that 
are linked conceptually to the emerging one. If a new prod- 
uct concept is perceived as a substitute for existing products 
(e.g., minivans replacing family sedans in garages and cor- 
porate strategies), a recombination of knowledge structures 
and a resetting of category boundaries is likely to take place. 
Consumers and producers will mention the preexisting 
product categories in their stories as they compare, recon- 
cile, and integrate the old and new product concepts into 
their conceptual frames. As the new category stabilizes and 
the categories recede into tacit knowledge, however, con- 
versation about preexisting categories should decrease. 
Therefore, we expect that 


Но: In emerging product markets, (a) consumer references and 
(b) producer references to preexisting categories that are 
linked conceptually to the new category will decline as the 
new product category stabilizes. 


The sensemaking process eventually leads to the assim- 
ilation of new product categories into the product conceptu- 
al systems of both producers and consumers. When new cat- 
egories become part of these generalized knowledge 
structures, they are used to interpret new stimulus arrays and 
should become evident as reference points in market stories 
about new products. Minivans, for example, should serve as 
reference points against which to make sense of new cate- 
gories (e.g., tall wagons) or changing categories (е.р., sport 
utility vehicles). Both consumers and producers are expect- 
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ed to engage in these comparisons, because all market actors 
are involved in sensemaking. Consequently, we expect that 


H3: Both (a) consumer mentions and (b) producer mentions of 
a new product category as a point of reference for new and 
changing products will increase as the category stabilizes. 


One of the important general outcomes of conceptual 
system development is agreement on a set of core elements 
that define the concept (Thagard 1992). In the case of prod- 
uct categories, such elements include the attributes, benefits, 
and usage conditions with which products must comply to 
be considered members in good standing (e.g., Meyers- 
Levy and Tybout 1989). Clear demarcations between good 
and poor members of a category, however, are seldom dis- 
cernible until categories stabilize. In the early stages of mar- 
ket development, there is typically little agreement on core 
elements, and products with divergent attribute value arrays 
may have similar membership status (Garud and Rappa 
1994; Pinch and Bijker 1987). As categories stabilize and 
their defining attributes become clearer, however, the ac- 
ceptability of existing products that differ substantially in 
their core elements is likely to change. Product evaluations 
are thus dynamic, and the same product models are evaluat- 
ed differently depending on a category’s stability. Starting 
from a diverse group of models that are all “good” members 
of a category, over time, some category members are likely 
to decline in acceptability without any physical change to 
their attribute values, whereas others will improve their 
standing also without changing. Research has shown such 
effects in the evolution of consumer products, such as bicy- 
cles (e.g., Bijker 1995*; Pinch and Bijker 1987), and indus- 
trial products, such as cochlear implants (Garud and Rappa 
1994).4 The shifting acceptability of products as categories 
stabilize is part of the sensemaking process accomplished 
through market stories. Therefore, we expect that 

Hg: In unstable product categories, products with radically dif- 

ferent attribute value configurations will be considered 
equally acceptable members of the category. 

Hs: As categories stabilize, shifts in the category membership 

parameters will exclude some previously acceptable mem- 
bers of the category and affirm other members. 


Study 


Why the Minivan Market? 


An adequate test of these hypotheses requires measuring the 
content of market stories in an emerging market. To this end, 
we examined the minivan market from 1982 to 1988. We 
chose the minivan market because of its relevance and rich- 
ness. Few people would argue against the minivan being one 
of the most significant developments in the motor vehicle 
industry’s recent history, and some compare its market- 
transforming impact to that of the Model T (Yates 1996*). 
The period from 1982 to 1988 was especially turbulent in 
minivan development. During this period, eight minivan 
models by seven manufacturers were sold in the United 





4Cochlear implants are surgically applied hearing aids that sim- 
ulate auditory perception by sending electrical charges directly to 
the cochlea, a part of the inner ear. 
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States. All were embroiled in the competitive dynamic that 
two engineering paradigms vying for market dominance had 
created: carlike versus trucklike minivans.5 By 1988, it be- 
came clear that the carlike paradigm would win but not be- 
fore millions of the trucklike units were sold. From its 1982 
inception, the U.S. minivan market grew to more than a mil- 
lion units in annual sales by 1986 and boasted actual model 
entries or planned model entries from most major global 
producers of motor vehicles by 1988. Thus, the 1982—1988 
minivan market is both theoretically rich and commercially 
significant. 


Text Sources 


For this study, data come from stories found in consumer 
and industry publications. As we stated previously, the 
sensemaking stories of consumers and producers often are 
rebroadcast in commercial publications as part of the dis- 
semination process, making such publications good synthe- 
sizers of market actors’ voices. We assembled in electronic 
format the full text of all articles between 1982 and 1988 in 
which the word "minivan" appeared from the following 
sources: Automotive News, Ward's Auto World, Car & Dri- 
ver, and Consumer Reports. Automotive News and Ward's 
Auto World are automotive-industry publications and repre- 
sent the voice of auto producers. Car & Driver is a widely 
read automobile-enthusiast publication that covers most 
roadworthy product categories sold in the United States, and 
Consumer Reports is a monthly product-ratings magazine 
that gives substantial coverage to motor vehicles. Together, 
Car & Driver and Consumer Reports represent the voice of 
auto consumers. Content from other industry (e.g., Chilton's 
Automotive Industries) and consumer (e.g., Motor Trend) 
publications was compared with our chosen sources to as- 
sess whether consumer and producer voices were being cap- 
tured adequately.” No significant differences were found in 
the consumer and producer stories between the publications 
coded and those not coded, giving us confidence that our 
chosen sources adequately captured consumer and producer 
voices for purposes of our study. A combined total of 116 ar- 
ticles containing 5889 lines of text were coded. 


Coding the Text Data 


To test the hypotheses, the data were coded for general ref- 
erences to the minivan, car, station wagon, and van cate- 
gories; for the use of these categories as points of reference; 





5The models marketed in the United States between 1982 and 
1988 were the Toyota Van, the Dodge Caravan/Plymouth Voyager, 
the Chevrolet Astro/GMC Safari, the Ford Aerostar, the Mitsubishi 
Wagon, the Nissan Van, the Volkswagen Vanagon, and the Colt 
Vista, which was built by Mitsubishi and marketed by Chrysler. 

The rationale for considering these publications accurate syn- 
thesizers of market actor voices is straightforward. Consumers and 
producers endorse these publications through subscriptions and ad- 
vertisements because the publications reflect their own interests 
and beliefs. We chose reputable and long-standing publications 
that have proven themselves consistently accurate in capturing and 
reflecting their audiences’ voices. 

7The comparison test consisted of choosing same-topic articles 
(e.g., Dodge Caravan, Chevrolet Astro) in the same time periods as 
these other sources and comparing their content and tone with 
those of the articles being coded. 


and for comments on the acceptability of existing minivan 
models on different attributes. Coding was performed at the 
sentence level by two independent judges who followed 
specified coding rules.8 One judge coded the consumer 
voice articles, and the other coded the producer voice arti- 
cles. Both judges coded 10% of the text data (12 articles, 
610 lines of text) for code scheme validation purposes. Co- 
hen’s kappa measures of coding reliability per article ranged 
from .60 to .72, all significant (Bishop, Fienberg, and Hol- 
land 1975, p. 395). Data were aggregated by month. The 
number of minivan models in the market was used as a sur- 
rogate for category stability, though it was derived differ- 
ently for producers and consumers. Only the number of 
models actually in the market was used as an indicator of 
stability for consumers, because consumers are primarily 
aware of products currently for sale. The number of models 
in the market and under development was used as an indi- 
cator of stability for producers, because producers consider 
both active and under-development products in their sense- 
making. Because no producer had more than two models in 
the market concurrently during this period, it seemed rea- 
sonable to assume that an increase in the number of models 
was caused by new manufacturers entering what was per- 
ceived as a stabilizing market. 

Acceptability scores for the eight minivan models were 
calculated from the incidence of clearly positive or negative 
comments about specific models and their attributes (e.g., 
“The Toyota Van has a good reliability record,” “Front pas- 
senger foot space in the Chevrolet Astro is deficient”). The 
number of positive and negative comments for each model 
was aggregated by month. The number of negative com- 
ments was subtracted from the positive comments and di- 
vided by the total number of comments. This resulted in the 
net proportion of positive or negative comments, which was 
multiplied by 100 to arrive at final evaluation scores. 


Data Analysis 


Н, з were tested by regressing the number of general and 
reference point mentions for each product category (i.e., 
minivan, car) against the number of minivan models in the 
market (i.e., stability). Monthly unit sales volumes by cate- 
gory and the total number of lines of text coded by month 
were used as control variables. The data were modeled us- 
ing categorical time series regression with a Poisson maxi- 
mum likelihood estimator (Lawless 1987) because of the 
discontinuous and discrete nature of the dependent vari- 
able.? H4 and Hs were tested by comparing the acceptabili- 
ty scores for the minivan models that were in the market be- 
tween 1983 and 1988.10 





8Copies of the coding rules are available from the authors. 

9The data are discontinuous and discrete because stories were 
not published every month for every model between 1982 and 
1988, leaving months with zero mentions in the data. 

!OThe year 1982 was excluded because only the Volkswagen 
Vanagon was evaluated that year, and its high acceptability in 1982 
carried over into 1983. 


Results 


References to the minivan category: Ну. Results for the 
regression analyses are summarized in Table 1. Hia and Hy, 
are supported. These hypotheses predict that the frequency 
of mentions of the minivan category would decline for con- 
sumers and increase for producers as the minivan category 
stabilized. The negative coefficient for number of models 
for consumers (—29, р < .01) suggests that references to the 
minivan label by consumers became less frequent as the 
number of models in the category increased. Consumers 


' were buying more minivans and a wider variety of them, but 


they made reference to the minivan category label less often 
as it became a tacit element in their conceptual frames. Pro- 
ducers increased their references to the category as the num- 
ber of models increased (.06, p < .01). For producers, the 
number of minivan category references increased even in 
periods when sales did not, as implied by the modest nega- 
tive relationship between the number of mentions and sales 
(–.000018, р < .01). 


References to other affected categories: H3. Ноа for the 
most part are supported by the results (see Table 1). Analy- 
ses were performed for the car, full-size van, and station 
wagon categories, which were the categories most often 
mentioned as vulnerable to the minivan early in the market 
development process. Because assertions of vulnerability 
are part of the stories that shape conceptual system develop- 
ment in a socially constructed world, their predictive accu- 
гасу was investigated.!! With the exception of producers’ 
references to the car category, all other results were as ex- 
pected and most were significant. The volume of general 
references to all three categories (car, van, and station wag- 
on) by consumers declined as the minivan category stabi- 
lized (саг: —.15, р < .01; van: —.08, р < .01; station wagon: 
—.16, р < .01). For producers, the references to the van and 
station wagon categories also declined (van: —.06, р < .09; 
station wagon: –.11, р < .01). 

An unexpected increase in the number of mentions of 
the car category by producers was found. This rise in cate- 
gory mentions is compatible with our theory, however, if 
we consider that a larger than expected loss of family car 
market share would generate higher levels of producer 
sensemaking than would be required for the other cate- 
gories. A review of the text suggests that the increase in 
mentions revolved around producer surprise over the high 
attrition rate of family sedan owners to minivans. Early in 
the minivan market’s evolution, it was expected that station 
wagons and full-size vans would suffer the most from the 
minivan entry, and the market was not expected to surpass 
the one million vehicle mark until after 1990. The market’s 
faster-than-expected growth and substantial inroads into 
the family sedan market were subjects of much producer 
concern and many mentions in the car category. Con- 


The relationship between minivans and pickup trucks also was 
investigated, though trucks generally were not believed to be vul- 
nerable to minivans. Minivans were not found to have a significant 
influence on the truck category. Details on the regression results 
for all categories (minivan, car, van, station wagon, and truck) are 
available from the authors. 
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TABLE 1 
Results of Poisson Maximum Likellhood Regression Analyses 





Consumer Voice 








Category - Chi Minivan Category Lines 
Name Likelihood Square Stability Sales of Text Hypotheses 
Minivan 141.86 31.21** —.29** .21E-4 .38E-2** | Hia supported 
Саг 256.11 401.85** -.15™ —.17Е-5 .64E-2** Hog supported 
Van 316.15 667.24** —78Е-1** .10 .66E-2** Hz, supported 
Station Wagon 98.66 114.31** —.16** .32E-4* .64E-2** Hog supported 
Minivan used as a Ў 
reference point 40.28 27.84“ .20 .12Е-4 .62Е-2** H3, not supported 
Producer Voice | 
Category Log- Chi Minivan Category Lines 
Name Likelihood Square Stability Sales of Text Hypotheses 
Minivan 321.84 601.09** .60E-1** —.182bE-4** .58E-2** Н;ь supported 
Car 442.88 1007.38** .25Е-1** —.12E-5** .70Е-2** Hoy not supported 
Van | 312.19 337.90** —59Е-1 .18E-4 .283E-1** Hop supported 
Station Wagon 139.28 92.69** —11** .31E-4** .TE-1"* Hog supported 
Minivan used as a 
reference point 124.94 80.11** .24 —.77Е-4 .18E-1** На not supported 


"Significant at .05 level. . | 
“Significant at .01 level. 


[ 


sumers, however, did not, have as much trouble making 
sense of the minivan's success. 


Use of the minivan category as a reference point: Нз. 
H3, y were not supported for either producers or consumers. 
Although the frequency with which the minivan category 
was used as a point of reference rose over the period, it was 
primarily as a result of the increased level of general con- 
versation (number of lines coded) about the category. Nei- 
ther sales level nor category stabilization influenced the use 
of the minivan category as a point of reference. 

One plausible explanation for these results is that there 
were no major destabilizing events from 1982 to 1988 that 
would require high levels of sensemaking around the mini- 
van. When the conceptual systems stabilized, there was lit- 
tle reason to use minivans as points of reference until an- 
other major market event threatened that stability, and no 
such event had taken place by 1988. It is possible that study- 
ing minivan category use as a point of reference during the 
sport utility vehicle craze of the early 1990s would show the 
minivan's established role in the market, but such a study 
must be placed on future research agendas. 


Shifts,in the acceptability scores of category members: 
H4 and Hs, Limited qualitative support for H4 and Н; comes 
from analyzing trends in the data. Hy predicted that, early in 
the life of emerging categories, there would be considerable 
variation in the attributes of products that were perceived as 
“good” members of the category. Hs suggested that, as the 
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category’s conceptual frame stabilized, a shift would occur 
in the acceptability of category members, with some im- 
proving and others declining while remaining physically un- 
changed. The predicted dispersion in the acceptability 
scores of all eight models was easily discernible. For illus- 
trative purposes, consider the acceptability scores for the 
Dodge Caravan/Plymouth Voyager, the Volkswagen 
Vanagon, and the Toyota Van, as shown in Figure 2.12 

The data show that throughout 1983 and early in 1984, 
all three of these models were considered excellent mini- 
уапз, еуеп though they were different in their physical соп- 
figurations and attribute values (e.g., engine placement, 
ride, handling, appointments).!3 The market stories reveal 
that, early in the period, inherently incompatible attributes 
on different models often received equally high desirability 
scores (e.g., front- and rear-wheel drive both were consid- 





!2Acceptability scores for all eight models are available from the 
authors. They were not included in the text for space 
considerations. 

I*The Volkswagen was long and narrow with а rear-mounted, 
air-cooled engine; rear-wheel drive; and room for nine passengers 
and luggage. The Toyota was a narrow vehicle with a short wheel- 
base that was engineered for Japanese highways as a cargo hauler 
and retrofitted for passenger use. It had cab-over engine placement, 
rear-wheel drive, and room for seven passengers without luggage. 
The ‘Dodge/Plymouth models were front-wheel drive vehicles 
based on passenger car engineering specifications, with room for 
seven passengers without luggage. 


FIGURE 2 
Model Acceptability Scores: January 1983-December 1988 
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ered excellent for minivans). Starting in mid-1984, a trend 
developed in the data series that became quite pronounced 
by 1988: The acceptability scores for the three models start- 
ed to diverge. As can be seen in Figure 2, scores for the Car- 
avan/Voyager models remained mostly positive and im- 
proved during the time period. The acceptability of the 
Volkswagen and Toyota models, however, became increas- 
ingly negative. The acceptability score trends revealed in the 
data, therefore, are consistent with H, and Hs. The stories 
reveal that, as the minivan category stabilized between 1983 
and 1988, a category prototype resembling the Dodge/Ply- 
mouth models became established in market actors’ 
minds—a prototype that became the benchmark for all 
members of the category and against which noncompliant 
category members became less desirable (Meyers-Levy and 
Tybout 1989). Market actors’ need for cognitive coherence 
caused the Volkswagen and Toyota models to lose their pre- 
viously positive membership status. Similar shifts in prod- 
uct acceptability with the emergence of a category prototype 
have been shown by dominant design research (Utterback 
and Suárez 1993). Our acceptability data, however, come 
from market stories that predate the actual sales declines 
that are documented by dominant design studies and, in that 
sense, serve a more predictive function. 

Further evidence for category prototype stabilization 
around the Caravan/Voyager comes from the fate of new 
minivan models from Mitsubishi and Nissan in 1987. These 
models were introduced with great fanfare and high expec- 
tations and promptly started generating negative acceptabil- 


ity scores (see the trend lines starting in 1987 in Figure 2). 
Explaining their quick demise is simple; both models were 
similar to the Toyota Van, retrofitted cargo vehicles de- 
signed for the Japanese home market that did not comply 
with the established category prototype in 1987. 

As additional qualitative support, consider the references 
in producer stories in 1985 to upcoming models from Gener- 
al Motors, Ford, Toyota, and American Motors, all of which 
were front-wheel drive vehicles based on passenger car engi- 
neering. The producers claimed that their new designs were 
based on consumer demands, but our analysis shows that 
consumer signals in terms of model evaluations until 1985 
were ambiguous. Consumers still were comparing notes on 
the virtues of different minivan designs (carlike versus truck- 
like) when producers made these announcements. Also am- 
biguous were consumer actions, as is evident in the aggre- 
gated sales volumes of carlike minivans (Caravan/Voyager 
models) and trucklike minivans (Volkswagen Vanagon, Toy- 
ota Van, Chevrolet Astro/GMC Safari, Ford Aerostar) illus- 
trated in Figure 3. In 1984—1985, when producers initiated 
their stories about future carlike models, sales of trucklike 
units had risen higher than sales of carlike minivans, and they 
remained higher than carlike minivan sales until after 1988. 

Given that market signals (e.g., sales trends, consumer 
stories) were mixed in 1984—1985, it appears that producers 
were enacting their competitive environment, not respond- 
ing to it. Into a cognitively volatile market interface, pro- 
ducers introduced stories that signaled that the minivan cat- 
egory prototype was a carlike, front-wheel-drive vehicle. 
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FIGURE 3 
Trucklike and Carlike Minivan Sales: January 1983-December 1990 


ши Trucklike Sales 


Unit Sales 


01/83 


01/84 01/85 


01/86 


= Сапке Sales 





01/87 01/88 01/89 01/90 


Month/Year 


OO rrr — aaa a 


These stories circulated and entered the conceptual systems 
of consumers and other producers who still were developing 
their representations of what a minivan should be. The sto- 
ries, in effect, empowered consumers who owned 
Dodge/Plymouth minivans, as well as the Chrysler Corpo- 
ration, to speak with more confidence about their models in 
their subsequent stories and triggered the positive feedback 
effects that favored the Chrysler design. The General Mo- 
tors, Ford, and Toyota stories influenced the behaviors and 
stories of other market actors, and they became self-fulfill- 
ing prophecies. It is possible that the new product an- 
nouncements by General Motors, Ford, and other producers 
gave a directional “push” to the social construction process 
and handed Chrysler Corporation the minivan market dom- 
inance it has exercised since. Had these producers enacted 
stories in which the Chevrolet Astro, the Toyota Van, or sim- 
ilar designs were the preferred ones, the nascent consumer 
feedback effects (Dickson, Farris, and Verbeke 1999) that 
stemmed from Chrysler’s early entry and on-the-road famil- 
larity might have been neutralized, and the minivan catego- 
гу prototype might have stabilized around a different core 
element array. 


Discussion and Implications for 
Further Research 


Our analysis of the minivan market from 1982 to 1988 sup- 
ports the notion that emerging product markets are socially 
constructed. Through their stories and behaviors, actors on 
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both sides of the market contributed to the stabilization and 
assimilation of the minivan conceptual system, and they set 
boundaries for the minivan market that are now taken for 
granted. Within broad and diffuse preferences, the minivan 
category came across as a dynamic conceptual system. 
Neither consumers nor producers had total control over the 
category’s final realization, and both sides of the market 
were instrumental in shaping the category’s evolutionary 
trajectory. 

Part of the value of this study is its argument that some 
of the fundamental dynamism of product markets stems 
from the equally fundamental dynamism of producer and 
consumer conceptual systems. The marketing field already 
has established that social processes (Frenzen and Davis 
1990; McCracken 1986), cognitive processes (Carpenter 
and Nakamoto 1989; Porac et al. 1995), and economic/be- 
havioral dynamics (e.g., Dickson 1992; Dickson, Farris, and 
Verbeke 1999) are important shapers of product markets, but 
few researchers have combined cognitive and evolutionary 
processes into a coherent framework. We suggest that our 
most important contributions are to help the field better un- 
derstand where the market-organizing, shared knowledge 
structures that we call product categories come from and to 
do so in a way that integrates the information-processing 
and dynamic systems views of product markets that already 
are established in the literature. Our sociocognitive model 
provides insight into the black boxes of consumer and pro- 
ducer thinking, from which emanate some of the positive 
and negative feedback effects that shape product markets 


(Arthur 1990; Dickson, Farris, and Verbeke 1999) and that 
surely must precede the entry and exit decisions of firms 
(Suárez and Utterback 1995; Utterback and Suárez 1993). 

Another contribution of this study is the deployment of 
another set of tools with which to explore the ambiguities 
and complexities of the market interface. Investigating the 
content and structure of the mental models that producers 
and consumers bring to the market long has been the realm 
of invasive data-gathering methods. Such methods actively 
request that subjects externalize bits and pieces of the stories 
they use to make sense of their environment, be it in field in- 
terviews (e.g., McCracken 1986), with questionnaires and 
experiments (e.g., Frenzen and Davis 1990; Ratneshwar and 
Shocker 1991), through retrospective self-analyses in con- 
trolled settings (e.g., Carpenter and Nakamoto 1989), or in 
the elicitation of stories and images through metaphorical 
reasoning (Zaltman 1997). This active elicitation of concep- 
tual systems provides valuable data, but all invasive meth- 
ods suffer to varying degrees from their contrived nature. 
Subjects who are asked to verbalize and explain their men- 
tal models must rely on memory and their ability to recog- 
nize incongruencies in their behavior, processes that are 
fraught with error. In addition, the assumption often is made 
that the aggregation of individual-level mental models is 
enough to gain access to community- or societal-level 
knowledge structures, an assumption that most researchers 
admit is seldom valid (e.g., Porac and Rosa 1996). Thus, da- 
ta collected with invasive methods are rich in detail but pos- 
sibly biased and should be supplemented with data from 
less-contrived sources. Careful and systematic analysis of 
the public discourse that surrounds emerging and estab- 
lished product categories yields measures that can be almost 
as detailed and precise as those collected through other 
methods and captures the aggregate conceptual systems that 
are defining and influencing the market as a whole. 

One additional contribution of our work is to show in 
more detail the process by which mental representations 
grow in complexity and rigidity as they mature. As the 
knowledge structures of consumers and producers mature, 
they become harder to change, and their resistance to change 
in turn forces alterations in how market actors make deci- 
sions. Sujan (1985), for example, has documented signifi- 
cant differences in decision strategies between novice and 
expert consumers that are analogous to the differences be- 
tween open- and closed-minded producer decisions noted by 
Day (1994a). We suggest that both these, as well as similar 
results in other research, are cases of knowledge-structure 
maturation (expert consumers and closed-minded producers 
both have more mature knowledge structures) and its influ- 
ence on decisions. 

In dynamic markets, it is not advantageous for con- 
sumers or producers to hold mature and rigid knowledge 
structures, because they hinder their ability to receive and 
process novel stimuli. In effect, widely shared mature 
knowledge structures set up powerful positive feedback 
network effects (Arthur and Lane 1994*; Dickson, Farris, 
and Verbeke 1999) that cause consumers and producers to 
remain committed to product concepts that are no longer 
advantageous. It has been less clear, however, how to move 
away from mature and rigid knowledge structures, short of 


being submitted to harsh environmental shocks. Our so- 
ciocognitive framework suggests that knowledge structures 
are informed by both behavior and sensemaking, which im- 
plies that disruptions to either may help reduce rigidity in 
the conceptual system. In practice, this suggests that mar- 
ket actors can benefit from destabilizing behaviors and 
thinking. Unusual purchases or consumption activities 
about which stories are told are such destabilizing forces, 
as are experimental and limited edition products that are 
exposed to market sensemaking (e.g., product concepts un- 
veiled at trade shows). Whereas rigidity-reducing behaviors 
and sensemaking have been widely advocated for compa- 
nies (e.g., Day 1994a, b), no such prescriptions have been 
made for consumers. Such prescriptions would entail en- 
couraging consumers to use products in unusual ways and 
seek the limits of products' applicability to different usage 
conditions. 

In an age in which we try to curtail adventurous product 
use by consumers because of product liability concerns, 
such prescriptions seem ludicrous. They may be, however, 
what are necessary for vibrant markets in the long run. In- 
stead of constraining consumers and limiting their ability to 
be active market shapers, it may be wise to develop means 
by which to encourage adventurous practices among con- 
sumers while sustaining some base level of social welfare 
and safety. Such a task may be difficult, but it is not impos- 
sible. One factor to make it possible, for example, may be 
adopting modular product architectures (Sanchez 1999), 
with the added constraint of making modular exchanges of 
functionality highly accessible to consumers. If careful de- 
sign, for example, made it possible for cellular telephone 
users to experiment with them as remote controls, it is pos- 
sible that highly innovative uses would be generated contin- 
ually (e.g., remote control of home appliances, purchasing 
highway tolls on the go, pay-per-view programming by tele- 
phone) and that the cellular telephone market would become 
more dynamic and vibrant as a result. Other ways of en- 
couraging responsible and innovative consumer use of prod- 
ucts are possible and merit additional investigation. 

Our finding that consumers and producers respond to 
growing stability in the product category differently also has 
some interesting implications. The silence of consumers as 
they embrace a product category might be a macro-level 
equivalent of a shift in consumer thinking from the assem- 
bling of mental representations, which is analogous to piece- 
meal processing, to the application of tacit mental represen- 
tation, which is analogous to schema-based processing 
(Fiske 1982*). This implies that piecemeal versus schema- 
based processing may involve not only individual-level 
trade-offs, but also social ones. That is, the producer and 
consumer communities use piecemeal and schema-based 
processing equivalents in their aggregate sensemaking, and 
they activate different base mechanisms depending on the 
coherence and stability of their shared conceptual systems. 
It also suggests that markets in which conversation about 
product concepts is encouraged may become more cogni- 
tively malleable due to the dialogue. Thus, another possible 
way of encouraging change in widely shared representations 
of product categories is to encourage public discourse about 
them. The possibility that markets could be proactively en- 
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gaged and directed in their aggregate cognition management 
by encouraging public discourse merits further research. 

As it pertains to marketing practice, a vocal consumer 
community signals that it is still developing its product con- 
ceptual system and, consequently, still may be subject to the 
influence of adventurous diversity in product architecture 
and performance. In contrast, a silent consumer community 
is one with relatively well-developed ideas regarding what 
different product categories represent and may be less sus- 
ceptible to change. Silent consumers may be more efficient 
processors of incremental product improvements and better 
at sifting out models that do not approximate the category 
prototype. They may also be more likely to ignore producer 
differentiation attempts because of the biasing influence that 
stable mental models exert on their processing of novel 
stimuli. Marketers, therefore, might benefit from consider- 
ing the overall volume of consumer conversations (i.e., the 
numbers of stories) about product categories and not just the 
content of the conversation; that is, they may benefit from 
listening to customer silence as well as voice. 

It would be interesting, for example, to go beyond Gold- 
er and Tellis's (1993) archival work and measure the volume 
of sensemaking that was present at the time that innovations 
such as personal computers and camcorders were introduced 
by their technological pioneers versus that of their more typ- 
ically recognized market pioneers. If our framework is rep- 
resentative of market-shaping factors, we should find that 
market sensemaking about the product category was more 
active at the time the market pioneers introduced their prod- 
ucts than when the technological pioneers made their 
moves. Because high levels of conversation would have 
made market actor cognitions more malleable, the market 
pioneer's claims would have had a bigger impact on the 
product conceptual systems than the earlier claims of the 
technological pioneer and explain at least part of the market 
pioneers' success. 

Producer conversation volumes increasing concurrently 
with product category stability also has research and man- 
agerial implications. As we discussed previously, increased 
producer conversations about evolving categories have two 
components: (1) making sense of the emerging categories 
and (2) trying to bring closure to the sensemaking in ways 
that are advantageous to their own position. However, peo- 
ple and organizations that are busy telling stories are proba- 
bly not listening well, which suggests that, as producers 
raise the volume and intensity of their conversation about 
product categories, they disrupt their ability to assimilate 
market signals and, in effect, hinder their understanding of 
the market. Producer deficiencies in fully understanding 
their markets therefore may be "bounded" by their own 
conversations, which disrupt their environment-scanning 
and learning abilities. It is also possible that producer con- 
versations bias their perceptions of the market by imposing 
self-serving interpretations on ambiguous market data, an 
often-cited deficiency of marketing organizations (e.g., Day 


19942). It may be possible, therefore, that producers that are 
making the most claims are those most likely to miss mar- 
ket signals and that striking a balance between the broad- 
casting of market-shaping stories and listening to the stories 
of others should be added to the prescriptions for being mar- 
ket-driven. The role of producer voice in market formation 
merits further research, and companies may want to consid- 
er the wisdom of measuring the impact of their words more 
carefully. 

This study is the first in a stream of research aimed at 
understanding the sociocognitive nature of markets in detail 
and, as such, has noticeable weaknesses. First, it uses only 
one product category to support its claims. The minivan cat- 
egory has had a dramatic influence on the automotive in- 
dustry and is unique in many ways. It is important, there- 
fore, that additional research focus its attention on less 
dramatic product categories if the generalizability of this 
framework is to be supported. Are product concepts such as 
dishwasher detergent and paper clips also socially con- 
structed? Such a question must be answered in the affirma- 
tive before we can claim to have developed a theory of prod- 
uct markets that is truly complementary to those already in 
the field. 

Second, the study uses the voices of commercial jour- 
nalists as surrogates for the general voices of consumers and 
producers. Although we believe that journalists are respon- 
sive to their constituencies and seek to reflect their con- 
stituents’ concerns and opinions, they are nevertheless dif- 
ferent from consumers and producers in several ways. One 
is that journalists, as professional market mavens, have bet- 
ter developed and more extensive knowledge of the product 
categories than the average person. In addition, because 
many journalists move in the same social circles, share com- 
mon educational and experiential backgrounds, and are held 
to the same standards of performance, their knowledge 
structures are likely to display less variance than what we 
would find if we were to examine the knowledge structures 
of average consumers and producers. We believe that con- 
sumer and producer representations are compatible with 
those of the professional journalists, because it is the jour- 
nalists' job to make them so, but they may not be as rich in 
detail. It is possible, therefore, that at the individual level, 
we would find a wider range in conceptual backdrops for the 
behaviors and sensemaking activities of average consumers 
and producers than we did among our chosen sources. At a 
more aggregate level, however, these individual-level dif- 
ferences could be cancelled out, because there are con- 
sumers and producers that are more expert than the journal- 
ists and that would offset the less-rich representations of 
others. Because the journalists’ job is to reflect widely 
shared sensemaking stories, we do not believe that using the 
voices of professionals is improper for our initial explo- 
rations. Further research will need to address the individual 
differences among average consumers and producers more 
directly. 


SS a SS, 
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Marketing in Technology-Intensive 
Markets: Toward a Conceptual 
Framework 


Markets in which technology assumes a central role are becoming driving forces of the economy. The authors la- 
bel these "technology-intensive" (TI) markets. Despite their importance, however, there is not a clear understand- 
ing of the features of a TI market. Using scientific know-how as the foundational concept, the authors explore the 
nuances of know-how creation, dissemination, and use to identify eight features of Tl markets. With a series of rep- 
utable empirical propositions, they also study four marketing decisions, beginning with the most fundamental, that 
is, the vertical positioning decision (the firm's decision about what it sells). Product design decisions (both platform 
and modularity), transfer rights decisions (incorporating both price formats and licensing restrictions), and migra- 
tion declsions (whether and how to move customers through an ongoing stream of technological innovations) round 


out the set. 


hnology is at the core of diverse contemporary mar- 
| kets, ranging from commonplace business and соп- 
sumer products (e.g., fax machines, digital "pets") to 
esoteric products with diverse yet fundamental applications 
(e.g:, routers, extensible object-oriented databases, digital 
signal processors, gene sequence analyzers). We call these 
“technology-intensive” (TI) markets. Such markets are sig- 
nificant in several respects. 

Technology is a powerful engine of economic progress. 
It has been estimated that TI markets added almost a full 
point to U.S. economic growth in 1998 (Mandel 1998). This 
is no transitory phenomenon, either. Technology has been 
the principal driver of the astounding increases in produc- 
tivity and well-being of societies achieved since the Indus- 
trial Revolution (е.р., Mokyr 1990). Furthermore, these 
trends show no sign of abating. To the contrary, the effects 
and influence of technology are expected to accelerate 
(Quinn 1992). These markets are growing at twice the 
growth rate of the economy, according to government statis- 
tics (Technology in the National Interest 1996). 

However, consensus views of the business implications 
of these markets are lacking. Technology evangelists assert 
that these markets are as "different as the moon is from the 
earth" (Dyson 1995). Even some accounts in the marketing 
literature accord a limited role for marketing in TI settings 
(e.g., Workman 1993). However, skeptics contend that noth- 
ing is fundamentally different about such markets, and con- 
ventional marketing insights into branding, positioning, dis- 
tribution, and so forth can be extrapolated usefully to TI 
markets. 
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Although work in marketing and allied fields has im- 
proved considerably our understanding of TI domains (e.g., 
Capon and Glazer 1987) and large numbers of analytic mod- 
els have been developed for particular topics such as com- 
patibility and network externalities, empirical evidence is 
scarce. Thus, it is difficult to sort through these competing 
views about the nature of marketing decisions in these mar- 
kets. In short, our current understanding of TI markets is 
sparse, disparate, and without consensus. 

These disagreements carry over into the public policy 
and antitrust arena. The argument is often made that the dy- 
namic business aspects of technology-driven markets render 
conventional business and strategy analysis useless. How- 
ever, consider the contrasting view offered by a deputy as- 
sistant attorney general: “rapid technological progress hard- 
ly implies that antitrust enforcers should sit on the sidelines 
... Our job is to ensure that incumbent firms do not use their 
power to block technological progress” (Shapiro 1996). 

Our goal is to offer a framework that can motivate em- 
pirical research. Scientific know-how is the foundational el- 
ement of our framework. The sheer intensity of scientific 
know-how in TI markets endows them with a set of charac- 
teristic features. We identify four marketing issues that be- 
come salient in these circumstances: vertical positioning de- 
cisions, which represent the firm’s decision of what it sells; 
platform positioning decisions; transfer rights decisions; and 
migration decisions over overlapping generations of techno- 
logical innovations. We articulate linkages between the fea- 
tures and these marketing decisions as a series of testable 
propositions that researchers might find useful in conduct- 
ing empirical work. 


Know-How and TI Markets 
So many different lay meanings are already attached to the 
word “technology” that an attempt to generate an inclusive 
definition would only add to the confusion. Instead, we de- 
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velop a working definition for the purpose of this article by 
teference to the underlying characteristics.! To this end, we 
begin with the term “technology.” Similar to previous au- 
thors, we view it as scientific knowledge applied to useful 
purposes (e.g., Capon and Glazer 1987; Quinn, Baruch, and 
Zien 1997). Also termed “know-how,” this definition cap- 
tures the scientific knowledge embodied in a product’s func- 
tionality, as well as manufacturing and sales knowledge. 
Products (and services)? are therefore manifestations of 
know-how. This eliminates the distinction between a prod- 
uct and the technology it encompasses—a distinction that is 
often difficult, if not impossible, to make (Glazer 1991). 

Know-how transforms the business aspects of a market 
in profound ways; consider, for example, the business of 
dam building. Dams have been built throughout the world 
for centuries by applying little-understood principles ac- 
quired through experience—an industrial art form. At the 
turn of this century, the science of soil mechanics was de- 
veloped, which transformed the business. First, it enabled a 
much greater variety of dam designs to be considered and 
compared systematically. Second, the hitherto monolithic 
product built painstakingly through trial and error became 
decomposable into subsystems in which independently oc- 
curring advances in steel reinforcement, concrete fabrica- 
tion, watershed mapping processes, and so on could all be 
brought to bear to deliver an improved dam. This made it 
impractical for any one firm to be a specialist in all relevant 
matters. Consequently, heterogeneous firms with differen- 
tial competencies emerged. Because these subsystems must 
function properly with one another in a coordinated fashion, 
standards and interfaces also became salient business issues. 

Know-how intensity is not the only basis for studying TI 
markets. It is useful to contrast it with two alternative con- 
cepts that have been used: complexity and speed. 


Know-how versus complexity. We do not equate know- 
how intensity with complexity per se in design, manufac- 
ture, or use. First, customers can use a complex product 
without being influenced (or even aware) of the underlying 
complexity (e.g., digital pets). 

Second and more important, many markets are complex 
in both design and production respects and require consid- 
erable knowledge, but not of the scientific variety. Rather, 
they involve craft skills and industrial artisanship, which are 
different from scientific know-how in their generation and 
application. For example, violins are complex in their de- 
sign and manufacture and require skilled craftspeople. How- 
ever, the relevant knowledge is not science-based, but rather 
an art form. Unlike scientific know-how, progress in indus- 
trial arts is incremental and even regressive on occasion. For 
example, even today, violin makers are unable to replicate 
the Stradivarius violins made by a half-blind, virtually illit- 
erate Italian craftsman more than 100 ago. 

Complex industrial products also typically are commer- 
cialized well before scientific know-how plays a significant 


This is known as a constitutive definition. 

2We do not make a distinction between products and services 
because we view them both as offering bundles of tangible and in- 
tangible attributes. We use "product" to refer to both products and 
services. 


role. Airplanes, steamships, electric generators, and pharma- 
ceutical drugs were all commercial businesses long before 
their scientific bases were developed (Mokyr 1990). How- 
ever, the vastly increased design variety, decomposition in- 
to subsystems, and rapid introduction of advances illustrat- 
ed in our dam building example did not occur in these 
businesses until their scientific bases were developed more 
fully. Although we might learn useful lessons about intellec- 
tual property from artisanship-intensive markets, complexi- 
ty is an insufficiently discriminating concept. 


Know-how versus speed. We do not equate know-how 
intensity with fast-paced change in demand and/or supply 
conditions. Rapid change occurs in TI markets, but many 
other markets exist in which the change of pace is high yet 
the business is not heavily informed by scientific know- 
how. Cultural industries such as music and fashion exhibit 
fast-paced change, but the change does not indicate scientif- 
ic know-how. Although we might learn lessons about short 
product cycles from these markets, speed as a foundational 
concept for TI markets casts too wide a net 


A working definition. Technology-intensive markets are 
characterized by products that are based on significant 
amounts of scientific and technical know-how. Complexity 
and speed of change are corollaries of know-how intensity, 
not foundational concepts. 


Know-How and TI Market Features 


Because know-how is our foundational concept for TI mar- 
kets, we seek to characterize the relevant features of these 
markets by appealing to the nature of know-how itself. To 
this end, we focus on the manner in which know-how is cre- 
ated, disseminated, and used and isolate three relevant as- 
pects of know-how. 


Depth of Know-How 


By definition, all markets employ know-how to some non- 
trivial extent. That said, it is intuitively obvious that its im- 
pact depends on its relative magnitude and importance com- 
pared with other assets in the same market. When 
know-how itself represents a substantial portion of the total 
investment requirements, and hence of the value of the prod- 
uct itself, we observe high levels of research and develop- 
ment (R&D) spending. Indeed, the U.S. Commerce Depart- 
ment uses this metric to define "high-tech" industries; any 
industry with double the R&D expenditures to sales ratio as 
compared with the average is placed in the high-tech cate- 
gory (Shanklin and Ryans 1984). 

As R&D expenditures become an increasingly large 
fraction of all expenditures, the supply and demand fea- 
tures of the market itself mirror know-how creation, dis- 
semination, and use. Know-how creation costs are both 
fixed and sunk. Additional costs to create multiple units of 
know-how are not relevant. Similarly, dissemination and 
use of know-how does not use up the stock of know-how. 
On the contrary, use often improves or increases the exist- 
ing stock. As we elaborate next, these aspects of know-how 
processes manifest themselves in two particular features of 
TI markets. 
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Unit-one costs. Markets dominated by investments in 
know-how feature high “unit-one” cost structures. The cost 
of producing the first unit is very high relative to the costs 
of reproduction. To illustrate, the cost of pressing and dis- 
tributing a CD-ROM are trivial compared with the cost of 
hiring programmers and content specialists to develop the 
software code recorded on it. Digital distribution reduces 
further the reproduction cost (essentially to zero) because 
customers can and do create (download) their own copies. 

Although these fixed development costs appear similar 
to the fixed costs of investments in physical assets found in 
many other industries, there are profound differences. For 
example, an electric utility has a high fixed plant cost, but 
this only represents an investment in capacity that depreci- 
ates over time. In contrast, know-how is never used up and 
is infinitely extensible. Thus, it is not merely an investment 
in capacity. Instead, there are supply-side increasing returns 
to scale in the extreme, which magnifies the classic natural 
monopoly problem. It is inevitable that one dominant firm 
emerges, but with the rapid pace of change in these markets, 
a once-dominant firm may be supplanted by another firm. A 
useful metaphor for competition is that of a series of races, 
each won by some firm. 

We note that the dominance of unit-one costs is relevant 
for tangible as well as intangible TI markets. Medical de- 
vices and microprocessor firms do not have zero reproduc- 
tion costs, yet their material and labor cost of production and 
distribution are of an order of magnitude smaller than the 
know-how development costs. As we elaborate subsequent- 
ly, a cost structure dominated by unit-one costs profoundly 
influences a firm’s positioning and pricing decisions, often 
in counterintuitive ways. 


Tradability problems. When know-how represents a sub- 
stantial portion of the value of the products in question, 
buyer-seller exchanges are transformed effectively into in- 
tellectual property transactions, albeit wrapped within a tan- 
gible product transaction. Thus, transactions in TI markets 
bear all the complications of completing economic transac- 
tions directly for know-how (e.g., Teece 1988). 

Pretransfer problems emerge because a buyer can value 
intellectual property best after he or she has acquired it. Sell- 
ers are loath to permit buyers to ‘Чгу it out" because knowl- 
edge when acquired cannot be returned or forgotten. Anoth- 
er problem is that the use or possession by one 
licensee/buyer does not diminish its subsequent availability 
to another buyer. The original seller can sell unlimited 
copies at nearly zero reproduction cost. Promises not to sell 
elsewhere or at lower prices are not credible per se. This 
makes it more difficult for the first buyer to assess the po- 
tential value of the property, especially if he or she might be 
in subsequent competition with firms buying later from the 
same supplier. In turn, this makes it more difficult to arrive 
at a mutually satisfactory transaction. 

Posttransfer problems also abound. For example, a buy- 
er may "sit on" a technology to protect its own (obsolete) 
technology. Such disabilities are exacerbated in internation- 
al markets because of more fragile property rights. Although 
trade involving a tangible product, or even an intangible 
such as a brand name, always accommodates termination as 
an effective safeguard against adverse outcomes, termina- 
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tion per se is not credible with technology transactions be- 
cause the buyer retains the relevant knowledge even after 
termination. 

Such problems are magnified when the know-how in 
question is increasingly tacit in nature. Tacit know-how is 
defined as know-how that is difficult to convey through doc- 
umentation (Polanyi 1962) and thus is not readily verifiable 
by third parties. Examples include process know-how and 
experience-based human skills. In contrast, codifiable know- 
how is amenable to the printed page and can be transmitted 
easily in patent specifications and the like. Because intellec- 
tual property rights rest on third-party verification to enforce 
patents and licenses, posttransfer problems are magnified 
with tacit know-how. 

In summary, tradability problems characterize TI mar- 
kets, especially when tacit know-how is prominent. Аз we 
elaborate subsequently, these tradability problems have a 
profound influence on a firm's positioning and compatibili- 
ty decisions. 


Externalities in Know-How 


Externalities are defined as spillovers. Positive spillovers 
exist in know-how creation, dissemination, and use. Thus, 
newly created know-how in one area often further enriches 
an existing stock of adjacent know-how. Similarly, produc- 
tivity of know-how dissemination and use is enhanced when 
both the source and the target can build on the stock of 
know-how that the other possesses. Empirical work has doc- 
umented these positive externalities in know-how creation, 
dissemination, and use within industries, across industries, 
and between academia and industry (e.g., Jaffe 1986, 1989). 
These externalities create increasing returns in know-how 
creation and distribution, which make them markedly dif- 
ferent from "normal" production and distribution processes 
that feature familiar diminishing returns properties. The TI 
markets mirror these distinctions in three respects. 


Diversity of technologies. Iansiti and West (1997) ob- 
serve that interdisciplinary work and integration of tech- 
nologies are common in TI markets. For example, im- 
plantable medical devices depend on microelectronics, 
nonreactive materials technology, and battery technology. 
Often, these know-how bases are spread widely across 
firms, industries, and users. Indeed, as von Hippel (1986) 
documents, so-called lead users often have been responsible 
for a lion's share of the commercialized innovations in TI 
markets. This is unsurprising if we consider the implication 
of externalities. Because spillovers spur advances at multi- 
ple places within groups of interacting communities of firms 
and users, it is all but inevitable that the breadth of know- 
how employed grows over time. 

It is not just the diversity of know-how that grows, but 
also the manner in which new know-how is introduced. 
Historical accounts note that, as know-how intensity in- 
creases in a market, monolithic products become trans- 
formed into decomposable systems. This is a fundamental- 
ly significant transformation because improvements in one 
component of the system can be introduced independently 
of the others. Not only is there greater unbundling over 
time in TI markets (Wilson, Weiss, and John 1990), which 
encourages new technology to be introduced into mixed- 


and-matched systems to fit customers’ ideal points better, 
but “enabling technologies” accelerate the diversity of 
technologies even further. 

Enabling technologies typically come from outside the 
immediate domain of a particular application but ultimate- 
ly are incorporated to enhance the benefits of the products 
involved. For example, computing information historically 
was delivered over localized systems such as mainframe or 
desktop computers. The development of high-speed Inter- 
net links, high-capacity local storage, flat-panel displays, 
and alternative input devices represents enabling technolo- 
gies for wide-area, mobile access to this information. Sys- 
tems become even more diverse as enabling technologies 
are incorporated. 

In summary, as the diversity of technologies increases, 
products are transformed into systems that offer marketers 
dizzying possibilities for unpacking them into subsystems 
and components. Several marketing decisions are influ- 
enced directly, including modularity in product design and 
the components versus systems decision. 


Network compatibility. Externalities in know-how cre- 
ation and dissemination create networks in which collec- 
tions of users and/or producers coalesce around sets of com- 
plementary know-how (Farrell and Saloner 1985). Both 
physical networks, such as a telephone system, and logical 
networks, such as the Wintel network comprised of Mi- 
crosoft operating systems and Intel processors, are created. 
Compatibility is a significant dimension of these networks. 

Compatibility consists of the standards and rules that en- 
able subsystems of products to work together without spe- 
cial modification. It is not an all-or-nothing proposition, but 
rather a matter of degree. For example, in computer inter- 
networking, protocols such as TCP/IP enable high intrasys- 
tem compatibility. At the same time, other areas within the 
same system (e.g., real-time video streaming) exhibit low 
compatibility because of differences in the implementation 
of a common denominator protocol. 

There are large gains from compatible networks. Posi- 
tive spillovers in know-how creation accelerate the rate of 
progress when a community of users or producers coalesces 
around common standards. In addition, the larger market 
size creates lower costs from increased scale and competi- 
tion. These common standards, or compatibility, regimes 
vary across TI market networks with qualitative differences 
in the types observed. 

In some TI markets, compatibility derives from a domi- 
nant sponsor that achieves “proprietary control” (Morris and 
Ferguson 1993), whereas a collective or “open control” 
regime dominates in other cases. An example of the former 
would be the various interfaces promulgated and controlled 
by IBM in the mainframe market. In the case of social control 
(also called open standards), some collective body controls 
the interfaces. An example is the TCP/IP standards in the net- 
working market. Although there is large analytical literature 
on network compatibility, there is scant empirical evidence 
on these matters, as Brynjolfsson and Kemerer (1995) ob- 
serve in their study, which estimates network externality ef- 
fects in the spreadsheet market. As we discuss subsequently, 
marketing decisions about product design modularity are in- 
fluenced directly by the compatibility regimes in a TI market. 


Demand-side increasing returns. Externalities in know- 
how creation and dissemination also create demand-side in- 
creasing returns in TI markets. Also called a “bandwagon ef- 
fect,” this refers to the situation in which the utility of the 
item to the n + Ist adopter is a function of previous n 
adopters. The classic example is telephones, in that the more 
people who adopt the telephone, the higher the benefits are 
to each adopter. The increasing returns often are located in 
complementary products or peripherals, such as software for 
computers or prerecorded cassettes for videotape machines. 
Observe that the bandwagon effect is magnified by greater 
compatibility within a network of complementary items. 

Demand-side increasing returns create fierce winner- 
take-all battles among competing systems in TI markets. 
Furthermore, “objectively” superior technology embodied 
in a firm’s product does not dictate success. Market tipping 
from small historical events can lead to lock-in with a (pos- 
sibly) inferior technology. The QWERTY keyboard (Arthur 
1994) and the Beta versus VHS tape format often are cited 
as examples of such effects. 

These increasing returns arguments are at the heart of 
the public policy dilemma in the Microsoft antitrust case. 
As we noted, single-firm dominance of increasing returns 
markets is almost inevitable. Microsoft’s dominance of 
the Windows marketplace can be justified by appealing to 
the consumer benefits of the Wintel network that was cre- 
ated as a consequence. The dilemma is that Microsoft’s 
dominance also might have the effect of locking out po- 
tential competitors in the future. It is particularly difficult 
to assess conduct, such as exclusivity contracts and merg- 
ers or buyouts by dominant firms, which plausibly grows 
the incumbent network but also makes it difficult for 
competitors to enter and challenge with new, competing 
products. 

We note the controversy about the empirical signifi- 
cance of these phenomena. Liebowitz and Margolis (1990, 
1995) examine the histories of the QWERTY keyboard and 
the Beta versus VHS tape format battle and find no evidence 
of demand-side increasing returns in either case. According 
to them, in both cases, a close reading of the historical facts 
does not support the supposed inferiority of the de facto 
standard. These findings underscore the sparseness of the 
empirical literature. These controversies notwithstanding, 
demand-side increasing returns have obvious implications 
for various marketing decisions. Most notably, a firm’s pric- 
ing decisions may be tailored to take advantage of increas- 
ing returns, an issue we elaborate on subsequently. 


Evolution of Know-How 


Unlike physical assets, know-how is “self-regenerative” and 
evolves, in that one piece of know-how creates the condi- 
tions for subsequent pieces (Glazer 1991). Furthermore, the 
pace of know-how creation can accelerate as individuals and 
firms become increasingly skilled at exploiting a set of ideas 
(Romer 1990). It is also path-dependent as a consequence. 
These positive feedback processes make the trajectory of 
know-how quite volatile and highly susceptible to small 
changes. Altogether, these influences make participants un- 
certain about the timing and trajectory of progress, though it 
is inevitable that progress will occur. 
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Although improved products аге always welcome in any 
marketplace, they are particularly important in TI markets. 
Know-how-intensive products (e.g., a word processor) are 
virtually infinitely durable, so repeat purchases are driven 
primarily by improvements. Thus, expectations of improve- 
ments play a crucial role. Three different aspects of expec- 
tations are implicated. 

Expectations of расе of improvements. The evolutionary 
aspects of know-how creation previously described virtual- 
ly guarantee that TI markets feature an ongoing stream of 
improved and overlapping product generations. Dynamic 
random access memory chips and microprocessors are two 
of the most familiar examples of constantly improving gen- 
erations. Àn obvious consequence is that the improved ver- 
sions obsolete older ones while they are still perfectly func- 
tional. Customers, recognizing this, begin to form 
expectations of further and continuing advances in perfor- 
mance (Rosenberg 1976) and decrements in price. They 
must balance the value (and potential obsolescence) of in- 
stalled product generations against the potential value of 
current offerings and future arrivals in making upgrade de- 
cisions. The marketer's task of managing transitions be- 
tween generations obviously is affected by these conflicting 
influences. 

It is important to note that these constant upgrades are 
not confined to contemporary computer markets. Industrial 
machinery often exhibits this rapid pace of revisions. To cite 
an historical example, Kaysen (1956) documents that Unit- 
ed Shoe Machinery introduced, on average, approximately 
200 changes during the life of an individual model of shoe 
machine. Its customers clearly anticipated constant revi- 
sions in the state of the art. 


Expectations of significance of improvements. Pace 
aside, the magnitude or size of improvements in TI markets 
can vary quite dramatically. On the one hand, fast but incre- 
mental (evolutionary) change results in new generations that 
are mostly updated versions of earlier ones. On the other 
hand, fast and significant (revolutionary) improvements re- 
sult in "inflection points" or technological discontinuities. 
Truly significant improvements can be competence-destroy- 
ing as well. For example, the commercial airplane industry 
currently is moving from 50 years of hydraulic controls to 
the use of "fly-by-wire" controls, which is a competence- 
destroying advance for hydraulics specialists. 

Customers' expectations about the significance or size 
of improvements have effects quite distinct from pace per 
se. Although significant improvements prompt purchases 
when they arrive, they can have a chilling effect when they 
are expected imminently. Thus, tailoring marketing deci- 
sions about migration in the light of large expected im- 
provements is a crucial element of TI markets. 


Uncertainty of expectations. Expectations obviously are 
not held with certainty. Strongly held expectations result 
from consistent progress such as microprocessor capabili- 
ties, whereas expectations during inflection points are much 
more uncertain. For example, new techniques (such as "xe- 
rogel" bubbles or advances in etching techniques) may in- 
crease microprocessor growth rates substantially, but these 
are only industry conjectures and it is difficult to predict 
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their impact. In other cases, uncertainty may be related to 
complementary technologies, such as the future capabilities 
of operating systems and their effects on applications soft- 
ware capability. An interesting example is the computer 
memory market, in which the evolution of memory device 
design is far more certain than the improvements in test 
equipment necessary to fabricate these designs. In industry 
parlance borrowed from bicycle racing, the chip firms are 
said to "draft" test equipment firms. 

Customer decisions in TI markets are strongly influ- 
enced by the uncertainty of their expectations as they mi- 
grate through a series of technological advances. Аз we 
elaborate subsequently, marketing decisions to support these 
migration patterns are affected by these uncertainties. 


Summary of TI Market Features 


The nature of scientific know-how creates eight features of 
TI markets, as we show in Figure 1. Unit-one cost struc- 
tures, intellectual property tradability problems, highly di- 
verse technologies, network compatibility issues, demand- 
side increasing returns, and customers' expectations about 
the pace, size, and uncertainty of improvements are all 
salient in TI markets. That said, we reiterate that these eight 
features do not define a TI market. The value of specifying 
these features lies in explicating links between them and im- 
portant marketing tasks in these markets. We turn to this task 
next. 


Marketing Decisions in TI Markets 
We focus on four specific issues and begin with the most 
fundamental decision in a TI market: what to sell. We label 
this the vertical positioning decision. We then consider two 
product design decisions: choosing a platform design versus 
а conventional targeted product design and whether to use a 
modular system design or the traditional optimized product 
design. The third major decision is the design of transfer 
rights, which can range from complete transfer of ownership 
to limited per use rights. Finally, the migration assistance 
decision to move customers from one product generation to 
another rounds out the set. 

Our choice of these issues is driven by three considera- 
tions. First, the sheer intensity of know-how in TI markets 
creates and/or magnifies greatly the number of decision al- 
ternatives for these issues, whereas the choices are much 
more constrained in conventional settings. Second, conven- 
tional wisdom from other settings often does not carry over 
for these decisions. Put differently, they have surprise value. 
Third, they represent live research opportunities, because 
empirical work on these matters is scarce. 

We identify two important limitations. First, we eschew 
competitive strategy considerations. Competing in a TI mar- 
ket involves commercializing technological know-how. As 
such, firms differ greatly in their technological competence. 
Nevertheless, we do not address the effects of this hetero- 
geneity in resources and capabilities that enable or detract 
individual firms from making these decisions. Likewise, we 
do not address the effects of the alternative means by which 
firms obtain these resources (e.g., internal development ver- 
sus acquisition). Stated differently, we are not addressing the 


FIGURE 1 
Conceptual Framework 


strategic constraints imposed by the firm’s resources or the 
comparative merits of alternative organizational forms. 
Second, though we emphasize main effects in our propo- 
sitions, we do not mean to imply that these decisions are lin- 
ear, sequential decision processes. Marketing decisions are 
simultaneous processes subject to various interactions. Our 
discussion is an initial attempt to represent, in a parsimo- 
nious way, the complexity of marketing in these settings. 


Vertical Positioning Decisions 


All products in а TI market start with some valuable know- 
how. The firm that owns the know-how must fashion a sell- 
ing strategy for converting it into revenues. We offer the fol- 
lowing continuum for framing the options. ' 


A continuum of locations. The alternative vertical posi- 
tions are depicted along the continuum in Figure 2, which or- 
ders them by the funds expended by the buyer beyond the ac- 
quisition cost of the focal purchase. These funds are expended 
on realizing the core product and/or purchasing complemen- 
tary items, services, and training so as to derive the intended 
benefits from the focal purchase. At the top (high) end of the 
continuum, firms sell know-how directly. For example, 
chemical firms often sell (or license) the rights to a specific 
molecule to downstream producers. This vertical position is 
the furthest from final use, in that the item sold requires the 
greatest additional expenditures of funds by the target after 
the focal transaction to realize the final intended benefit. 

One step removed from selling know-how directly is the 
sale of a proof of concept. Here, a prototype or pilot plant is 
developed to establish that the know-how can be made to 
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work. Further down the continuum are sales of commercial- 
grade components to’original equipment manufacturers. 
Even further down are sales.of final products or systems that 
contain all the essential components, so that they are ready 
for service out of the box. Finally, at the bottom (low) end 
of the continuum, firms operate service bureaus that deliver 


Technology-Intensive Markets / 83 


the intended benefits directly, with no additional expendi- 
tures required for complementary items. 

To illustrate these possibilities, consider the desktop 
laser engine technology developed by Canon in the early 
1980s. Canon could have sold (or licensed) the know-how 
directly. It could have sold components (bare laser engines) 
to laser printer manufacturers. It could have sold print sub- 
systems (the laser engine combined with the required low- 
level software) to printer systems firms such as QMS or 
Hewlett-Packard (HP). It could have sold a complete system 
(the laser engine combined with low-level software and a 
higher-level page description language such as Postscript or 
PCL) that worked right out of the box to end users. Finally, 
it could have established print service bureaus that used its 
equipment. 

Historically, the most common vertical positions in the 
economy have been close to the final use level. We infer this 
from the aggregate size of royalty revenues, which have 
been negligible compared with aggregate product sales rev- 
enues (much less than 1% in TI markets). Royalty revenues 
in these markets have been smaller than even the R&D ex- 
penditure itself (Thurow 1997). 

However, this picture is changing rapidly. Firms in- 
creasingly are trying to realize revenues from know-how us- 
ing different vertical positions. For example, Texas Instru- 
ments, which previously relied on selling components and 
final products, in recent years has received more in licens- 
ing fees than its entire operating income provides (Thurow 
1997). Multiple vertical locations are also a growing phe- 
nomenon. Returning to the laser printer market, Canon si- 
multaneously sold printer subsystems to QMS, HP, and Ap- 
ple, as well as a ready-to-use laser printer (the LBP4) to end 
customers. More recently, IBM has become an aggressive 
vendor of components such as disk drives and chips in ad- 
dition to their traditional systems business. 


Vertical positioning is not vertical integration. Vertical 
positioning is a more fundamental decision than vertical in- 
tegration. The latter decision is predicated on what is to be 
sold. After deciding what to sell, a firm can decide whether 
to manufacture or source it. For example, HP’s decision in 
the laser printer market can be contrasted with its choice in 
the inkjet printer market. It sold complete systems in both 
cases. However, its vertical integration strategies were dras- 
tically different. Hewlett-Packard purchased laser print sub- 
systems from Canon but manufactured its own inkjet print 
subsystems. 


Vertical positioning is not value chain position. As per 
Porter (1985), we can define a firm’s position in a value 
chain as its set of internalized activities within the overall 
set of activities undertaken by all the relevant firms. In con- 
trast, its vertical position is not defined over activity sets. 
Rather, it is defined over the stock of relevant know-how 
that it owns or controls and the manner in which it chooses 
to transform this know-how into revenues. To illustrate the 
difference, suppose that A manufactured a complete printer 
for B using B’s know-how and design. A adds its manufac- 
turing process know-how to the mix. A’s vertical position is 
not at the finished product level, though it manufactures the 
complete product. Rather, A’s vertical position is at the 
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know-how level because it has elected to sell its manufac- 
turing process know-how directly. 


Favorability of different vertical positions. Although 
know-how intensity leads to decomposition of monolithic 
products into subsystems and components, which creates 
multiple vertical positioning possibilities, it is not the case 
that all these positions are equally attractive. Farrell, Mon- 
roe, and Saloner (1998) develop analytic models to show 
that competing at one level (say, components) is different 
than competing at another level (say, systems) in the same 
product category. Both strategic interaction patterns and 
profitability consequences are different. 

We observe that most of the profits are captured by firms 
located at one or two favored locations and that these loca- 
tions shift over time. For example, in the personal computer 
industry, most of the profits currently flow to firms that 
compete at the component and subsystems levels. Intel sells 
microprocessors as components and motherboards as sub- 
systems, whereas Microsoft sells its operating systems and 
applications as subsystems and components, respectively. In 
contrast, in the mainframe computer industry, most of the 
profits flow to firms such as IBM and NEC, which compete 
at the systems level. Several factors are responsible for dif- 
ferent vertical positions being favored across markets. 


Diversity effects. Highly diverse technologies in a TI 
market make it increasingly unlikely that a single firm can 
maintain its lead on all the relevant technologies across all 
the components or subsystems of the final product. Put dif- 
ferently, firms located at lower vertical positions find them- 
selves handicapped in cost and/or quality dimensions in 
their efforts to keep up. In contrast, locating at higher verti- 
cal positions enables firms to specialize and, therefore, de- 
liver lower costs or higher quality components or subsys- 
tems. This logic leads to the following testable proposition: 

Pı: Greater diversity of technologies favors higher vertical 

positions. 

Because all TI markets are characterized by some diver- 
sity of technologies in final products and such diversity 
tends to increase over time, there is a powerful trend toward 
componentization. What might offset the pull toward locat- 
ing further away from final use? 


Compatibility effects. Mixing and matching compatible 
components appeals to customers because it makes it easier 
for them to find a system suited to their own idiosyncratic 
needs (closer to their ideal point, in product-map terminolo- 
gy). It also appeals to producers because it allows them to 
specialize on a narrower range of relevant technologies, es- 
pecially when these technologies are diverse. 

In contrast, poor compatibility regimes raise the cost of 
putting together an acceptable system or even render it in- 
feasible. Selling know-how or individual components is dif- 
ficult enough, but selling new, improved components is 
even more difficult. A current example is the high-capacity 
(e.g., 120 megabyte) floppy disk from Imation. Because 
Imation does not produce disk drives itself and existing dri- 
ves are incompatible with the new disk, it must persuade 
drive manufacturers to produce and market compatible 
high-capacity drives. In contrast, Iomega faces an easier 


task in marketing its improved zip products because it соп- 
trols both the drive and the disks. Accordingly, we propose 
the following: 


P5; Poorer compatibility regimes favor lower vertical positions. 


Demand-side increasing returns effects. Lower vertical 
positions also are handicapped when there are bandwagon 
effects from network externalities. The consequences of lo- 
cating at a “wrong” vertical position can be demonstrated 
vividly by the difficulties faced by Apple Computer, which 
located itself at a low vertical position (system level). Its 
emphasis on its proprietary hardware standards over de fac- 
to open standards built around the IBM personal computer 
platform made for a winner-take-all battle for the attention 
of third-party hardware and software developers. Specialist 
suppliers with state-of-the-art know-how increasingly are 
deserting Apple for the Wintel network. In turn, this weak- 
ens the Apple product itself as the firm falls further and fur- 
ther behind in keeping its subsystems up to date. 


Рз: Greater bandwagon effects favor higher vertical positions. 


Tradability effects. Perhaps the biggest deterrent against 
locating at high vertical positions is that the know-how 
might not be sufficiently tradable. Recall that intellectual 
property transactions involving tacit know-how are fraught 
with difficulties. In terms of the vertical position decision, 
this virtually rules out the top of the continuum. However, 
if the firm is located lower on the continuum and tacit 
know-how is wrapped into a component, subsystem, or 
even an entire system, the target is indifferent to the tacit- 
ness and only needs to assess the benefits of the product 
that embodies the know-how itself. Accordingly, we pro- 
pose the following: 


P,: Greater tacitness favors lower vertical positions. 


It is worth noting that tradability is not a fixed charac- 
teristic of the stock of know-how. For example, high band- 
width information technologies, including live computer- 
ized documentation, expert systems, and multimedia (to 
simulate direct interaction) can enhance tradability to the 
point that an intellectual property transaction becomes feasi- 
ble. Alternatively, these firms can accept the extant tacitness 
but target those buyers that face smaller transfer problems. 

The most compelling target for a intellectual property 
transaction involving tacit know-how is a customer that al- 
ready possesses virtually the same know-how or is capable 
of producing it in short order. This is counterintuitive, and 
an illustration will serve to fix the idea. 

Consider process engineering and management consult- 
ing firms. Plainly, these firms are located at high levels of 
the vertical positioning continuum, but the know-how being 
sold is tacit. How do they overcome the difficulties alluded 
to previously? Briefly, they employ a targeting strategy 
quite different from the conventional dictum that customers 
with the highest value-in-use (reservation price) are the 
most attractive targets. 

Contrast two prospective buyers: a sophisticated buyer 
with a large, in-house engineering (or management) staff 
that is skilled in using the tools and methods employed by 


the outside consultant versus another buyer that lacks such 
resources. Conversations with consultants confirm that their 
best targets are sophisticated firms that could actually do the 
job with in-house resources. Why? 

The absorptive capacity of the unsophisticated firm is 
lower in spite of its greater need (and presumably greater 
value-in-use) for the service in question. Thus, the sale is 
more difficult to close. Similar unusual effects are found 
in the use of publicly funded research by private indus- 
try. The intention of the public funding is to assist firms 
that have inadequate in-house research resources. How- 
ever, firms with large research budgets and staff are the 
most intensive users of academic and public-sector re- 
search. Thus, publicly funded work intended to help re- 
source-constrained firms actually increases the diver- 
gence between firms. Accordingly, we propose the 
following: 


Ра: Sellers of tacit know-how favor buyers that possess similar 
know-how to themselves over dissimilar buyers. 


Product Design Decisions 


Regardless of the vertical position(s) chosen by a firm, it 
must decide on the most appropriate design for the product. 
Contemporary marketing exhorts designers to.listen to the 
voice of the customer by collecting information on target 
customers’ needs and preferences. After segmentation, each 
segment’s needs are transformed into product design speci- 
fications intended to deliver the identified needs. The de- 
signer’s task is to balance costs with the quality and perfor- 
mance demanded by customers. The desired outcome is an 
optimized design that hits the segment’s sweet spot or cen- 
ter of gravity 

This conventional philosophy of customer-driven 
product design faces two unique challenges in TI markets. 
First, should a firm design targeted products to hit a seg- 
ment’s sweet spot, or should it design a common core with 
different versions for different segments (a platform strat- 
egy)? Second, should the firm optimize design, given 
costs and customer needs, of the target as per the conven- 
tional philosophy, or should it deliberately modularize the 
design? 


Target platform or target product decision? A platform 
product strategy entails offering several variants to different 
segments, each of which is based on a single core design. In 
contrast, with targeted products, each identified segment has 
a product built for it. Those TI markets that are dominated 
by unit-one costs make the platform strategy more attrac- 
tive. The idea is that if incremental costs of variants are rel- 
atively small compared with the core design, it pays to pro- 
liferate versions of a common design to reach segments with 
different willingness-to-pay levels, because this adds incre- 
mental revenues (Varian 1997). In contrast, trying to reach 
each small segment with tailored products is expensive with 
unit-one cost structures. 

It is crucial to design the right core platform that then 
can be “versioned” relatively cheaply. In this regard, the 
philosophy of designing a product to maximize its appeal to 
a segment is not very useful. Instead, the platform (called 
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the “reference design")? version should be designed for the 
high end of the user market and incorporate as many of the 
desired features as needed for this segment. This is counter- 
intuitive because the high end is unlikely to be representa- 
tive of the general user. Nevertheless, large fixed develop- 
ment costs are more likely to be recovered from developing 
a design with the attribute levels desired by the segment 
with the highest willingness to pay. Then, lower-priced ver- 
sions can be sold at much lower prices, given a modest in- 
cremental cost. It is the asymmetry that makes this decision 
unique. Subtraction of features is a low incremental cost ac- 
tivity, given existing stocks of know-how, but addition of 
features most certainly is not. 

A practical way to implement this is to use lead users as 
the principal voice of the customer (von Hippel 1986). A 
firm in the surgical dressing business used military combat 
hospitals as their principal source of customer input, even 
though the product was targeted at civilian hospitals. We re- 
iterate that representativeness is not an issue, so traditional 
sampling notions are irrelevant. Likewise, concerns that 
lead users might not foreshadow mass-market needs are ir- 
relevant, because the platform design can be versioned 
down easily. Instead, it is critical to capture the high-end re- 
quirements adequately. 


Ре: Dominance of unit-one costs favor platform designs over 

optimized designs. 

There are some curious consequences of a platform de- 
sign. Because mass-market versions are created by stripping 
away features from the high-end version and the product is 
not tailored to deliver the combination of features that the 
middle market desires, it is inevitable that the middle mar- 
ket will be less satisfied than will high-end customers. We 
speculate that measured customer satisfaction will be lower 
with a platform approach. 


Modular or optimized designs? Recall that know-how 
transforms monolithic products into systems. We distinguish 
two system design strategies. Traditional engineering design 
employs constrained optimization methods "to obtain the 
highest level of product performance within a cost con- 
straint” (Sanchez and Mahoney 1996, p. 65). This approach 
leads to systems "composed of highly integrated, tightly 
coupled components." In contrast, modular systems are de- 
signed with a view to isolating components from one anoth- 
er. "Standardized component interfaces that define function- 
al, spatial and other relationships" are "not permitted to 
change during an intended period" (Sanchez and Mahoney 
1996, p. 65). Sanchez and Mahoney cite many examples of 
modular designs, including the Boeing 777 aircraft and 


ЗОпе odd feature of this version is that the costs of producing 
lower-end products actually are higher than the costs of higher-end 
products 1f the higher-end product is the initial design. To illustrate, 
an implantable cardiac device offers lower-end versions that con- 
sist of the exact design as the higher-end product with certain fea- 
tures disabled, which incurs a small, additional manufacturing cost. 
It is the relatvely small size of these additional costs compared 
with that of serving new segments that allows such deliberate 
waste to be nevertheless efficient overall. 
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Chrylser’s LH platform. When is each design approach 
more appropriate? 


Diversity effects. A high diversity of technologies en- 
hances the likelihood that improvements will emerge in 
places outside the focal firm's reach or control. This requires 
the firm to maintain a flexible position. Adaptability would 
be compromised were the firm to decide to use an optimized 
design approach. Why? 

With optimized designs, the tightly coupled components 
result in large numbers of changes that ripple through the 
system when one change is made in one component. Con- 
trast functional specifications with design specifications; for 
example, specifying a commercial door's fireproofing re- 
quirements as needing two inches of fiberglass filling and a 
certain type of glue (design specifications) is considerably 
less flexible than specifying that it should resist a 500 de- 
gree flame for 15 minutes (a functional specification). In the 
latter case, an improvement in the know-how of gluing the 
parts of a door together can be dropped in much more easi- 
ly. The automobile industry is another example of a shift to- 
ward functional specifications. Component suppliers are 
able to take on more of the know-how development work. 
Accordingly, we posit the following: і 

Ру: Greater diversity of technologies favors modular designs 

over optimized designs. 


Tradability effects. As we discussed previously, when 
tradability problems are high, firms are faced with increased 
difficulty in transferring the relevant know-how to other 
parties. Modular designs presuppose that the nuances of the 
know-how can be captured and transferred through pub- 
lished interfaces so that development work on improve- 
ments can proceed independently across firms. To the extent 
that tacitness precludes this, modular designs are less useful. 
Accordingly, 


Ра: Greater tacitness favors optimized designs over modular 
designs. 


Uncertainty effects. With more uncertainty about the 
evolution of technology, it pays to maintain flexibility be- 
cause advances in one part of a system can be accommodat- 
ed without scrapping the entire system. Modularized de- 
signs are much more capable in this regard. In effect, 
customers attach “option” value to such designs because it 
permits them to switch components at a later point if need- 
ed. As Grenadier and Weiss (1997) show, the value attached 
to options increases with uncertainty. Accordingly, we posit 
the following: 


Ро: Greater uncertainty about the evolution of technology fa- 
vors modular designs over optimized designs. 


Transfer Rights Management 


Recently, Intuit’s chief executive officer, Scott Cook, re- 
marked that “a hundred years ago, musicians, playwrights, 
athletes, and actors died poor. Now, they die rich” (Bollier 
1998, p. 23). He attributed the change to the development of 
new technologies for distribution and sale of know-how- 
intensive products. Simply put, many more people can see a 
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movie or read a book when reproduction and distribution 
costs shrink. These new distribution technologies also mul- 
tiply the ways in which the revenues from intellectual prop- 
erty can be generated. We offer the following continuum for 
framing this issue. 

A continuum of transfer rights. Distribution and selling 
options for know-how-intensive products can be organized 
along the transfer rights continuum depicted in Figure 3. At 
one end, there is a complete transfer of rights so that the 
buyer owns the product completely and can do whatever it 
pleases. At the other end are licensing arrangements that are 
highly restrictive in terms of volume, timing, and purpose of 
usage. An example would be a micropayment scheme as is 
envisioned for Java applets.4 A user would download an ap- 
plet as and when needed, which would self-destruct after the 
paid-for usage expired. 

A naive view of transfer rights might assume that a sell- 
er should always maximize its rights and transfer as few 
rights as possible. In this view, micropayment licensing 
schemes, if feasible, are always better than outright sales. 
However, this is myopic because buyers are willing to pay 
more for greater rights transferred to them. Thus, the point is 
not to minimize transfer rights per se but to maximize prof- 
its by choosing the right amount of rights to transfer. How is 
this accomplished? It is difficult to consider the multiplicity 
of formats simultaneously, so we simplify the matter as fol- 
lows: We examine three pairs of alternative transfer rights 
formats in TI markets, that is, outright sale versus license, us- 
age restrictions, and per use versus subscription pricing. 


*Java is a computer programming language that permits pro- 
grams to be created on one type of computer but then can be exe- 
cuted on many other types of computers. 


Outright sales versus license. In a world of certainty, 
transfer rights decisions are of little significance. Both par- 
ties know the value of the product, and no greater efficiency 
attaches to any particular configuration of transfer rights. 
Imposing restrictions simply reduces customers' willingness 
to pay, and vice versa. Uncertainty changes the game for the 
buyer and seller. It makes it more difficult to assess the val- 
ue of the applications of the technology at the time of trans- 
fer. Thus, outright sales are more difficult to conclude be- 
cause the net present value over the horizon must be 
estimated. In contrast, short-term licenses over specific 
fields of use can be estimated more readily. Subsequent 
fields of use can be estimated as uncertainties resolve them- 
selves. This reduces the revenue stream from the current 
transfer, but this trade-off becomes worthwhile with greater 
levels of uncertainty. 

Рио: Greater uncertainties about the evolution of the technolo- 

gy favor licensing over outright sales 


Individual or subsequent use? A large number of specif- 
ic licensing formats can be organized usefully into (1) those 
that restrict the target’s rights to transfer the product to sub- 
sequent uses or users versus (2) those in which such trans- 
fers are permitted. For example, computer language compil- 
er program licenses often require that a subsequent user of 
programs produced by a direct customer of the compiler 
product must pay royalties to the compiler firm. In contrast, 
8 subsequent use license permits the original customer to 
produce programs with the compiler and sell it without fur- 
ther payments. Divx (digital video express) and DVD (digi- 
tal versatile disk) technologies embody this distinction as 
well. Although the technical capabilities of these competing, 
second-generation CD-like devices are remarkably similar, 
Divx incorporates an encryption system, thus enabling pay- 
per-view restrictions. When might such restrictions be more 
useful? 

Recall that unit cost structures create large fixed costs of 
producing the first product compared with the low costs for 
reproducing subsequent units. When customers also can re- 
produce copies at low cost, producers face two broad op- 
tions. They can charge a high price to a smaller number of 
intermediate customers (e.g., video stores) but permit them 
to release their product to their end customers or allow shar- 
ing among multiple users (e.g., site licenses). Alternatively, 
they can charge a lower price to individual end users but not 
permit sharing or retransfers. Varian (1997) argues that the 
choice turns on the ease with which customers can take on 
the task of distribution and/or sharing. When customers' 
costs for such tasks are lower than the firm's costs, the firm 
is better off using the high-price sharing option. The idea is 
that the lower cost of self-production increases customer 
valuation, so a higher price offsets the lower unit sales. 

Operationally, this means selling to groups either direct- 
ly or indirectly. For example, networking has dropped the 
costs of sharing software dramatically in recent years, espe- 
cially in business locations. Thus, site licenses with rights to 
copy become more attractive than individual shrink-wrap li- 
censes. Another example is the case of a medical device 
such as magnetic resonance imaging (MRI) machines. Sup- 
pose there are large hospitals that have a higher willingness 
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to pay and smaller hospitals, which do not use the device as 
intensively, that have a lower willingness to pay. The firm 
can enhance its market by thinking of creative ways in 
which the smaller hospitals could share the product through 
some form of leasing arrangement. One way to accomplish 
this is to market a mobile version of the MRI product that is 
literally moved from site to site on a trailer. At the same 
time, it could sell a fixed-site version directly to the larger 
hospitals. In summary, we posit the following: 


Ри: Dominance of unit-one costs favors subsequent use for- 
mats over individual use formats. 


When firms sell TI products with tradability problems, 
customers face inherent difficulties in retransferring or shar- 
ing the product, even if they desire to do so. Consequently, 
even if the firm permits retransfers, little additional value is 
attached to this right. 

For example, suppose an engineering firm licensed the 
right to use a catalyst in a chemical process to a customer. 
The effectiveness of a catalyst often depends on the (tacit) 
skill of tweaking the chemical reaction process. If the target 
possessed a site license for the catalyst for all its plants, it 
would nevertheless require the assistance of the source to 
tweak it successfully in each case. Thus, the source is better 
off designing single-plant licenses and possibly even field- 
of-use restrictions. Otherwise, it is-likely to face uncertain 
levels of costly technical support calls. The idea is that val- 
uation (and therefore exchange) is facilitated by defining its 
scope of use. Thus, we posit the following: 


Ру: Greater tradability problems favor individual use formats 
over subsequent use formats. 


Per use or subscription prices? Usage-based pricing 
discriminates customers in a more fine-grained manner 
than does subscription pricing. Greater price discrimina- 
tion, if feasible, is normally more profitable. However, this 
is complicated in TI markets by increasing returns effects 
and uncertainty. 

When the value of a product to a prospective customer 
is increased by a larger number of other users, there is a pre- 
mium on gaining an early lead over competing products be- 
cause markets can “tip” in a product’s favor. Encouraging 
usage by existing customers is one way to leverage these ex- 
ternalities. Field experiments in the telephone industry 
(Fishburn, Odlyzko, and Siders 1997) show that subscrip- 
tion plans increased customer usage volume significantly 
more than usage-based plans. Usage-based pricing deters 
experimentation with unfamiliar products and, thus, inhibits 
the growth of the network. 


Рз: Greater increasing returns effects favor subscription price 
formats over per use price formats. 


Micropayment schemes that represent finely grained us- 
age pricing have been advocated in several high-tech con- 
texts. For example, digital watermarks permit passive mon- 
itoring over a network of the number of times an image has 
been viewed. Likewise, the network computer promoted by 
Oracle and others is supposed to feature consumers down- 
loading applications as needed and paying for them on a per 
use basis. We suggest that firms that face increasing returns 
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to scale in their market need to grow the network and thus 
may be better off eschewing the pay per use format, even if 
technology enables them to do so. 

Rapid and uncertain changes make information more 
time-sensitive (Weiss and Heide 1993). This includes even 
the value of knowing prior usage patterns. Thus, knowing 
how much a current generation product was used (and val- 
ued) is not much help in determining the need for the next 
generation product. Furthermore, advances in technology 
often impose steep (re)learning curves on customers. These 
influences combine to create uncertainty among customers 
about their needs and the value or utility of a product over 
time. 

As such, we can expect them to act in a risk-averse fash- 
ion and therefore pay for "insurance" in the form of a sub- 
scription price. Strong evidence of this risk-aversion effect 
comes from field trials of use-based pricing for telephone 
use. Even when their immediate past period calling patterns 
show they would profit from a usage-sensitive plan, cus- 
tomers strongly prefer flat rate, subscription-style plans, es- 
pecially as more uncertainties are introduced. 


Р: Greater customer uncertainty favors subscription price 
formats over usage price formats. 


Migratlon Decisions 


Overlapping product generations are the norm in TI mar- 
kets. Norton and Bass (1987) document that successive gen- 
erations typically arrive when the current generation's sales 
curve still is rising and may continue to rise for some time. 
Both the launch of a new generation and the withdrawal of 
the old become equally significant decisions with overlap- 
ping generations, as does the decision of whether to help pri- 
or customers migrate from one generation to another. This 
decision is complex because of the tensions among a firm's 
desire to provide state-of-the-art technology through a con- 
tinuing evolution of new product generations, customers' 
expectations and fears of obsolescence, and the "footprint of 
the past" from the installed base's commitments to prior 
generations of the firm's technology. We offer the following 
continuum for framing this issue. 


A continuum of migration options. In Figure 4, we depict 
the options for managing overlapping generations. It orders 
the alternatives by the degree to which they enlarge the cus- 
tomer's options. At the bottom, the firm simply withdraws 
the older generation as soon as the new one is launched, and 
no special assistance is offered to the installed base. The 
customers' options are very limited. Lack of parts and ser- 
vice for the incumbent installation may force a decision 
sooner than they would have liked. 

At the next level, the firm withdraws the older genera- 
tion as soon as the new one is launched, but migration as- 
sistance is provided to the installed base. For example, it 
could provide technical help, allow trade-ins, or provide 
backward compatibility through product design, patches, or 
gateways. The customers' options have enlarged, so that 
they can continue upgrading and maintaining the old version 
and move to the new version at some later point. 

Further up the coritinuum, the firm sells the old and new 
generations together for an announced period, following 


FIGURE 4 
Continuum of Migration Options 
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which the old generation is withdrawn. This increases cus- 
tomer options even further. Consider a customer with an in- 
stalled version (A) that is older than the latest one for sale 
(В). Even after the next version (C) is launched, this cus- 
tomer still has the option of moving from A to B and then to 
C later or to go from A to C directly. 

Finally, at the top of the continuum, the firm sells both 
generations as long as the market desires them and provides 
migration assistance to the installed base. What is the right 
choice? We rely extensively on the real options model by 
Grenadier and Weiss (1997) to develop the arguments that 
follow. 


Expectations of fast-paced advance. When customers 
expect rapid, albeit small, advances, it pays to increase their 
options. Customers who anticipate a rapid pace of advances 
tend to wait for price declines and/or bug fixes in newly 
launched versions. Providing migration assistance to the in- 
stalled base mitigates such stalling. These customers also 
tend to bypass completely (“leapfrogging” in Grenadier and 
Weiss’s 1997 terminology) newly launched versions in an- 
ticipation of some yet-to-be-launched future version, as is 
documented by Weiss (1994). Such behavior also is mitigat- 
ed by migration assistance. Absent such assistance, firms 
will find their revenues swinging wildly, with detrimental 
effects on funding developmental activities. 


P,5: Greater anticipated pace of advancements favors greater 
customer migration assistance. 


Effects of significant advances. Recall that technological 
innovations can be evolutionary or revolutionary. When sig- 
nificant technological improvements are anticipated, cus- 
tomers expect sharp breaks with the past and know that 
smooth upgrades are not possible. Grenadier and Weiss 
(1997) show that few customers wait to purchase an older 
generation of the product, which will be made highly obso- 
lete, at a reduced price when they anticipate a significant 


new version being launched. In short, there is less to be 
gained by keeping options open. Consequently, it makes 
sense to move toward the bottom end of the migration as- 
sistance continuum. This is a fairly counterintuitive result, 
because we might expect that firms wish to assist their in- 
stalled bases with the anticipated disruption. Although sub- 
sidies are always welcome, the harsh reality is that cus- 
tomers’ existing assets have been destroyed in a 
Schumpeterian sense. 


Р: Expectations of significant changes favor less migration 
assistance. 


Uncertainty of future evolution of technology. When un- 
certainty of the future evolution of technology is high, a 
compelling case can be made to increase customer's migra- 
tion options. Uncertainties are greatest when a qualitatively 
different technology is introduced but its prospects are high- 
ly uncertain. For example, in 1987, ROLMS introduced the 
Sigma PBX, which ran at 8 kilohertz, unlike its previous 
CBX product line, which ran at 12 kilohertz. Because of 
ROLM's history of assiduously maintaining backward com- 
patibility, this break with the past was certain to generate 
high uncertainty among its customers. 

Highly uncertain customers resort to various ploys to re- 
solve their uncertainty. One tendency is to bypass the ver- 
sion closest to their installed version to wait for an even 
newer version to be launched. Another tendency is to wait 
for the prices of current generation products to decline be- 
fore purchasing, so that the lower price acts as an insurance 
policy. Selling both the old and the new generations for an 
extended period of time is especially warranted in these cir- 
cumstances, especially if the older generation can be sold at 
reduced prices to encourage customers with even older in- 
stalled versions to migrate to the next step. 


P7: Greater uncertainty among customers about technology 
evolution favors greater migration assistance. 


Conclusions 


Changing Marketing Practice 


We believe our nomological network raises some serious 
challenges to practice guidelines extrapolated from conven- 
tional markets. For convenience, consider the marketing 
process as consisting of four broad stages: (1) served-mar- 
ket definition, (2) product development, (3) attracting cus- 
tomers, and (4) retaining customers. Subsequently, we con- 
trast the propositions from our framework with conventional 
heuristics at each of these stages. 

Consider the served-market definition stage. We argue 
for the fundamental importance of the what to sell decision 
by offering the vertical positioning continuum. To the best 
of our knowledge, this is a completely new issue. It is not 
just a relabeling of the value chain idea or the vertical inte- 
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gration decision. It challenges the bias that final product 
(downstream) positions offer more scope for differentiation 
and more profits than intermediate product (upstream) posi- 
tions. The enormity of Intel’s profitable component brand- 
ing effort, with a budget among the largest in the world, is 
an illustrative example of the fundamental importance and 
competitive significance of upstream positions in TI mar- 
kets. They are not just anonymous suppliers anymore. 

At the product development stage, in certain circum- 
stances, the conventional view of optimizing a product for 
the needs of a segment gives way to a reference platform 
designed to meet the most demanding customer segment. 
This is a major challenge to our thinking about customers 
and their role in marketing, because the high-end segment 
tapped to provide the voice of the customer is not the tar- 
get customer and is, by definition, not representative of the 
target. 

At the customer attraction stage, the conventional view 
is driven by the heuristic that differentiating the product to 
heighten its uniqueness enhances product value. Modular 
design principles challenge this view directly by inviting po- 
tential competitors to drop in their components. Incorporat- 
ing these viewpoints simultaneously into decision making 
represents a qualitative shift in our thinking about competi- 
tion in a product market space. 

Finally, with respect to customer retention, the con- 
temporary agenda has focused on speeding up new prod- 
uct launches, improving cycle times, and so forth. With- 
drawal decisions about old products appear to be an 
afterthought. We challenge this emphasis by placing 
Jaunch and withdrawal decisions on an equal footing on 
the migration continuum. 

To the manager who is skeptical about the empirical ro- 
bustness of our propositions, we direct attention to the val- 
ue of the nomological network itself. Specifically, the eight 
features of TI markets and the three continua explicating the 
options for vertical positioning, transfer rights, and migra- 
tion assistance are useful in their own right. They frame the 
decision space better, even if the manager is unprepared to 
buy into the propositions hım- or herself. The structure af- 
fords the opportunity to attend to these issues systematical- 
ly rather than piecemeal. 


Motivating Empirical Research 


We began this article with the argument that TI markets 
are important and deserve greater attention from market- 
ing. It is striking that extant theory is concentrated heav- 
ily in the game-theoretic modeling tradition, despite the 
prevalence of mentalistic constructs, such as expecta- 
tions, that are so central to the area. The paradigmatic 
base is quite narrow. That said, perhaps the theoretical re- 
sults are robust. If so, empirical verification is the key, 
but this has lagged far behind. More troubling, the scant 
evidence to date does not provide support for effects of- 
ten taken for granted. We previously observed that 
Liebowitz and Margolis’s (1990, 1995) examination of 
the history of the two most (in)famous examples of net- 
work externalities (QWERTY and Beta versus VHS) 
found no supporting evidence. Similarly, leapfrogging is 
part of the marketing vocabulary about TI markets, yet we 
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are able to locate only a single empirical study on that 
topic (Weiss 1994). In short, this is a rich and untapped 
empirical area. Our hope is that our nomological network 
will inspire future work. 


Final Comments 


In developing this article, we often were struck by the ex- 
travagance of the previous claims (e.g., Dyson 1995). Even 
academic work has a tendency to proclaim that the lessons 
of history may not be relevant. Our own view is that the lev- 
els of variables in TI markets may have changed, but the ba- 
sic causal effects are not new. To demonstrate this, consider 
an historical perspective on two often-discussed issues 
about TI markets: components and compatibility. 

Contemporary TI markets so commonly are endowed 
with multiple sources of compatible, interchangeable com- 
ponents that it is worth remembering that the ability to mix 
and match components has existed since the Civil War. Ad- 
vances in machining technology in that period were the keys 
to “unpacking” the production of rifles. Rifle components 
could be made to sufficiently exacting specifications, such 
that they could be produced separately and assembled into a 
functioning firearm. Thus, compatibility became a central 
concern in many product markets long ago. In marketing, 
Reddy (1987) reminds us that issues of industry standards 
have been debated in the literature at least since the turn of 
the century. 

Economic historians studying bygone eras often have 
noted rapid and volatile improvements in technology. For 
example, such change characterized marine engineering be- 
tween the World Wars, and it had profound effects on the 
adoption of incandescent lighting (due to leapfrogging be- 
havior) during the 1880s (Passer 1953). Rosenberg (1976) 
provides several other historical examples of rapid and 
volatile technological change. 

To us, these historical accounts suggest that the exis- 
tence of these features is not new. Rather, they have estab- 
lished and will continue to increase their prominence and 
significance. Why? Know-how continues to expand at an in- 
creasing rate, fueled by continued global communication 
and infrastructure improvements and the natural self-regen- 
erative nature of know-how. Thus, the following predictions 
are fairly conservative: 


eUnit-one cost structures increasingly will dominate decision 
making in marketing, thereby increasing the variety of pric- 
ing and rights transfer formats that need to be considered; 

eProducts increasingly will be decomposed, which will open 
up many new, fine-tuned vertical positioning options for mar- 
keters; and 

eThe life of product generations will continue to shrink, and 
migrating customers across product generations will become 
increasingly important. 


Attending to these types of questions and building on an 
understanding of TI markets promised by this research effort 
will help increase the relevance and influence of marketing 
as a discipline in the future. In doing so, we certainly do not 
need to abandon the lessons of the past. Rather, we must 
leverage the marketing discipline's strength in conducting 
systematic empirical work. 


ЙЕ 


REFERENCES 


Arthur, Brian (1994), Increasing Returns and Path Dependence in 
the Economy. Ann Arbor, MI: University of Michigan Press. 
Bollier, David (1998), The Global Advance of Electronic Com- 

merce. Washington, DC: The Aspen Institute. 

Brynjolfsson, Erik and Chris Е. Kemerer (1995), “Network Exter- 
nalities in Microcomputer Software: An Econometric Analysis 
of the Spreadsheet Market,” working paper, MIT Center for In- 
formation Systems Research, No. 265. 

Capon, Noel and Rashi Glazer (1987), “Marketing and Technolo- 
gy: A Strategic Coalignment,” Journal of Marketing, 51 (July), 
1-14. 

Dyson, Esther (1995), “Intellectual Value,” Wired, (accessed Au- 
gust 3), [available at http://www.wired.com/wired/archive/3.07/ 
dyson.html]. 

Farrell, Joseph, Hunter К. Monroe, and Garth Saloner (1998), "The 
Vertical Organization of Industry: Systems Competition Versus 
Component Competition,” Journal of Economics and Manage- 
ment Strategy,” 7 (Summer), 143-82. 

and Garth Saloner (1985), “Standardization, Compatibili- 
ty, and Innovation,” RAND Journal of Economics, 16, 70-83. 

Fishburn, Peter, Andrew M. Odlyzko, and Ryan C. Siders (1997), 
“Fixed Fee Versus Unit Pricing for Information Goods: Com- 
petition, Equilibria and Price Wars,” (accessed August 2), 
[available at http://www.firstmonday.dk/issues/issue2-7/ 
odlyzko/index.html]. 

Glazer, Rashi (1991), “Marketing in an Information-Intensive En- 
vironment: Strategic Implications of Knowledge as an Asset,” 
Journal of Marketing, 55 (October), 1-19. 

Grenadier, $. and A.M. Weiss (1997), “Investments in Technolog- 
ical Innovations: An Options Pricing Approach,” Journal of Fi- 
nancial Economics, 44, 397-416. 

Iansiti, Marco and Jonathan West (1997), “Technology Integration: 
Turning Great Research into Great Products,” Harvard Виз!- 
ness Review, 76 (May/June), 69—79. 

Jaffe, Adam B. (1986), “Technological Opportunity and Spillovers 
of R&D: Evidence from Firm’s Patents Profits and Market Val- 
ue,” American Economic Review, 76 (December), 984-1001. 

(1989), “Real Effects of Academic Research,” American 
Economic Review, 79 (5), 957-70. 

Kaysen, Carl (1956), United States v. United Shoe Machinery Cor- 
poration: An Economic Analysis of an Antitrust Case. Cam- 
bridge, MA: Harvard University Press. 

Liebowitz, Stephen J. and Stephen Margolis (1990), “The Fable of 
the Keys,” Journal of Law and Economics, 33 (April), 1-26. 
and (1995), "Path Dependence, Lock-In and His- 
tory,” Journal of Law, Economics and Organization, 11 (April), 

205-26. 

Mandel, Michael (1998), “Innovation You Ain’t Seen Nothing 
Yet,” BusinessWeek, (August 31), 60-63 

Mokyr, Joel (1990), The Lever of Riches. New York: The Free 
Press 














Morris, Charles К. and Charles H. Ferguson (1993), "How Archi- 
tecture Wins Technology Wars," Harvard Business Review, 72 
(March/April), 86-95. 

Norton, John А. and Frank M. Bass (1987), "Diffusion Theory 
Model of Adoption and Substitution for Successive Generations 
of Technology Intensive Products," Management Science, 33 
(September), 1069—86. 


Passer, Harold (1953), The Electrical Manufacturers, 1875—1900. 
Cambridge, MA: Harvard University Press. 

Polanyi, Michael (1962), Personal Knowledge: Towards a Post- 
Critical Philosophy. New York: Harper and Row. 

Porter, Michael E. (1985), Competitive Strategy: Creating and Sus- 
taining Superior Performance. New York: The Free Press. 

Quinn, James Brian (1992), Intelligent Enterprise. New York: The 
Free Press. 

„ Jordan J. Baruch, and Karen Anne Zien (1997), Innova- 
tion Explosion. New York: The Free Press. 

Reddy, Mohan (1987), “Technology, Standards, and Markets; А 
Market Institutionalization Perspective," in Product Standard- 
ization and Competitive Strategy, H. Landis Gabel, ed. Holland: 
Elsevier Science Publishers B.V., 135-37. 

Romer, Paul M. (1990), "Endogenous Technological Change," 
Journal of Political Economy, 98 (5), 571–90. 

Rosenberg, М. (1976), “Оп Technological Expectations," Econom- 
ic Journal, 86, 523-35. 

Sanchez, Ron and Joseph T. Mahoney (1996), “Modularity, Flexi- 
bility and Knowledge Management in Product and Organiza- 
tion Design," Strategic Management Journal, 17 (Winter Spe- 
cial Issue), 63—76. 

Shanklin, William L. and John K. Ryans Jr. (1984), Marketing 
High Technology. Lexington, MA: D.C. Heath. 

Shapiro, Carl (1996), “Antitrust ın Network Industries,” speech de- 
livered to American Law Institute and American Bar Associa- 
tion, San Francisco, CA (January 25), [available at http:// 
usdoj.gov/atr/public/speeches/shapir.mar]. 

Technology in the National Interest (1996), Committee on Civilian 
Industrial Technology, Technology Administration, U.S. De- 
partment of Commerce, (accessed July 17, 1998) [available at 
http://www.ta.doc.gov/reports/TechNI/TNI. pdf]. 

Teece, David J. (1988), “Capturing Value from Technological In- 
novation. Integration, Strategic Partnering, and Licensing Deci- 
sions,” Interfaces, 18 (3), 46—61. 

Thurow, Lester C. (1997), “Needed. A New System of Intellectual 
Property Rights,” Harvard Business Review, 76 (September/ 
October), 95-103. 

Varian, Hal R. (1996) "Buying, Renting and Sharing Information 
Goods," working paper, Economics Department, University of 
California, Berkeley. 

(1997), “Versioning Information Goods," working paper, 
Economics Department, University of California, Berkeley. 
von Hippel, Eric (1986), "Lead Users: A Source of Novel Product 

Concepts," Management Science, 32 (7), 791—805. 

Weiss, A.M. (1994), "The Effects of Expectations on Technology 
Adoption; Some Empirical Evidence," Journal of Industrial 
Economics, 42 (December), 1-19. 

and J. Heide (1993), “The Nature of Organizational Search 
in High-Technology Markets," Journal of Marketing Research, 
30 (May), 220-33. 

Wilson, Lynn O., Allen M. Weiss, and George John (1990), "Un- 
bundling of Industrial Systems," Journal of Marketing Re- 
search, 27 (May), 123-38. 

Workman, John P., Л. (1993), “Marketing’s Limited Role in New 
Product Development in One Computer Systems Firm," Jour- 
nal of Marketing Research, 30 (November), 405-21. 











Technology-Intensive Markets / 91 


Ron Sanchez 


Modular Architectures in the 
Marketing Process 


Modular product architectures are being adopted as the basis for new product designs in a growing number of mar- 
kets. In this article, the author explains how adoption of modular product architectures makes possible new kinds 
of processes for creating and realizing products, as well as new approaches to identifying and managing organi- 
zational knowledge used in product creation and realization. When managed strategically, modular product, 
process, and knowledge architectures enable firms to create greater product variety, introduce technologically im- 
proved products more rapidly, bring new products to market more quickly, and lower costs of product creation and 
realization. This article investigates the ways In which the strategic use of modular architectures can affect the mar- 
keting process. It explains ways in which modular architectures change the technologically determined possibilities 
for product creation and realization in the marketing process, create new market dynamics, and lead to new ob- 


jectives and methods for the marketing process. 


which organizations identify and exploit opportuni- 

ties to serve consumer needs. In carrying out its ac- 
tivities, the marketing process functions through various 
technological systems! for identifying consumer needs and 
applying available technological means to create and realize 
products to serve those needs. These systems include the 
product designs, production processes, distribution chan- 
nels, and service infrastructures that firms create, as well as 
the organization structures and interrelated knowledge as- 
sets that firms use in creating and realizing products. The 
technological systems used in the marketing process create 
an institutional context that strongly influences the pace and 
direction of change in markets and technologies (Robertson 
and Langlois 1995). 

This article investigates the growing use of modular 
product, process, and knowledge architectures (PPKAs) as a 
new technological system for carrying out the marketing 
process. Modular architectures are represented here as a new 
kind of technological "deep structure" that makes possible 
significant innovations in the marketing process and is lead- 
ing to new kinds of product strategies, organizational forms, 
and market dynamics in a growing number of product areas. 

The discussion here suggests that the marketing process, 
as developed in theory and practice during the past three or 
four decades, has been influenced by some key implicit as- 
sumptions about what is technologically feasible and cost 


T: marketing process is the set of activities through 


lIn this discussion, the term “technology” 1s used broadly to re- 
fer to all the tangible and intangible assets, human skills, and orga- 
nizational capabilities involved in creating and realizing products. 
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effective in identifying consumer preferences and designing, 
producing, distributing, and supporting products to serve 
those preferences. The adoption of modular PPKAs, howev- 
er, is argued to effect significant changes in the technologi- 
cally determined economics of the marketing process. When 
used effectively, modular architectures make it possible to 
create greater product variety, introduce technologically im- 
proved products more rapidly, bring new products to market 
more quickly, and undertake these initiatives at lower costs 
than ever before. Аз more firms learn how to use the flexi- 
bility and adaptability of modular architectures strategically, 
new market dynamics are being created that invite market- 
ing researchers and professionals to reconceptualize both 
the objectives and the methods of the marketing process in 
modular product markets (Baldwin and Clark 1997; 
Sanchez and Collins 1998; Sanchez and Mahoney 1996). 
This article investigates these new dynamics, explains their 
origins in the strategic uses of modular architectures, and 
suggests some of their major implications for the marketing 
process. 

The use of modular architectures in the marketing 
process is an emerging phenomenon. The characterizations 
of this phenomenon presented here therefore are drawn from 
case studies and observations of contemporary organiza- 
tions. The concepts and characterizations of modular archi- 
tectures developed and illustrated here are intended to sug- 
gest useful approaches and promising areas for further 
empirical investigation into the effects of modular architec- 
tures on competitive strategies, market dynamics, and tech- 
nological change. In addition, this discussion should suggest 
several areas for further managerial development of the 
strategic uses of modular architectures in the marketing 
process. 

This discussion is organized in the following way: The 
first section defines the concepts of PPKAs and describes 
their interrelationships in processes of product creation and 
realization. The second section explains how the PPKAs an 
organization uses both enable and constrain its marketing 
process. The third section defines the concept of modularity 
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in architectures, contrasts modular product architectures 
with traditional “optimized” product designs, and discusses 
five properties of modular architectures and the strategic us- 
es of those properties in the marketing process. The fourth 
section suggests several effects of modular architectures on 
the marketing process, including those on marketing re- 
search, marketing strategy, market development, supply 
chain and distribution channel design, and the boundaries of 
the marketing organization. Finally, the fifth section offers 
concluding comments on some of the key issues in develop- 
ing and managing the marketing process in modular product 
markets, 


PPKAs and Interrelationships 


The designs of most products and processes are system de- 
signs that have general properties of decomposability into 
functional elements and interactions among those elements 
(Simon 1962). An architecture is a system design for which 
designers have specified (1) the way the overall functional- 
ities of the product or process design are decomposed into 
individual functional components? (Baldwin and Clark 





2In technically complex products, the first stage of functional 
decomposition may be into subsystems (e.g., the electrical subsys- 
tem of an automobile) that perform a function in a product design, 
followed by a decomposition of subsystems into components (al- 
ternator, voltage regulator, battery, and so on). In simple products, 
functional decomposition may lead directly to individual parts that 
perform a functional role in the product design (e.g., the top and 
legs of a table). For simplicity in this discussion, the term “com- 
ponent” refers generally to the functional elements of a product 
that result from a functional decomposition process. 


1997; Clark 1985) and (2) the ways in which the individual 
functional components interact to provide the overall func- 
tionalities of the system design. Component interactions 
generally are described by component interface specifica- 
tions that define the inputs and outputs that cross the inter- 
faces between interacting components (Sanchez 1996a).3 

In the processes of creating and realizing products, or- 
ganizations explicitly or implicitly create three kinds of ar- 
chitectures, whose interactions play an essential role in the 
marketing process: product architectures, process architec- 
tures, and knowledge architectures (see the central diagram 
in Figure 1). 

A product architecture decomposes a product’s overall 
functionalities into a product design composed of function- 





3Component interfaces in a product architecture include the fol- 
lowing (Sanchez 1994*, 1999): (1) attachment interfaces that de- 
fine how one component physically attaches to another; (2) spatial 
interfaces that define the physical space (dimensions and position) 
that a component occupies in relation to other components; (3) 
transfer interfaces that define the way one component transfers 
electrical or mechanical power, fluid, a bitstream, or other primary 
flow to another; (4) control and communication interfaces that de- 
fine the way that one component informs another of its current 
state and the way that that other component communicates a signal 
to change the original component's current state; (5) environmen- 
tal interfaces that define the effects, often unintended, that the pres- 
ence or functioning of one component can have on the functioning 
of another (e.g., through the generation of heat, magnetic fields, vi- 
brations, corrosive vapors, and so forth); (6) ambient interfaces 
that define the range of ambient use conditions (ambient tempera- 
ture, humidity, elevation, and so on) in which a component is in- 
tended to perform; and (7) user interfaces that define specific ways 
in which users will interact with a product. 


FIGURE 1 
The Central Role of Product, Process, and Knowledge Architectures (PPKAs) In the Marketing Process 
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al components and component interface specifications that 
define how those components interact in the product de- 
sign. Designs of personal computers (PCs), for example, 
are decomposed into components such as microprocessors, 
memory chips, monitors, keyboards, and disk drives, all of 
which interact in ways determined by the various interface 
specifications of the PC architecture. Many service prod- 
ucts also can be decomposed into well-defined, interacting 
component functions: For example, dispensing cash 
through an automated teller machine requires a series of 
functional steps, each of which requires certain inputs and 
generates certain outputs that collectively allow the trans- 
action to be completed. 

Similarly, a process architecture decomposes the de- 
signs of an organization’s processes into specific activities 
and defines the ways in which those activities interact in 
carrying out those processes. An organization’s overall 
process architecture includes its activities for creating and 
realizing products and the interactions of those activities in 
the organization’s marketing process. 

An organization’s knowledge architecture refers to the 
decomposition of the organization’s knowledge into specif- 
ic knowledge assets and the ways those knowledge assets 
interact in the organization’s processes for creating and re- 
alizing products. An organization’s knowledge architecture 
includes four essential and distinct kinds of knowledge an 
organization may have about the product and process archi- 
tectures it creates and uses: 


— 


. Knowledge of how a given functionality may be decom- 
posed into specific product and process functions; 

. Knowledge of how product and process components 
function; 

3. Knowledge of how its product and process components in- 

teract in product and process architectures; and 

4. Knowledge of how each component in its product architec- 

ture interacts with each process component in its process ar- 

chitecture as the organization creates and realizes products. 


N 


Motorola’s approach to developing new pager products 
and new systems for producing and marketing its pagers il- 
lustrates the nature and interrelationships of PPKAs. A pro- 
ject team of Motorola employees is given responsibility for 
creating both a product architecture for the next generation 
Motorola pager and a new process architecture for produc- 
ing, shipping, and servicing the new pager. At the beginning 
of the project, Motorola gives the new project team a man- 
ual that describes how to create new product and process ar- 
chitectures for a pager and how to coordinate the architec- 
tures to ensure the new process architecture will be effective 
in supporting the realization of the pager. The manual given 
to the project team is based on the experiences and lessons 
learned by prior project teams that created Motorola’s pre- 
vious pager product and process architectures. The current 
project team must follow the basic approach to creating new 
architectures detailed in the manual but also must incorpo- 
rate into the manual any new knowledge that it develops 
about better ways to create and coordinate new product and 
process architectures. The deliverables from the develop- 
ment team at the end of the project are therefore a new prod- 
uct architecture, a new process architecture, and a new 
knowledge architecture, the latter represented by the revised 
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manual the team develops for creating and coordinating the 
next generation product and process architectures (Stroebel 
and Johnson 1993*). 


Interactions of PPKAs and the 
Marketing Process 


The role that PPKAs play in the marketing process is sug- 
gested in Figure 1. The market experience and information 
an organization gathers through marketing its current prod- 
uct offers shape its perceptions of technological possibilities 
and market opportunities. These perceptions drive the orga- 
nization’s marketing imagination. Product, process, and 
knowledge architectures are the technological means by 
which an organization creates and realizes the product offers 
it can imagine. 

The central position of the diagram representing PPKAs 
in Figure 1 suggests the central role that they play in sus- 
taining a “virtuous circle” of value-generating product cre- 
ation and realization in a successful marketing process. In 
the short term, an organization’s current product and process 
architectures determine the product offers the organization 
can bring to its markets. In the long term, an organization’s 
knowledge about how to create new product and process ar- 
chitectures (i.e., its knowledge architecture) determines the 
new product and process architectures it can create to bring 
new kinds of product offers to market. Thus, at any point in 
time, an organization’s PPKAs act as both platforms that en- 
able and bottlenecks that constrain the organization’s ability 
to transform its perceptions of technological possibilities 
and market opportunities into new product offers. Collec- 
tively, the PPKAs of firms in an industry determine the 
speed, direction, and scope of the technological and market 
changes in that industry. 

The next section considers the ways in which the strate- 
gic use of modular PPKAs is affecting the marketing 
process and leading to new dynamics of technological and 
market change in a growing number of product markets. 


Modularity as a Strategy for 
Managing PPKAs 
Modularity is a multifaceted strategy for managing PPKAs 
that can bring important strategic flexibilities to the market- 
ing process (Sanchez 1995a). As a design strategy for creat- 
ing product and process architectures, modularity simulta- 
neously can increase the product variety an organization can 
offer to markets, decrease the time and resources required to 
bring new products to market, speed up the introduction of 
technologically improved products, and reduce the costs of 
new product development. As a development strategy for 
coordinating product creation activities, use of modular 
product and process architectures helps extend the reach of 
an organization’s product creation and other marketing 
processes well beyond its own boundaries. As a knowledge 
management strategy, the disciplined use of a modular ap- 


*Authors were limited in the number of references used in text, 
therefore, those references marked with an * are available at www. 
ama.org/pubs/jm and at www.msi org. 


proach to creating product and process architectures can 
help identify the knowledge assets an organization has, as 
well as opportunities for developing strategically valuable 
new knowledge that can improve the effectiveness and 
reach of the organization’s marketing process. Because of 
these strategic benefits, the subsequent discussion suggests 
that modular PPK As are becoming a new dominant logic for 
supporting the marketing process in many product markets 
(Prahalad and Bettis 1986*; Sanchez 1995а). 

The following discussion defines modularity, contrasts 
the modular approach for creating architectures to tradition- 
al processes for creating “optimized” product designs, and 
considers several distinctive properties of modular PPKAs 
and their strategic uses in the marketing process. 


Modularity in Architectures 


Modularity is created in an architecture when the interfaces 
between functional components are standardized (i.e., not 
allowed to change over some period of time) and specified 
to allow the substitution of a range of variations in compo- 
nents into the product architecture without requiring 
changes in the designs of other components (Garud and Ku- 
maraswamy 1995; Sanchez and Mahoney 1996). Familiar 
examples of modular product architectures include audio 
and video components such as stereo amplifiers and com- 
pact disc players that have "plug-and-play" connectivity 
among models made by various manufacturers (Langlois 
and Robertson 1992). Another familiar example is the PC, 
which typically allows the substitution of variations in disk 
drives, memory cards, monitors, keyboards, and other com- 
ponents within the PC architecture. Indeed, much of the 
conceptual development of modularity as a design strategy 
has taken place in the computer hardware and software in- 
dustries (Baldwin and Clark 1997; Myers 1975*; Page- 
Jones 1988*; Parnas 1972*; Parnas, Clements, and Weiss 
1985*; Steffens 1994*). 


Modular Product Architectures Versus Traditional 
Optimized Product Designs 


The distinctive nature of a modular strategy for creating 
product architectures may be clarified by comparing its ob- 
jectives and methods with those of the optimizing approach 
to product design that traditionally has been used in market- 
ing processes. 

A traditional optimizing design process begins with a 
description of the desired attributes and target cost for a new 
product. The objective of product designers is then to create 
an optimized product design that provides either (1) a de- 
fined set of attributes and performance levels at the lowest 
possible cost or (2) the highest possible performance levels 
for the set of attributes achievable within the constraint of 
the target cost (Alexander 1964*; Marples 1961*). To 
achieve these objectives, product designers typically create 
a complex product design that incorporates assemblies of in- 
terdependent functional components whose designs have 
been integrated to achieve the lowest possible cost or the 
highest possible level of performance for the product (UI- 
rich and Seering 1995). Because many alternative decompo- 
sitions and interrelationships of functional components may 
be possible in the component integration process, develop- 


ment of optimized product designs is generally an iterative, 
recursive process that goes through many cycles of integrat- 
ing, testing, and fine-tuning alternative component designs 
and combinations. An optimizing design process generally 
ends when a product design eventually is achieved that pro- 
vides an acceptable combination of performance and cost. 

The output of an optimizing product design process is 
typically a product architecture in which the integration of 
components has created assemblies of tightly coupled com- 
ponent designs (Orton and Weick 1990; Sanchez and Ma- 
honey 1996). Integrated component designs are tightly cou- 
pled in the sense that a change in the design of one 
component within an integrated assembly of components 
will require compensating changes in the designs of other 
components in the assembly. Thus, making changes in one 
tightly coupled component within an optimized product ar- 
chitecture typically precipitates a chain reaction of design 
changes in other components, each of which may precipitate 
changes in other component designs, and so on. As a result, 
the tightly coupled component designs in an optimized 
product architecture often create a complex architecture that 
is difficult, costly, and time-consuming to modify. 

In contrast, because the component interfaces in a mod- 
ular product architecture are intentionally standardized and 
specified to allow the substitution of a range of variations in 
components into the architecture without requiring changes 
in the designs of other components, modular product archi- 
tectures create a system of loosely coupled component de- 
signs.4 Because the loosely coupled component designs in a 
modular architecture can be changed in various ways with- 
out having to make compensating changes in other compo- 
nent designs, modular architectures are intrinsically more 
flexible and adaptable than optimized architectures based on 
tightly coupled component designs.5 


Properties and Strategic Uses of Modular 
Architectures in the Marketing Process 


Several properties of modular architectures result from the 
loose coupling of component designs and make possible 
some innovative strategic uses of modular PPKAs in the 
marketing process. Table | summarizes these properties, de- 
rives strategic uses of modular PPKAs, and provides exam- 
ples of firms using modular architectures strategically in 
their marketing processes. 





4The properties of being tightly or loosely coupled apply to com- 
ponent designs in this discussion, not necessarily to the physical 
components themselves. This important distinction can be illus- 
trated by the example of a PC, for which various designs for a hard 
disk drive can be substituted into the product architecture (indicat- 
ing a loose coupling of component designs in the product architec- 
ture). However, the functioning of a hard disk drive installed in the 
computer is necessary to the physical functioning of other compo- 
nents in the computer (indicating a tight coupling of the physical 
components in the product itself). In all cases in this article, the dis- 
cussion of tight coupling and loose coupling applies to component 
designs, but the single word “component” sometimes is used for 
brevity in discussing component designs. 

5Modular architectures based on loosely coupled components 
correspond to Simon's (1962) description of "nearly decompos- 
able" systems with high levels of adaptability and survivability 
(Sanchez and Mahoney 1996). 
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TABLE 1 
Properties, Strategic Uses, and Examples of Modular Product, Process, and Knowledge Architectures 
Nd ipfa CC ТЕ ОЕ Qon BE eed a nsus Pe aR RR Ее EDU, 


Properties and Strategic Uses of Modular PPKAs 


Examples of Strategic Uses of Modular PPKAs 


1. Modularity enables the leveraging of product мапаНопз by substitution of component variations 


(a) Product variations can be created at low cost by mixing 
and matching component varlations. The reduced cost 
of leveraging greater product variety can be used to 
•ахр!оге consumer preferences through real-time mar- 

ket research, 

eincrease market segmentation, 
esaturate profitable regions of product space, and 
«support modular forms of mass customization. 

(b) Improved products can be brought to market quickly by 
substituting new components. 

(c) Switching among product variations improves manage- 
ment of demand cycles and uncertainty. 


Sony uses five modular architectures to leverage 160 product 
vanations in the U.S. market between 1980 and 1990 
(Sanderson and Uzumeri 1997) 

Motorola offers 20,000,000 modular pager variations 
(Stroebel and Johnson 1993") 

Object-oriented programming develops "object" modules that 
can be combined to create customized applications pro- 
grams (Cusumano 1991*) 

National Bicycle of Japan uses a modular architecture to pro- 
vide bicycles customized to the size and body proportions 
of individual customers (Kotha 1995*) 

GE Fanuc Automation offers "infinitely configurable" factory 
automation systems based on modular architectures 
(Sanchez and Collins 1998) 


2. Modularity helps contain change by enabling common components to be used within and across product lines 


(a) Decoupling of components accommodates differential 
rates of technology development. 

(b) Reuse of common components within and across prod- 
uct lines reduces costs by 
ereusing existing component designs, 
«lowering costs through learning curve effects, 
eincreasing scale of component production, 
eincreasing buyer power for common components, 
ereducing component variety and inventories, and 
ereducing costs of product support. 

(c) Reuse of component designs helps improve component 
reliability. 

(d) Containment of change enables "late point" differentia- 
tion of products. 

(e) Containing parts that require replacement in easily 
changed components improves design of self-diagnos- 
tics and reduces service infrastructure requirements. 


Sony's modular design for ће HandyCam camera allows іт- 
proved versions of key components to be introduced as 
they became available (Sanchez 1994*) 

Black-and-Decker redesigns its global lines of power tools to 
maximize commonality of cost-intensive components, lead- 
ing to significant cost reductions (Utterback 1994“) 

Ford's modular V-8 engine architecture leverages many en- 
gine variations while maintaining at least 75% commonali- 
ty of components (Automotive Industries 1994") 

Boeing and Airbus use common wing, nose, and tail compo- 
nents in families of aircraft with different passenger/freight 
capacities (March 1990*; Woolsey 1994*) 

Hewlett-Packard adds the components that differentiate its 
products for local market requirements in its regional distri- 
bution centers just before shipment to retail dealers (Lee, 
Billington, and Carter 1993*) 

Canon consolidates all parts that need periodic replacement 
in a modular cartridge that users of its Personal Copier 
easily can replace themselves (Yamanouchi 1989") 


3. Modularity facilitates decoupling technology development and product development, enabling concurrent and dis- 


tributed component development processes 


(a) Removal of technological uncertainty from product de- 
velopment process improves predictability of product 
development outcomes and timing. 

(b) Concurrent development of components increases the 
efficiency of component development and speed to 
market. 

(c) Subcontracting for component development, which 
«allows access to larger pool of component develop- 

ment capabilities in other firms, resulting in more vari- 
ety-enhancing and high-performing components; 
ereduces initial investment to develop new products; 
ereduces technical and management resources needed 
to develop new products; and 

ereduces costs of product support. 


Chrysler decomposes its new car platforms into 28 subsys- 
tems and defines interfaces ("hard points") between sub- 
systems. Modularization of its product architectures per- 
mits 
«concurrent development of subsystems, reducing develop- 
ment cycles to 30 months or less; 
eincreased component development activities carried out 
by component suppliers; 
ereduced investments required by Chrysler to develop each 
new car (Holmes 1995*). 

Chrysler improves the predictability of development milestone 
dates and new model introduction dates by adopting only 
component designs for which suppliers are "process capa- 
ble now" (Herlitz 1997*) 


4. Modularity enables the loose coupling of component designs and thereby creates loosely coupled knowledge domains 


(a) Reduced complexity of architectures improves efficien- 
cy and speed of technological learning. 

(b) Decoupling of component designs facilitates innova- 
tions in components. 

(c) Industry standard modular architectures create positive 
network externalities in technological learning and stim- 
ulate market learning. 
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Modular architectures improve Cummins Engine Со.5 ability 
to specify and control the performance charactenstics of 
key engine components and subsystems (Venkatesan 
1992) 

Modular architectures for PCs facilitate high rates of innova- 
tion in component technologies (Garud and Kumaraswamy 
1993*; Steffens 1994*) 


Leveraging product variations by substituting modular 
component variations. In modular strategies for creating 
product architectures, each product function or feature be- 
lieved to be a significant source of product differentiation is 
embodied (as nearly as possible) in a single modular com- 
ponent or subsystem of components. The loose coupling of 
components in a modular architecture then enables the sub- 
Stitution of component variations into the architecture to 
create product variations based on different combinations of 
component-based functionalities, features, and performance 
levels. In this way, a modular product architecture can be 
used as a flexible platform for leveraging a potentially large 
number of variations on a product concept (Gilmore and 
Pine 1997*; Myer and Utterback 1993*; Robertson and UI- 
rich 1998*). This flexibility of modular product architec- 
tures may be used strategically to increase the number of 
product variations offered in the marketing process, increase 
the speed with which improved products can be brought to 
market, improve the management of demand uncertainty for 
specific product variations, and improve planning for future 
generations of products. 


Creating increased product variety by mixing and 
matching component variations. Variations in modular 
components can be mixed and matched within a modular 
product architecture to create product variations with dif- 
ferent bundles of component-based functionalities, fea- 
tures, and performance levels (Sanderson and Uzumeri 
1997). For example, a simple modular product composed 
of four components, each of which is available in three 
variations, could be used to leverage 34 = 81 product vari- 
ations based on different combinations of component vari- 
ations.§ Not all the resulting product variations would nec- 
essarily be practical or appealing to consumers, but at least 
some combinations of component variations may provide 
sets of component-based functionalities, features, and per- 
formance levels that appeal strongly to consumers with cer- 
tain kinds of preferences. 

Compared with the difficulty, cost, and time required to 
introduce component variations into optimized product de- 
signs with tightly coupled components, the strategically de- 
signed flexibility to leverage product variations quickly and 
inexpensively by mixing and matching component varia- 
tions in a modular product architecture creates several new 
possibilities for the marketing process. 

First, leveraging product variations from modular prod- 
uct architectures at low incremental costs makes it possible 


6When even a modest number of component variations is avail- 
able for substitution 1nto a modular product architecture, the num- 
ber of product variations that can be configured by combining dif- 
ferent component variations can reach into the millions. In the 
general case, a modular product architecture composed of x func- 
tional components (а, b, ... x), each of which is available in sever- 
al variations that can be substituted into the product architecture, 
(ар. . a, by... Б... Хр. . Ха}, will yield {i xj x . . n} product 
variations. Thus, a large number of product variations may be ob- 
tained from a relatively simple product architecture decomposed 
into a few components that are available in a limited number of 
variations. À product architecture decomposed into 10 compo- 
nents, each of which is available in 10 variations, would yield 
1010 = 10,000,000,000 product variations, more than enough to 
create a different product variation for every person on earth. 


to explore consumer preferences through real-time market 
research, a process in which small lots of new product vari- 
ations (based on new combinations of modular components) 
are introduced to test consumers' reactions to various com- 
binations of functions, features, and performance levels 
(Sanchez and Sudharshan 1993). Both Sony and Nike, for 
example, operate "antenna shops" in major cities, where 
they test-market a changing array of new modular product 
variations. Real-time sales figures, combined with direct ob- 
servation of consumer reactions, provide fast feedback on 
consumer reactions to new product variations. 

Second, the ability to leverage many different bundles of 
component-based functions, features, and performance lev- 
els from a modular architecture helps a marketing organiza- 
tion increase the extent of market segmentation it can sup- 
port with a given level of product creation resources. By 
using the flexibility of a modular product architecture to 
leverage more product variations, a marketing organization 
can develop more detailed knowledge of consumer prefer- 
ences for that product. This deeper knowledge of consumer 
preferences then may enable definition of new or modified 
product architectures that more effectively can serve the 
preferences of newly discovered market segments. After 
gaining insights into consumer reactions to product varia- 
tions leveraged from its initial Walkman product architec- 
ture, for example, Sony subsequently developed a "down- 
market" modular architecture intended to accommodate 
only the core components and functionalities of the Walk- 
man product concept, as well as an enlarged modular archi- 
tecture intended to accommodate new component-based 
features in a range of “upmarket” models. Thus, the flexi- 
bility to test markets with many product variations lever- 
aged from modular product architectures may support more 
rapid and extensive marketing research and greater segmen- 
tation of markets. 

Third, when a firm discovers the product variations 
most appreciated by consumers in a given market segment, 
more related product variations can be leveraged to saturate 
the most profitable regions of product space, leaving little 
or no unoccupied profitable product space to attract 
competitors. 

Fourth, mixing and matching modular components to 
leverage product variations also is used in processes for 
mass customization? of products (Gilmore and Pine 1997%; 
Pine 1992). 


Greater speed to market with improved products. Mod- 
ular product architectures may be designed to accommodate 
both currently available components and technologically 
improved components that are expected to become available 
during the intended lifetime of a modular product architec- 
ture. Designing in the flexibility to substitute improved 
components into a modular product architecture makes pos- 


7Modular architectures can support the configuration and deliv- 
ery of customized combinations of component variations to indi- 
vidual customers, though not necessarily the customization of in- 
dividual components for individual customers. Firms such as Dell 
Computer, for example, configure mass-customized computer sys- 
tems on the basis of combinations of components selected by cus- 
tomers from a menu of available component variations. 
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sible the rapid introduction of improved product variations 
as soon as improved components become available. Many 
PCs, for example, now use motherboard (printed circuit 
board) architectures that have modular mounting sockets to 
enable the substitution of improved microprocessors as soon 
as they become available. When designed in this way, mod- 
ular product architectures can accelerate substantially the in- 
troduction of new technologies into the marketing process 
by rapidly incorporating new components based on new or 
improved technologies. 


Improved management of demand cycles and uncer- 
tainty. When demand for variations in products is subject to 
cycles or uncertainty about demand levels, the ability to 
shift production quickly to the modular product variations 
currently in greatest demand can improve the efficiency and 
profitability of the marketing process. 


Improved planning for future products. Processes for 
planning next generation product and process architec- 
tures provide a structured, market-driven framework in 
which the results of both traditional and real-time market- 
ing research can be used to define the range of consumer 
preferences that should be served by a next generation 
product architecture, as well as the technological capabil- 
ities needed to create the modular components required in 
the next generation architecture. Planning for future gen- 
eration product architectures thus provides a structured 
framework for integrating long-term market and technolo- 
gy trends, identifying new kinds of components desired 
for future products, and defining the new technological 
capabilities needed to create new kinds of components and 
architectures. 


Strategic partitioning of architectures to contain change 
and variety in components. A modular design strategy may 
use the loose coupling of components in a modular archi- 
tecture to partition the architecture into (1) components 
whose designs will be changed frequently for strategic rea- 
sons and (2) components whose designs will be held con- 
stant for strategic reasons. The strategic partitioning of a 
modular architecture into changeable and stable components 
may be used to accommodate differential rates of techno- 
logical change in various components, reduce product costs 
by increasing use of common components within and across 
product lines, improve the reliability of key components, 
support late-point differentiation of products, and reduce the 
service infrastructure required to support a product. 


Accommodating differential rates of technological 
change. Different kinds of components are often subject to 
different rates of technological change. Strategic partition- 
ing of a modular architecture may enable those component 
designs subject to high rates of technological change to be 
developed and introduced into a product architecture inde- 
pendently of other components whose technologies and de- 
signs do not change frequently. Strategic partitioning there- 
fore may minimize the cost and time required to 
incorporate technological advances into product designs by 
focusing design resources on developing new designs for 
technologically dynamic components while avoiding re- 
designs of components that are not subject to significant 
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technological change. Designs of components that are tech- 
nologically stable may be used throughout the lifetime of a 
current architecture or even reused in subsequent genera- 
tions of architectures. 


Reducing product costs by increasing use of common 
components in product variations. A modular architecture 
also may be partitioned strategically to create loose coupling 
between (1) components that are sources of differentiation 
and are varied intentionally to create product variations and 
(2) components whose functions are required in all product 
variations or are transparent to customers and thus can be 
used in common across many product variations. When 
common components that are not sources of perceived vari- 
ety in products can be insulated from changes in the com- 
ponents used to differentiate products, the increased ability 
to use common components in more product variations can 
lead to significant cost reductions. 

Reusing common component designs lowers the devel- 
opment costs of new architectures and new product varia- 
tions. Reusing the same component in multiple product vari- 
ations also increases the quantities required for that 
component and may reduce costs through increased 
economies of scale or increased buying power for out- 
sourced components. Continuing production of a compo- 
nent through more than one generation of product architec- 
ture may reduce costs further through cumulative economies 
of learning (experience curve effects). Use of common com- 
ponents also reduces costs of component inventories. 


Improving the reliability of key components through 
reuse of component designs. Strategic partitioning that in- 
creases reuse of modular component designs over a period 
of time may lead to incremental improvements in materials 
and processes that improve the reliability of those compo- 
nents. Improved reliability of key components may lead to 
greater consumer satisfaction and reduced service and 
claims costs. 


Supporting late-point differentiation of products. 
Strategic partitioning also may enable creation of a “univer- 
sal chassis” that incorporates all the components used in 
common across various product models. The universal chas- 
sis then may be mass-produced, and component variations 
that differentiate product models can be added at a late point 
in production or distribution. Use of a universal chassis may 
reduce costs further by reducing the variety of parts that 
must be inventoried and handled in assembly processes. 
Similarly, when component variations that differentiate 
products can be added to a universal chassis at a late point 
in distribution channels, costs of inventorying and distribut- 
ing product variations can be reduced. 


Reducing service infrastructure requirements. Strate- 
gic partitioning of modular architectures also may reduce 
service requirements for products and thereby reduce the 
costs of the service infrastructures needed to support the 
marketing process. Strategic use of common components 
across product lines and reuse of components across gener- 
ations of product architectures may reduce both the variety 
of replacement parts that must be inventoried and the staff 
training required to service products. The reduced technical 


complexity of modular product designs also may facilitate 
the design of self-diagnostic capabilities in products that re- 
duce the need for technically skilled service staff. When 
components that need periodic replacement can be designed 
as easy-to-replace modules, consumers may be able to per- 
form essential maintenance and service functions, thereby 
further reducing the need for an infrastructure of skilled ser- 
vice staff. Makers of copiers, computers, and many other 
kinds of electronics equipment are creating modular product 
architectures with self-diagnostic or over-the-wire diagnos- 
tic capabilities and easily replaceable modular components 
that are provided through local distribution channels or de- 
livered to the customer’s door. By reducing and simplifying 
service requirements, strategic partitioning of modular ar- 
chitectures into easily diagnosed and replaced components 
may free an organization’s marketing process from the need 
for a skilled service infrastructure. 


Decoupling technology and product development to 
achieve concurrent and distributed development of compo- 
nents. Just as product architectures can be decomposed in- 
to interacting functional components, the architecture of the 
processes an organization uses to develop, produce, distrib- 
ute, and support its products can be decomposed into com- 
ponent activities that interact in specified ways.8 Address- 
ing a fundamental relationship between product and 
process architectures, Sanchez and Mahoney (1996) have 
argued that products design organizations, in the sense that 
the feasible organization designs for developing, produc- 
ing, distributing, and servicing products are constrained by 
the product designs an organization adopts. As the follow- 
ing discussion explains, using a modular development strat- 
egy that standardizes component interface specifications at 
the beginning of component development processes creates 
new possibilities for organizing product creation and real- 
ization and brings several strategic benefits to the market- 
ing process. 

I first consider how fully specifying component inter- 
faces at the beginning of component development processes 
requires decoupling technology development and product 
development? which greatly improves the predictability of 
product creation processes. I then consider how the use of 
this modular: development strategy allows for concurrent 
and distributed component development processes that may 
increase the efficiency of product creation processes, in- 
crease speed to market, and enable more extensive subcon- 
tracting for components. These benefits of a modular devel- 
opment strategy can simultaneously accelerate, extend the 
scope and reach, and improve control of the marketing 
process. i 


8The waves of business process reengineering and total quality 
management that recently have swept through businesses of all 
types have made many firms aware of the decomposability of their 
processes into well-defined activities and the need to specify how 
various activities contribute to and interact in creating value for 
customers. 

?In this discussion, technology development refers to the process 
that develops new product and process components, whereas prod- 
uct development refers to the process that develops new product 
designs based on new and existing components. 


Improving the predictability of product creation 
processes. To specify component interfaces fully at the be- 
ginning of component development processes requires the 
use of only those modular components whose functional 
behaviors and interactions with other components are well 
understood. Thus, the development of new modular com- 
ponents based on new technologies that are not yet well un- 
derstood must not be undertaken in a modular product de- 
velopment process. Rather, development of new kinds of 
modular components is pursued off-line, in a technology 
development process that is parallel to but decoupled from 
product development processes (Sanchez and Mahoney 
1996). 

Intentionally decoupling technology and product de- 
velopment in this way removes most technological uncer- 
tainty from the process of creating new products and 
thereby substantially improves the predictability of the 
outcomes and timing of product development processes. 
Although intentionally separating technology and product 
development may raise concerns that technological inno- 
vation would be stymied, a discussion subsequently in this 
article argues that decoupling technology and product de- 
velopment makes both processes more efficient and en- 
ables faster and more frequent cycles in both technology 
and product development. 


Increasing the efficiency of product creation and speed 
to market. As noted previously, an optimizing approach to 
product development typically results in a product design 
that is based on a complex system of integrated, tightly cou- 
pled component designs. In this approach, processes for de- 
veloping tightly coupled components also become tightly 
coupled, because changing the design of one component 
generally precipitates a chain reaction of compensating 
changes in the designs of other components. GE Fanuc Au- 
tomation, a leading maker of industrial automation systems, 
found that redesigns of components necessitated by changes 
in designs of other tightly coupled components consumed 
up to 8096 of the development time and resources required 
to create optimized product designs (Sanchez and Collins 
1998). 

In contrast, a modular development strategy begins with 
a determination of the range of modular component varia- 
tions required to provide an intended range of product vari- 
ations and then defines the interfaces between components 
to accommodate the desired range of component variations. 
By fully specifying and standardizing component interfaces 
before component development begins, a modular approach 
to product development creates an information structure that 
defines the required outputs of all component development 
processes. As long as all component development groups 
create components that conform to the input and output 
specifications for a given modular product architecture, the 
processes of individual component development groups will 
be loosely coupled; that is, one group's development process 
will not be affected by the development processes of other 
groups. All component development processes then can be 
carried out concurrently (Sanchez and Mahoney 1996). 
When components can be developed through loosely cou- 
pled, concurrent development processes, reworking of com- 
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ponent designs due to changes in other component designs 
is avoided, development resources for creating new prod- 
ucts can be used much more efficiently, and speed to market 
can be accelerated greatly. Table 2 summarizes the key dif- 
ferences between optimizing and modular approaches to 
defining, designing, and developing product architectures. 


Extending the reach of the marketing process. Manag- 
ing development processes for tightly coupled components 
generally requires intensive communication and coordina- 
tion among component development groups. Frequent man- 
agement intervention also may be required to allocate costs 
and adjudicate disputes arising from component redesigns 
that are necessitated by design changes in tightly coupled 
components. Thus, developing product designs composed of 
tightly coupled components generally requires that develop- 
ment processes be tightly coupled and carried out within a 
single firm or group of closely linked firms (Sanchez 1996a; 
Sanchez and Mahoney 1996). 

A modular design strategy that fully specifies and stan- 
dardizes component interfaces before component develop- 
ment begins, however, fully defines the required outputs of 
component development processes and thereby facilitates 
expanded subcontracting for component development ser- 
vices. In effect, fully specifying and standardizing modular 
component interfaces enables an organization that is creat- 
ing new products to shop for and coordinate component de- 
velopment services to be performed by the most capable 
component development firms. Using modular architectures 
as a framework for contracting with a global pool of com- 
ponent developers and suppliers enables a marketing orga- 
nization to draw on the best available expertise to develop 
more and better component variations for leveraging a 
greater range of higher-quality product variations. Using 
modular architectures as a framework for subcontracting 
development of components also may reduce the initial in- 
vestment, and thus the financial risk that a marketing orga- 


nization must bear to develop new products, as well as the 
technical and managerial resources it must have to create 
new products. The reduced resource requirements of a mod- 
ular development strategy therefore may enable an organi- 
zation to sustain increased levels of product creation and 
create a broader range of products through its marketing 
process. 


Loose coupling of component designs to create loosely 
coupled knowledge domains. Organizations that create prod- 
ucts tend to develop technical knowledge structures that re- 
flect the functional decomposition of components in their 
product architectures (Henderson and Clark 1990*). Thus, 
an organization that creates product designs based on com- 
plexly interrelated, tightly coupled components will tend to 
develop a knowledge architecture that reflects the complex 
structure of component relationships within its product ar- 
chitecture. The complexity inherent in a system of tightly 
coupled components, however, may limit the ability of an 
organization to distinguish clear cause-and-effect technical 
relationships within and among individual components in an 
architecture, which thereby limits the organization’s ability 
to develop component- and architectural-level knowledge 
about the behavior and performance of its components and 
product architectures. 

In contrast, a modular architecture creates loosely 
coupled knowledge domains focused on each loosely 
coupled component in the product architecture. The re- 
duced complexity of component interactions in a modular 
architecture improves an organization’s ability to discov- 
er cause-and-effect relationships among components and 
develop and evaluate new components. As a conse- 
quence, use of modular architectures may lead to greater 
efficiency and speed in technological learning, which 
stimulates and accelerates development of new compo- 
nents and architectures. In addition, when modular archi- 
tectures are adopted as industry standards, technological 


Development 


Component designs evolve in 
an iterative optimizing process. 
Product architecture is defined 
by the final optimized product 
design. Thus, a product 
architecture is the output of the 
development process. 


Component development 
processes are carried out within 


TABLE 2 
Optimizing Versus Modular Processes for Product Definition, Design, and Development 
Definition Design 
Optimizing Consumer preferences are Required product functionalities 
Product researched and aggregated to are decomposed into 
Design define the attributes of an components, but some 
optimal product. Optimal component designs are 
attributes are translated into Integrated during design 
required functions, features, optimization. Component 
and performance levels to be interfaces are permitted to 
provided by product design. evolve during the design 
optimizing process. 
Modular Marketing research determines Modular product architecture is 
Product the range of product attributes decomposed into discrete 
Design that will appeal to different components. Interfaces among 


kinds of consumers. Range of 
desired attributes is translated 
Into range of functions, 
features, and performance 
levels to be leveraged from 
modular product architecture. 


components are fully specified 
and standardized to allow a 
range of component variations 
to be substituted into product 
architecture. 


the information structure of fully 
specified and standardized 
component interfaces and 
therefore may be concurrent, 
autonomous, and distributed. 
Product architecture defined in 
design stage does not change 
during development stage. 
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improvements achieved by any component developer 
may create substantial positive externalities for all firms 
that use the developer’s improved components. I next 
consider how these effects of modular architectures on 
technological learning can accelerate the pace of techno- 
logical innovation and market development in the mar- 
keting process. 


Improving the efficiency and speed of technological 
learning. The inherent complexity of a system of tightly 
coupled components may limit an organization’s ability to 
determine exactly what it knows about the component be- 
haviors and interactions in its product designs—and there- 
fore to begin to understand more clearly what it does not 
know about component behaviors and interactions. Use of 
product architectures based on complexly interrelated, tight- 
ly coupled components therefore may limit an organiza- 
tion’s ability to identify specific opportunities for new learn- 
ing about component behaviors and interactions that would 
improve the organization’s product creation capabilities. 
The reduced complexity of modular architectures, however, 
provides an alternative framework for improved technolog- 
ical learning at both component and architectural levels. 

Organizations that use the modular approach to product 
creation typically codify their understanding of component 
behaviors and interactions in “interface specification docu- 
ments” (Sanchez and Collins 1998) and in component de- 
sign protocols programmed into computer-aided design sys- 
tems (Sanchez 1996b). These interface specifications and 
protocols represent design rules that inform designers what 
the organization currently understands about the behaviors 
and interactions of the components it uses and thus how 
those components can be used in modular architectures. By 
systematically defining modular design rules that embody 
what an organization currently knows about its components 
and their interactions, an organization that creates modular 
architectures can begin to discern more clearly the current 
limitations in its ability to describe and control component 
behaviors and interactions. Technological learning within 
the organization then can be focused more directly on 
achieving strategically important improvements in a firm’s 
“ability to specify and control the performance characteris- 
tics” of its components and architectures (Venkatesan 1992, 
p. 103). 

Some organizations that use modular design strategies 
also define the capabilities that make possible the various 
activities in their own and their suppliers’ current process 
architectures. Definitions of current production process ca- 
pabilities, for example, can be included in design rules to 
determine the new component variations an organization 
and its suppliers are currently capable of producing and as- 
sembling (Sanchez and Collins 1998). The limitations that 
a firm’s distribution channels and service networks impose 
on the characteristics of a new product also may be defined 
and incorporated into design rules for specific components. 
By developing design rules that incorporate capabilities in 
an organization’s process architecture, a firm can identify 
more readily opportunities for adding specific new process 
capabilities that would let the firm expand the scope or im- 
prove the efficiency of its product creation and realization 
activities. 


Clearly defining an organization’s process architecture 
also can facilitate the rapid dissemination of learning about 
specific process improvements throughout the organization. 
For example, AT&T has created a map of its process archi- 
tectures that decomposes and categorizes the production ac- 
tivities carried out in its global network of factories. When 
learning in one factory leads to a process improvement in a 
given activity, an explanation of that improvement and the 
standard process category that it applies to are disseminated 
to all AT&T factories through its global information system. 
Each factory in the AT&T system then can identify readily 
the activity to which the new knowledge applies and quick- 
ly incorporate the process improvement in its own produc- 
tion system. 


Stimulating development of new components. As long 
as all new component designs developed for a modular ar- 
chitecture conform to the interface specifications of the ar- 
chitecture, individual component developers are free to be 
innovate in creating new component designs. Coordinating 
component development processes by specifying only the 
input and output interfaces for components in a modular ar- 
chitecture therefore can encourage innovation in the devel- 
opment of better component designs. 

Modular development processes also may stimulate im- 
provements in key components by enabling closer involve- 
ment of key customers and suppliers in product creation. 
Because decisions affecting the design of a given modular 
component do not require extensive consultations with oth- 
er component development groups but are constrained only 
by the interface specifications for that component, customer 
or supplier suggestions for improvements to specific com- 
ponents can be evaluated and acted on quickly and indepen- 
dently of other component development processes. Thus, it 
becomes easier for lead users (von Hippel 1988) to play a 
more active role in suggesting variations or improvements 
in designs of key components in new products. Boeing's 
modular design for the 777 aircraft, for example, facilitated 
the close involvement of lead customers such as United Air- 
lines and British Airways in developing ideas for improving 
the 777's major components (Sanchez and Mahoney 1996). 
Modular development processes therefore may improve the 
ability of a firm to gather important market information 
from key customers and directly translate that information 
into better product designs. 


Technology and market learning within industry-stan- 
dard modular architectures. Modular product and process 
architectures are increasingly prevalent in rapidly develop- 
ing technologies and markets (Dosi 1982; Sanchez and Ma- 
honey 1996). One explanation for this observed association 
may be that the adoption of modular PPKAs in an industry 
creates substantial positive network externalities in techno- 
logical learning. As firms in an industry join together to de- 
fine industry-standard specifications for component inter- 
faces, for example, the resulting loose coupling of 
component development processes within the industry often 
leads to more widely distributed, more efficient, and faster 
learning processes by those firms (Sanchez, in press). Thus, 
adopting industry-standard modular architectures appears to 
be an important mechanism for accelerating the develop- 
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ment of an industry’s collective technological capabilities 
(Dosi 1982; Langlois and Robertson 1992). 

As more firms develop new and improved components 
within industry-standard modular architectures, they often 
create a growing array of component variations to serve spe- 
cific application requirements and consumer preferences. 
Examples of this effect range from the proliferation of soft- 
ware programs and peripheral devices for the Wintel PC 
modular architecture to the increasing variety of seats, han- 
dlebars, gears, brakes, and other components available for 
the modular architectures of sports bicycles (Galvin 1998*). 
The availability of growing numbers of modular component 
variations compatible with an industry-standard product ar- 
chitecture makes it possible for marketing organizations to 
accelerate their exploration of market preferences by offer- 
ing а growing number of modular component-based prod- 
uct variations. 


Reducing costs and resource requirements for product 
creation. 'The foregoing discussions have described proper- 
ties and strategic uses of modular PPKAs that, taken togeth- 
er, suggest several ways in which the use of modular archi- 
tectures significantly change the economics of product 
creation, enabling firms to achieve greater product variety, 
faster technological improvement of products, greater speed 
to market with new products, and lower costs for creating 
new products. Although detailed comparative cost analyses 
are not currently available from companies that have adopt- 
ed modular architectures, there are some broad measures 
that suggest the substantial impact that modular architec- 
tures can have on the technologically determined economics 
of product creation. 

After adopting a platform approach to creating new cars 
that is similar to the modular development process previ- 
ously described, for example, Chrysler Corporation reports 
that it develops new car platforms (from which Chrysler 
typically leverages several car models) in less than 30 
months, using a platform development team of 700 to 900 
people and for a total development cost of less than $1 bil- 
lion. Using its previous traditional product development 
method, Chrysler typically took between 60 and 72 months 
to create a new car model, involved as many as 5000 peo- 
ple, and spent between $2 and $3 billion (Herlitz 1997*; 
Holmes 1995*). At GE Fanuc Automation, using a modular 
approach to create its industrial control products reduced 
both the development time and human resources required to 
create a new generation of products by 50% to 60% com- 
pared with the firm's prior traditional product development 
process (Sanchez and Collins 1998). These comparisons 
suggest that skillful use of modular architectures can reduce 
the costs of creating new products significantly, which 
thereby enables a firm to engage in heightened levels of 
product creation and improve the profit potential of its mar- 
keting process. 


Implications of Modular PPKAs for 
the Marketing Process 


The foregoing discussion has described some key properties 
and strategic uses of modular architectures. This section ad- 
dresses the ways in which the strategic use of modular ar- 
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chitectures can lead to significant changes in several aspects 
of the marketing process, both as it is represented currently 
in marketing theory and as it is carried out in professional 
practice. 

I first consider the impact of modular architectures on 
marketing research, particularly with respect to segmenting 
markets and defining product attributes in modular product 
markets. I then consider how modularity changes marketing 
strategy, discussing both the need to define strategic roles 
for the components in a modular architecture and the poten- 
tial to develop new approaches to positioning and branding 
modular products. Next, I examine the implications for mar- 
ket development processes of using real-time marketing re- 
search based on modular architectures to supplement con- 
ventional marketing research methods. I then describe the 
challenge to market development of managing a transition 
from producer- to consumer-controlled product differentia- 
tion, a transition that often occurs in the advanced stages of 
modular product markets. Then, I consider new approaches 
to supply chain and distribution channel design that suggest 
how modular architectures can be linked to new information 
technologies to create important new marketing flexibilities. 
Finally, I suggest ways in which the strategic roles assigned 
to components in a modular marketing process may influ- 
ence the boundaries of the marketing organization. 

These new aspects of the marketing process in modular 
product markets appear to rest on some fundamental as- 
sumptions that differ significantly from the assumptions un- 
derlying conventional marketing processes. Table 3 identi- 
fies and contrasts these underlying assumptions and the 
resulting differences in conventional versus modular mar- 
keting processes. 


Marketing Research: Coordinating Market 
Segmentation and Modular Architectures 


In a conventional marketing process, marketing research 
tries to discover various consumer preferences with respect 
to a product and to define market segments by aggregating 
consumer preferences into categories of preferences that are 
more or less shared among certain groups of consumers. 
Conventional marketing research then tries to determine the 
optimal set of product attributes that will appeal most 
strongly to the preferences that define a given market seg- 
ment (Mahajan and Wind 1991). An evaluation process such 
as the product development funnel (Clark and Wheelwright 
1993) then compares development costs with profit poten- 
tial for various products and market segments. Single prod- 
ucts or a limited number of product variations that appear to 
offer greatest profit potential are selected for development 
for targeted market segments. The implicit premise underly- 
ing this practice is that developing, producing, distributing, 
and supporting many product variations to serve the prefer- 
ences of small groups of consumers or of individual con- 
sumers within market segments is prohibitively costly. 
Modular architectures may make it possible, however, 
to leverage many different product variations to serve the 
specific preferences of small numbers of consumers or 
even of individual consumers within one or more market 
segments. The ability to leverage many product variations 
from modular architectures adds some new dimensions and 


TABLE 3 
Underlying Assumptions and Characteristics of Conventlonal Versus Modular Marketing Processes 





Typical Characteristics of 
Conventional Marketing 
Process 


Underlying Assumptions 
of Conventional 
Marketing Process 


Undertying Assumptions 
of Modular Marketing 
Process 


Resulting Characteristics 
of Modular Marketing 
Process 





Marketing research is 
based on statistical analy- 
ses of samples that are 
small relative to target pop- 
ulation and gathered only 
periodically. 


Preferences of consumers 
must be gathered prospec- 
tively and aggregated to de- 
fine optimal product at- 
tribute sets for a limited 
number of new product мап- 
ations. 


Emphasis is placed on 
defining a limited number of 
carefully differentiated prod- 
ucts that can be produced 
and sold in large numbers. 


Product variety may have to 
be limited to avoid imposing 
high inventory costs on dis- 
tribution channels. 


Product variety may have to 
be limited to control service 
training requirements and 

spare parts inventory costs. 


Extensive prospective mar- 
ket research is used to mini- 
mize risk of developing and 
introducing specific new 
product variations. 


Gathering preferences from 
each consumer in a target 
population is prohibitively 
costly; large-scale sampling 
ls also costly. 


Product variations are costly 
to design and develop. Rep- 
resentative sets of con- 
sumer preferences therefore 
must be determined and 
development focused on 
creating products optimized 
to serve those preferences. 


Product variations are costly 
to produce; low production 
costs are realized through 
large-scale production of a 
limited number of product 
variations. 


Extensive product variety is 
costly to distribute because 
large numbers of fully as- 
sembled product variations 
must be inventoried. 


High levels of product vari- 
ety cause high service 
costs because it is costly to 
stock many different kinds 
of spare parts, and service 
staff must be trained to 
maintain and repair many 
different components. 


Producers must bear risk of 
defining, creating, and pro- 
ducing differentiated prod- 
ucts targeted at identified 
market segments. 


Consumers' individual pref- 
erences for specific modular 
product variations can be 
gathered at low cost. Data 
on purchases of specific 
modular product variations 
can be gathered for entire 
populations in real time. 


Consumers' perceptions of 
product variety and value 
are provided by variations in 
modular components. Prod- 
uct variations based on 
component variations can 
be leveraged from modular 
architectures at low incre- 
mental cost per product 
variation. 


Large numbers of product 
variations can be produced 
by firms using flexible mod- 
ular process architectures 
to coordinate component 
suppliers and service 
providers. Product variations 
based on component varia- 
tions can be made for indi- 
vidual consumers at accept- 
able costs. 


Modular product architec- 
tures make possible late 
point differentiation of prod- 
ucts in distribution channels. 
Made-to-order product vari- 
ations may also be deliv- 
ered directly to individual 
consumers at acceptable 
cost. 


Service requirements can 
be simplified through use of 
self-diagnostic and/or easily 
replaceable modular com- 
ponents. Replacement com- 
ponents can be shipped di- 
rectly to consumers by 


suppliers. 


Producers can reduce prod- 
uct market risk by creating 
flexible modular architec- 
tures capable of providing 
large numbers of product 
variations and letting indi- 
vidual consumers decide 
what product variations they 
want (consumer-controlled 
differentiation). 


Individual consumers' pref- 
erences are gathered, often 
through interactive Internet, 
cable, and satellite connec- 
tions. Changes in consumer 
preferences for product vari- 
ations are analyzed continu- 
ously in real time for nearly 
entire populations of con- 
sumers. | 


Realtime market research 
tries to determine full range 
of consumer preferences 
that might be served through 
modular product and pro- 
cess architectures. Market- 
ing is involved In deciding 
flexibilities of modular archi- 
tectures and strategic roles 
of modular components. 


Emphasis Is on offering 
large numbers of product 
variations, including mass- 
customized or personalized 
products. 


Differentiating modular com- 
ponents are often added at 
a late point in distribution 
before delivery to con- 
sumers. Mass-customized 
or personalized products 
are often made to order and 
shipped directly to individual 


consumers. 


Service requirements are 
not considered as limiting 
product variety. Marketing 
emphasizes ease of mainte- 
nance and low-cost repair 
through simple replace- 
ments of modular compo- 
nents. 


Firms explore market pref- 
erences through use of real- 
time market research based 
on introduction of small lots 
of learning models lever- 
aged from modular architec- 
tures. Personalized products 
leveraged from modular ar- 
chitectures may be made to 
consumers order. 
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challenges to the process of segmenting markets and дећп- 
ing products to serve market segments. Most fundamental- 
ly, there is a need for marketing research that will be useful 
in optimizing the flexibility of modular architectures 
(Sanchez 1995a). In other words, rather than suggesting an 
optimal set of product attributes for each identified market 
segment, marketing research in a modular product market 
must help determine both the optimal number of modular 
architectures that should be created to serve the various 
consumer preferences in a product market and the optimal 
range of component-based functionalities, features, and 
performance levels that each modular architecture should 
be designed to accommodate. 

Determining the optimal number of modular architec- 
tures for serving the various segments in a product market 
requires comparing the relative benefits and limitations of 
creating highly flexible modular architectures to serve con- 
sumer preferences in several market segments with the ben- 
efits and limitations of using more focused architectures to 
serve consumer preferences within a single market segment 
or a limited number of related market segments. New mod- 
els and metrics are needed to represent the feasible trade- 
offs among (1) the financial benefits of increasing the flexi- 
bility and extending the market coverage of a modular 
architecture, (2) the costs of creating greater flexibility in a 
modular architecture, (3) the various technological con- 
straints that could шти the flexibility and performance сћаг- 
acteristics of modular architectures in a given product mar- 
ket, and (4) the relative performance of and likely consumer 
satisfaction with the product variations leveraged from more 
flexible versus more focused architectures. 

Similarly, to determine the optimal range of component- 
based functionalities, features, and performance levels that a 
given modular architecture should be designed to accom- 
modate, marketing research needs to develop insights into 
the marginal value of greater (component-based) product 
variety offered to a market segment. To develop such in- 
sights, consumer preferences for modular products must be 
described and analyzed in terms of the perceived value con- 
sumers in various market segments derive from each of the 
discrete functionalities, features, and performance levels 
that may be provided by modular components. Analysis of 
interdependencies in the values that consumers ascribe to 
each component-based function, feature, and performance 
level is also needed to determine the specific bundles of se- 
lected components that would appeal most strongly to dif- 
ferent sets of consumer preferences. 

More generally, marketing research in support of con- 
ventional product development can be characterized as 
working to identify the means in the distributions of con- 
sumer preferences that can be used to define aggregations of 
consumer preferences, so that individual product designs 
can be optimized to provide the product attributes preferred 
by consumers in specific market segments. Marketing re- 
search in support of modular products, however, must di- 
rectly take into account the variances in the distributions of 
consumer preferences, so that modular architectures can be 
defined to serve the most profitable range of market seg- 
ments and designed to provide the most profitable number 
of product variations within each segment. This new objec- 
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tive for marketing research in modular product markets in- 
vites marketers to work more closely with product designers 
to understand the technically feasible range of component 
variations (and thus product variations) that can be accom- 
modated within a modular product architecture. In effect, 
market researchers and product designers must learn to 
work more closely together to develop a new understanding 
of how much modularity—and the resulting flexibility to 
leverage product variations—can and should be designed in- 
to modular product architectures. 


Marketing Strategy: Defining and Managing 
Strategic Roles for Modular Components 


Extending the objectives of marketing research to include 
defining modular architectures that can provide a range of 
component-based features, functionalities, and performance 
levels brings an important new dimension to the formulation 
and implementation of marketing strategy. In modular prod- 
uct markets, marketers must be able to define and manage 
the strategic roles that various modular components will 
play in creating perceived value in the product variations 
that are leveraged Кот a modular architecturel0 (Sanchez 
1995b). They also must help define the common compo- 
nents that can be used most effectively in the various prod- 
uct models leveraged from a modular product architecture. 


Defining strategic roles for components. The various 
components in a modular product architecture may be char- 
acterized as primarily performing one of four strategic roles: 
providing threshold, central, variety-enhancing, or plus-only 
product attributes in a modular product architecture (Bogn- 
er and Thomas 1996; Huang 1993).!! 

Threshold attributes are functions provided by compo- 
nents that are essential to the overall functioning of a prod- 
uct but are not perceived by consumers as adding value to 
the product as long as they function adequately. In essence, 
components that provide threshold attributes have the 
strategic role of simply functioning at a threshold level of 
acceptable performance and reliability. Failure to deliver 
the threshold level of performance and reliability in a mar- 
ket segment generally will result in a negative reaction by 
consumers, but increasing component performance and re- 
liability beyond the threshold level will not increase the 
perceived value of the product. Examples of components 
delivering threshold attributes are the chassis, starter, and 
battery of a car and the bus and power supply of a PC. The 
strategic role of components determined by marketing re- 
search to provide threshold attributes is to be progressively 
reduced in cost through techniques such as value engineer- 
ing while maintaining the threshold level of performance 
and reliability expected by customers in a given market 
segment. 


10This important extension of the marketing process may bene- 
fit from the use of tools such as the “house of quality” and other 
quality-function-deployment madels for translating consumer- 
perceived product attributes into engineering design variables. 

Huang (1993) and Bogner and Thomas (1996) develop the 
concepts of threshold, central, and plus-only product attributes. 
This discussion introduces the fourth category of variety- 
enhancing product attributes. 


Central attributes are perceived by consumers as central 
to a product concept, in the sense that increasing levels of 
performance by a central attribute will increase the per- 
ceived value of the product for most consumers in a market 
segment. An automobile’s engine is a component that pro- 
vides central attributes for most consumers, because in- 
creases in an engine’s power and fuel efficiency, for exam- 
ple, generally result in an increase in the perceived value of 
an automobile for most consumers. Similarly, faster micro- 
processors, higher-resolution flatscreens, and longer-lasting 
and lighter batteries are improvements in central compo- 
nents that generally increase the perceived value of laptop 
computers for most consumers.!2 The strategic role general- 
ly assigned to components that provide central attributes is 
therefore continuous improvement in key performance para- 
meters through the development of better component de- 
signs and technologies. 

Variety-enhancing attributes are provided by compo- 
nents that are perceived by most consumers as sources of 
value-adding variety in a given product type but are not re- 
garded as central attributes in distinguishing product varia- 
tions. In many products, variety-enhancing components pro- 
vide features (i.e., functions that are not central to a product 
concept) or styling variations that are used to distinguish 
models that are otherwise similar in the basic functions they 
provide. Component variations in the plastic case colors and 
shapes for “boom boxes" (portable audio systems), for ex- 
ample, provide value-adding variety for most consumers of 
those products, just as the introduction of new interior trim, 
convenience lights, and wheel styles is a valued source of 
perceived variety in new automobile models that are func- 
tionally identical to previous models. The strategic role for 
variety-enhancing components, therefore, is providing a 
changing array of featuring and styling variations needed to 
distinguish product models from other functionally similar 
similar models. 

Plus-only attributes are derived from components that 
provide features that add value by delighting most con- 
sumers when they are present in a product but that, if absent, 
do not detract from the product’s perceived value. Warning 
lights that indicate when a car’s doors have not been closed 
completely or when a laptop computer is still running are 
examples of components that create plus-only value for 
most consumers. The strategic role for plus-only compo- 
nents is often selective probing of consumer reactions to 
novel functions and features not previously included in a 
product. In effect, introducing plus-only components pro- 
vides a means to research latent consumer needs that could 
be served by a new kind of component within a familiar 
product architecture, thereby enabling discovery of new 





12The perceived value of a component that provides a central 
product attribute increases with the increasing performance of the 
component but often only up to some limit. Increases in an auto- 
mobile engine’s power greater than 300 horsepower, for example, 
are unlikely to elicit a corresponding increase in the perceived val- 
ue of an automobile for most consumers. However, improvements 
in fuel efficiency (and corresponding reductions in operating costs) 
are likely to elicit increases in perceived value to a very high level 
before most consumers become indifferent to further increases. 


functionalities or features that can add to the perceived val- 
ue of a product. 


Managing the evolution of component-based attributes. 
Threshold, central, variety-enhancing, and plus-only attrib- 
utes often follow certain patterns of evolution in a product 
market. Marketing research can play a key role in support- 
ing the marketing process for modular products by identify- 
ing the pattern of evolution a specific component-based at- 
tribute is following and the timing of its transitions from one 
attribute stage to another. 

Some components originally created to provide plus-only 
attributes may elicit a strongly positive evaluation by con- 
sumers that eventually leads to an increase in consumer ex- 
pectations, and then, what originally was introduced as a 
plus-only attribute may evolve into a product attribute that 
consumers expect. When this evolution occurs, the attribute 
may become a means to create perceived variety in the prod- 
uct and, thus, may be regarded as a variety-enhancing at- 
tribute. For example, a light or sound that warns a driver that 
the lights of a car have been left on after shutting down the 
engine was a plus-only attribute in the 1970s but is now more 
or less expected by consumers in new car models. Car mak- 
ers therefore have begun to offer a range of component-based 
variations of the feature, such as buzzers, bells, flashing 
lights, computer-based voices, and automatic switching off. 

Similarly, a specific variation of a variety-enhancing 
component that elicits a strongly positive consumer re- 
sponse may take on the character of a central or threshold 
component. Emphasis in component development may then 
shift to identifying and providing the performance levels of 
that attribute demanded by various consumers. In the early 
1990s, for example, Internet browsing was a variety-en- 
hancing feature offered in some PCs, but by the mid-1990s, 
Internet browsing had become a central attribute of PCs for 
most consumers, with the consequence that the relative per- 
formance capabilities of Internet browser functions became 
an important basis of competition in the PC market. 

Furthermore, when a central attribute in a product type 
achieves a certain level of performance, consumers may be- 
gin to adopt that performance level as a benchmark in judg- 
ing such products, and the central attribute may, in effect, 
evolve into a threshold attribute. By the late 1990s, for ex- 
ample, high-performing Internet browsers effectively had 
become a threshold attribute in PCs for most consumers. 
High-performing Internet software must now be included in 
PCs, but further increases in performance levels currently 
seem to add little value in the eyes of most сопзитег5.13 

Evolutions of component-based attributes in a product 
market mean that the objectives of both marketing research 
and technology development must change as a product mar- 
ket evolves (Sanchez 1996b). Marketing researchers there- 
fore must not only define the initial strategic roles for mod- 





13Often, central attributes will take оп the character of threshold 
attributes when the technological development of the components 
providing the attributes reaches a plateau that limits the ability of 
developers to extract further performance increases from the tech- 
nology. А technological breakthrough in component development 
that leads to a new round of performance increases, however, may 
cause a threshold attribute to revert to being a central attribute un- 
til performance gains reach the next technological plateau. 
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Шаг components in a marketing strategy, but also determine 
when consumer perceptions of the value added by each kind 
of component are shifting from one to another type of prod- 
uct attribute in this evolutionary process. Identifying such 
evolutionary shifts in component-based attributes is critical 
to revising marketing strategies effectively and to timely re- 
deploying of technology and component development re- 
sources during the evolution of a product market. 


Defining common components. Defining and designing 
modular product architectures with significant levels of 
component commonality across product variations can re- 
duce component development and production costs substan- 
tially. Thus, an important task for marketing research in 
defining and developing new modular product architectures 
is to determine the performance characteristics of compo- 
nent designs that can be used in common across many prod- 
uct variations or perhaps even in several related product ar- 
chitectures. Two complementary methods—one drawn from 
marketing research and the other from modular design—can 
be used to define common components. 

When consumers are familiar with a product concept 
and have developed preferences for the functions and per- 
formance levels they want a product to provide, conjoint 
analysis can be used to identify the component-based prod- 
uct attributes that are desired by all or most consumers and 
thus determine the most profitable grouping of components 
to be offered in all or most product models (Moore, Lou- 
viere, and Verma 1998*). 

In the case of new product concepts for which con- 
sumers have not yet developed clear preferences or in prod- 
uct markets in which consumer preferences may change 
rapidly, however, the precision and reliability with which 
conjoint analysis can identify preferred sets of attributes and 
define common components may be limited. In such cases, 
the modular design technique of creating components with 
redundant functions may offer a technical solution to man- 
aging market uncertainty. In this approach, a common com- 
ponent design is created that can provide all the functions 
believed likely to be desired by the market at large. When a 
multifunctional common component is developed and sub- 
sequently used in a product variation intended to serve a 
specific set of preferences, only the functions that serve 
those preferences are activated in the component, whereas 
other functions designed into the component remain inactive 
(1.е., redundant) in that product variation. For example, 
many televisions use a common semiconductor that contains 
all the functions required in top-of-the-line, fully featured 
television models, but only certain combinations of func- 
tions designed into the semiconductor are activated when 
the semiconductor is installed in various low-end and 
midrange television models. As an increasing number of 
product functions migrate from mechanical to electronic to 
silicon to software implementations, the variable costs of 
providing components with redundant functions are de- 
creasing rapidly, making the use of common components 
with redundant functions an increasingly viable approach to 
managing market uncertainties that may limit the use of 
conjoint analysis. 

Marketing researchers in a modular product market 
therefore must work with design engineers to determine the 
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technical and economic feasibility of creating common 
components with redundant functions. Such collaboration 
will be necessary to determine the extent to which the de- 
sign technique of creating redundant functions can be used 
as a complementary or alternative approach to using con- 
joint analysis in defining common components. 


Marketing Strategy: New Approaches to Market 
Positioning and Branding 


Modular architectures make it possible to pursue marketing 
strategies that include new approaches to market positioning 
and building brand equity. Unlike “one-off” product de- 
signs, modular product architectures can be used to support 
a relational marketing strategy in which a firm positions 
itself as a provider of products that offer its customers sev- 
eral important benefits, including backward and forward 
compatibility, scalability, upgradability, modifiability, inter- 
connectivity, and/or easy servicing. 

Backward and forward compatibility of a firm’s prod- 
ucts can be provided to consumers by maintaining standard- 
ized component interfaces across successive generations of 
product architectures. For example, a firm could maintain 
standardized interfaces for connecting peripherals to succes- 
sive generations of computers or attaching existing lenses to 
new camera bodies. Intergenerational compatibility also can 
be enhanced by ensuring that new generation architectures 
are compatible with any complementary goods consumers 
must invest in to use a product, such as cassette tapes, flop- 
py disks, and so forth. 

Modular architectures also can be designed to offer 
products that are scalable, that is, products whose capacity 
can be expanded by adding additional components (more 
memory cards, more stereo speakers, and so on). Modular 
products also can be made upgradable when designed to al- 
low substitution of improved components for old compo- 
nents. Consumers also may be offered the ability to modify 
a product by mixing and matching component variations 
after purchase of the product, such as the Smart Car, joint- 
ly developed by Swatch and Mercedes, which allows con- 
sumers to change the exterior color of the car by attaching 
modular body panels of different colors. Interconnectivity 
can be provided in a product when an interface is designed 
into a modular product to enable it to be used in conjunc- 
tion with another product. Philips’s 29-inch Multimedia 
television, for example, contains a port for connecting PCs 
to the television and using its large screen for surfing the 
Internet. Easy servicing can be designed into modular prod- 
ucts by locating parts that require servicing in an easy-to- 
replace module, as Canon did in designing its Personal 
Copier. By offering these postpurchase benefits of modu- 
larity to consumers, particularly in markets for durable 
and/or premium-priced goods, modular architectures can be 
used to create a platform for developing long-term cus- 
tomer relationships and increasing consumer satisfaction 
on the basis of these benefits. 

The ability to use a single modular architecture to lever- 
age many different product variations across a broad range 
of price points also calls for careful brand management of 
modular products, perhaps including the creation of distinct 
brands and differentiating functions and features for upmar- 


ket, midmarket, and downmarket products leveraged from а 
single modular architecture. In addition, because common 
components may be used to provide the central attributes in 
many different product variations, superior performance 
may not be available as a basis for differentiating products. 
In this case, variety-enhancing components that provide op- 
portunities for featuring and styling are likely to play a pri- 
mary role in brand strategies. In the market for portable au- 
dio products, for example, there is little difference in the 
main functional components used by most makers, so 
styling components such as plastic enclosures and control 
and display panels become primary sources of perceived 
difference in products. Thus, marketing strategy in some 
modular product markets may have relatively little interac- 
tion with central functional components and may become 
largely focused on managing variety-enhancing components 
as the primary means for building distinctive brands. 

In some modular product markets, consumer familiarity 
with the functions provided by key components may create 
the potential for branding components, such as the nearly 
ubiquitous “Intel [microprocessor] inside” most PCs. For 
marketers of assembled products, the development of strong 
brands for components can be a two-edged sword. Creating 
a modular architecture that accommodates branded compo; 
nents enables an organization marketing an assembled prod- 
uct to leverage some of the brand equity of the branded com- 
ponents in promoting its own product. At the same time, 
because consumers’ perceptions of the assembled product 
may be influenced significantly by their perceptions of the 
branded components in the assembled product, there is a 
possibility that the assembled product’s brand equity will be 
diluted by or become largely dependent on the continued use 
of branded components, thereby creating a condition of 
strategic dependency on the suppliers of branded compo- 
nents. New research is needed to clarify the extent to which 
and the conditions under which branded modular compo- 
nents contribute to or detract from the building of durable 
brand equity for modular products. 


Market Development: Incorporating Real-Time 
Market Research 


Marketing research essentially aims to use relatively low- 
cost marketing research processes for identifying consumer 
preferences before committing to relatively high-cost 
processes for creating and realizing new products to serve 
those preferences. Conventional marketing research meth- 
ods, however, sometimes are limited in the accuracy with 
which they can determine consumer preferences by the sta- 
tistical limitations inherent in using small samples of a pop- 
ulation. In addition, marketing research into new product 
concepts may be compromised when consumers are asked 
about their reactions to a potential product concept rather 
than an existing product with which they have prior experi- 
ence or can interact directly (Mahajan and Wind 1991). 
When a firm can use modular product and process ar- 
chitectures to leverage many new product variations at low 
incremental cost per variation, it may pursue a new set of 
possibilities for market testing and experimentation that can 
provide an important complement to conventional market- 
ing research (Baldwin and Clark 1994; Sanchez 1995b). 


Recognizing this, some firms have begun to supplement 
conventional marketing research methods with real-time 
market research in which they leverage small lots of new 
modular product variations to research consumer prefer- 
ences directly (Sanchez and Sudharshan 1993). Two new 
kinds of marketing environments are being used to conduct 
real-time market research, and each invites development of 
new kinds of marketing research methods for analyzing con- 
sumer reactions to new products. 

Some firms have established new retailing environ- 
ments in which they can observe consumer reactions to 
new modular product variations. As noted previously, Sony 
and Nike, through their company-owned retail outlets, 
Sony Shops and Nike Towns, gather real-time market in- 
formation in trendsetting cities of the world by exposing 
consumers to a stream of new product variations. In addi- 
tion to the real-time sales data gathered in these combined 
retailing and marketing research environments, these mar- 
keting settings offer new opportunities for observing and 
interpreting in situ consumer reactions to new product vari- 
ations. This real-time marketing research environment 
therefore offers a new means to discover why different 
kinds of consumers will or will not buy different kinds of 
new product variations. 

In researching consumer reactions in larger rollouts of 
modular product variations, electronic data integration 
(EDI) systems and bar-code readers in large retailers such as 
WalMart provide real-time data on the purchase decisions of 
nearly entire populations of consumers. The ability to ex- 
pose populations of consumers to product variations that are 
based on carefully modulated variations in component- 
based functions, features, and performance levels makes 
possible a more precise, fine-grained analysis of consumer 
valuations of the product attributes provided by specific 
modular component variations. In addition, analysis of real- 
time data on repair and maintenance services provides fur- 
ther insights into the reliability of components and may help 
improve customer satisfaction by identifying components in 
need of improved designs. As growing use of EDI begins to 
link all stages of product creation and realization, real-time 
sales and service data increasingly may be used as “elec- 
tronic kanban" that drive not just logistics and manufactur- 
ing, but also processes for defining and creating new modu- 
lar components and architectures (Sanchez 19962). 

The growing availability of large sets of real-time sales 
and service data, coupled with the flexibility to leverage new 
product variations from modular architectures at reduced 
cost, challenges marketing research to develop new methods 
of market analysis. In particular, there is a need to supple- 
ment current statistical techniques for determining central 
tendencies in static data sets with new mathematical methods 
(such as topological analysis) for discovering divergences in 
dynamic data sets that can yield new insights into evolving 
consumer preferences and newly forming market segments. 


Market Development: Managing a Transition to 
Consumer-Controlled Product Differentiatlon 


Just as flexible manufacturing systems ushered in a new era 
of production flexibility in which the economic order quan- 
tity for some firms became a single product, the flexibilities 
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of modular product and process architectures are making it 
possible to configure a mass-customized product based on a 
combination of modular components selected by an individ- 
ual consumer. Perhaps the most profound change in the mar- 
keting process occurs when the flexible configurability of 
modular architectures effectively allows the locus of prod- 
uct differentiation decisions to shift from producers to con- 
sumers (Sanchez and Collins 1998). 

The transition from producer- to consumer-controlled 
product differentiation often follows an evolutionary path 
that parallels the development and use of modular architec- 
tures in an industry. When first adopting a modular approach 
to product design, firms often develop proprietary modular 
product architectures with functional decompositions and 
interface specifications unique to each firm. Adopting a 
modular architecture used by several (or perhaps all) firms 
in an industry, however, can create several positive network 
externalities that might induce at least some firms to adopt 
an open-system or industry-standard modular product archi- 
tecture based on standardized components and interface 
specifications. When complementary goods (such as com- 
puter disks or batteries) are standardized across many or all 
firms, for example, the large-scale production and distribu- 
tion of industry-standard goods lowers costs and increases 
convenience for consumers. Similarly, when employees in 
an industry develop common expertise in developing, using, 
and maintaining products and processes that conform to an 
industry-standard architecture, the common experience of 
employees within an industry creates a pool of human skills 
that all firms using the architecture can access. In addition to 
these supply-side positive externalities of open architec- 
tures, there are demand-side pressures from corporate and 
individual consumers who are wary of purchasing products 
that are based on proprietary product architectures that 
would make them dependent on a single manufacturer for 
product upgrades, complementary goods and supplies, and 
technical support. 

As a standard architecture is adopted in an industry and 
becomes widely used, sophisticated consumers may devel- 
op sufficient understanding of the functionalities provided 
by various components in the architecture to select the сот- 
ponent variations that provide the specific functionalities 
and performance levels they prefer to have in the product. In 
this case, knowledgeable customers may prefer to select 
their own bundles of component-based functions, features, 
and performance levels, rather than leave it to producers to 
choose which component variations to bundle together. 
Eventually, some firms will recognize that allowing con- 
sumers to select their own preferred combinations of com- 
ponents within a modular architecture can be the basis for a 
new marketing strategy that supports a shift to consumer- 
controlled product differentiation. Currently, producers in 
consumer markets as diverse as consumer electronics, 
pagers, trail bikes, PCs, banking services, and power tools 
have "opened" their product architectures to allow knowl- 
edgeable consumers to configure their own preferred com- 
binations of functions and components. Consumers who are 
not knowledgeable about the functional components in a 
modular architecture still can assume at least some control 
of product differentiation by using knowledgeable third par- 
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ties (value-added vendors or retailers) to help them select 
appropriate combinations of components. 

When components used in industry-standard modular 
architectures are produced in large numbers and achieve low 
unit costs through economies of scale, the prices of mass- 
customized, consumer-differentiated modular products may 
become comparable to the price levels of producer-differen- 
tiated product variations. When this occurs, few consumers 
may be willing to compensate producers for carrying out 
traditional marketing processes for defining, developing, 
and marketing specific product variations. In such cases, the 
focus of the marketing process must shift fundamentally 
from defining the attributes for specific producer-differenti- 
ated products to defining flexible modular architectures for 
leveraging product variations to be configured by individual 
consumers. Informing consumers of the available variations 
in components and establishing new communication chan- 
nels for receiving consumer choices of component varia- 
tions then become central activities in developing a market 
for consumer-differentiated products. 

Traditional retail channels may be used to gather infor- 
mation on the specific modular product variations desired 
by individual consumers and to deliver these products to 
consumers, but increasingly, the marketing process for 
mass-customized modular products is using more direct, in- 
teractive ways of communicating with consumers. There is 
growing use of the Internet as a low-cost communication 
link between consumers and producers of modular products, 
though mail, toll-free telephone calls, and fax also offer 
more conventional means of communicating directly with 
individual consumers. For many consumer-differentiated 
modular products, door-to-door distribution by express de- 
livery services such as Federal Express has become the cost- 
and time-effective norm. Thus, developing a market for 
consumer-differentiated modular products generally brings 
a marketing organization into more direct contact with its 
customers and requires a marketing process with systems 
capable of managing large numbers of individual customer 
relationships. 

Finally, a shift to consumer-controlled differentiation in 
a product market invites new product strategies that focus 
on achieving rapid innovation and improvement in the key 
components that influence consumers’ purchase decisions 
most. Sun Microsystems, for example, focuses on develop- 
ment of its Sparc microprocessor and programming lan- 
guages for Internet applications, both of which provide key 
functionalities to customers of Sun's customer-differentiat- 
ed workstations and servers. In addition, when the ability of 
producers to use products per se to differentiate their prod- 
uct offers diminishes, nonproduct aspects of the product of- 
fer, such as maintaining high service levels and developing 
effective customer management systems, become increas- 
ingly important. 


Supply Chain and Distribution Channel Design: 
Creating Greater Marketing Flexibility 


In contrast to the emphasis in conventional marketing 
processes on designing optimal distribution channels to sup- 
port a specific line of products targeted at a well-defined 
market segment, a key objective of channel design in mod- 


ular product markets is creating flexibilities in supply and 
distribution channels to support the creation and delivery of 
many different product variations to many different kinds of 
consumers. 

Information technologies increasingly are providing 
standardized communication interfaces, data structures, and 
procedural protocols (such as EDI) that create modular in- 
formation-processing architectures that link firms electroni- 
cally with their supply and distribution channels. Using 
standardized information architectures to achieve the flexi- 
bility of quick connectivity (Sanchez 1996b) and interoper- 
ability (Hald and Konsynski 1993) among firms requires 
Standardizing the descriptions of the parts, products, and 
services being coordinated through the information archi- 
tecture. The decomposition of modular product and process 
architectures into well-defined, clearly identified compo- 
nents and activities therefore helps support the formation of 
“electronic hierarchies” for coordinating firms in electroni- 
cally mediated supply chains (Malone, Yates, and Benjamin 
1987). 

More generally, the use of standardized information ar- 
chitectures makes possible new kinds of “virtual value 
chains” (Benjamin and Wigand 1995) in global networks of 
firms engaged in creating, producing, distributing, and ser- 
мете large numbers of modular product variations.!4 The 
Swedish furniture firm IKEA, for example, uses a global in- 
formation system to coordinate the design, production, and 
logistics activities of a global network of more than 1800 
suppliers of modular furniture components. The combined 
use of modular architectures and global information systems 
extends the reach of IKEA’s product creation and realization 
activities to more than 50 countries (Normann and Ramirez 
1993). It also enables the firm to schedule concurrent and 
globally distributed processes for developing and producing 
modular components and to shift production of modular 
components among various suppliers and regions in re- 
sponse to changes in regional demand, exchange rates, and 
other factors. 

Thus, in marketing processes for modular products, ef- 
fective use of standardized information systems may enable 
a marketing organization to attain new levels of concurren- 
cy and speed, a more global reach, and greater configurabil- 
ity in both its supply chain and distribution channel designs. 


Marketing’s Expanded Role т Shaping the 
Boundaries of the Firm 


When a modular component is considered to provide a 
threshold attribute and therefore is given the strategic role of 
progressive cost reductions, global outsourcing may be the 
best way to obtain the component at lowest cost. A cost- 
driven outsourcing strategy therefore might place the devel- 
opment and production of threshold components outside the 
boundaries of the firm. In contrast, given the key contribu- 


MThe progress of the International Standards Organization 
(ISO) in establishing, disseminating, and certifying various ISO 
9000 standards for quality assurance processes and specific pro- 
duction process capabilities is defining, in effect, architecture of 
standardized process capabilities that will facilitate the electronic 
configuration of globally dispersed capability providers into virtu- 
al value chains for modular product creation and realization. 


tion of central attributes to the perceived value of a product 
and the strategic role of central components to achieve high- 
er performance levels, development and production of cen- 
tral components is likely to be considered a core capability 
that a firm will internalize or share only with close strategic 
partners. To carry out the strategic role of creating new va- 
riety-enhancing components, a firm may seek to source 
component variations from a large, possibly global network 
of component developers and suppliers with diverse devel- 
opment and production capabilities. To probe latent market 
preferences selectively by introducing plus-only compo- 
nents, a firm may seek to establish working relationships 
with specialist firms outside its industry to obtain new kinds 
of components capable of providing new kinds of function- 
alities and features. 

Thus, as strategic roles for modular components are de- 
fined in a marketing process, the strategic roles assigned to 
modular components will have a significant impact on 
whether internal or external resources are used to support the 
marketing process. Marketing's mission to define and manage 
the strategic roles of the modular components in a product ar- 
chitecture therefore gives the marketing process an expanded 
role in shaping the boundaries of the marketing organization. 


Conclusion: Toward a New 
Marketing Process for Modular 
Product Markets 


This discussion has described several properties and strate- 
gic uses of modular architectures that suggest the emergence 
of a new approach to product creation with important impli- 
cations for the future evolution of the marketing process. I 
conclude this discussion by summarizing some of the most 
important changes that modular architectures are bringing to 
the marketing process and suggesting some of the related is- 
sues that the marketing process must address as a product 
market “goes modular." 


A shift from creating products to creating platforms. 
Product creation in many product markets is undergoing a 
transformation from creating products to creating modular 
architectures that serve as flexible platforms for leveraging 
product variety and change. There is clearly potential, how- 
ever, for consumers to be confused if they are offered too 
many product variations. Moreover, using modular architec- 
tures as platforms for rapid technological upgrading of prod- 
ucts may increase consumer hesitation to buy current prod- 
uct models when they anticipate that improved models are 
likely to be introduced in the near future. These potential re- 
actions of consumers suggest that there are diminishing 
marginal returns to increasing product variety and elevating 
rates of product change. The transformation from creating 
products to creating platforms therefore challenges the mar- 
keting process to develop new models and methods for de- 
termining how much product variety and change is most ad- 
vantageous to design into modular architectures. 


Extending the objectives of market segmentation. 'The 
flexibilities of modular architectures make it possible to 
leverage a wider range of product variations to serve the 
preferences of more finely segmented markets and even to 
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mass-customize products for individual consumers. In- 
evitably, however, there are technological limitations on 
the flexibility that can be created in an architecture. Market 
segmentation therefore remains an important objective of 
the marketing process, because the flexibility designed 1п- 
to a modular architecture will need to be focused on serv- 
ing some bounded range of consumer preferences in a mar- 
ket. To define the range of preferences a modular 
architecture should be designed to serve, however, market 
segmentation must become as adept at identifying the vari- 
ance in the distribution of consumer preferences within a 
market segment as it is at defining the preferences at the 
mean in that distribution. 


Growing use of flexible architectures to manage market 
uncertainty. When future consumer preferences are uncer- 
tain, the flexibility to accommodate a range of product vari- 
ations may be designed into a modular architecture as a 
means for managing the irreducible uncertainties as to 
which product variations consumers will want in the future. 
Because consumer preferences generally are unformed and, 
thus, especially uncertain when new product concepts are 
brought to market, modular architectures can offer a flexible 
vehicle for a more interactive “sensemaking” exploration of 
a new product concept by producers and consumers (Rosa et 
al. 1999*). In effect, flexible modular architectures offer a 
new technological means for the marketing process to be- 
come more proactive in shaping consumer perceptions and 


defining the dimensions of the product space that a new 
product concept eventually will occupy. Thus, modular ar- 
chitectures offer new possibilities for the marketing process 
to devise marketing strategies that are both driven by evolv- 
ing consumer preferences (Day 1990) and more capable of 
driving the formation of consumer preferences in a new 
product market. 


Closer integration of marketing with other functions. 
A broad range of strategic flexibilities can be designed in- 
to a modular product architecture. Deriving the full strate- 
gic benefits obtainable from flexible modular architec- 
tures, however, requires extensive coordination of the 
marketing objectives for the architecture with the engi- 
neering design, manufacturing processes, and logistics 
systems needed to create and use the flexibilities in that 
architecture. In converting to modular architectures, many 
organizations may find that existing marketing processes 
focused on defining and developing single products do not 
address the full scope and depth of the engineering, man- 
ufacturing, and logistics concerns that must be coordinat- 
ed to define, create, and use modular architectures to 
greatest effect. Thus, for many firms, adopting a market- 
ing process based on modular architectures will require 
devising new planning and development processes that are 
capable of integrating a broader set of functional activities 
in greater detail than they previously have undertaken in 
the marketing process. 
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Section Ш: How Do 
Firms Relate to Their 


Markets? 





Thomas C. Kinnear 


A Perspective on How Firms Relate 
to Their Markets 


Journal of Marketing, George Day and David Mont- 

gomery (1999) outline the domain of the brave new 
world of marketing. Their description of the cross- 
functional, cross-border world in which firms must relate to 
their markets and the five themes that emerge from this de- 
scription are very real to me. My perspective is that of one 
who has attempted to implement research, been charged 
with the complex task of editing marketing journals, and has 
interacted closely with executives from many corporations. 
It is an honor to be invited by the editors of this special is- 
sue of JM to provide my perspective on this section. 


|: their editorial for this special millennium issue of the 


New Research for the New 
Millennium 


In discussions during executive development sessions with 
more than 1000 executives from six continents over the past 
ten years, it became clear that these cross-functional, cross- 
border, cross-disciplinary issues are the ones for which ex- 
ecutives most wish to have guidance. Unfortunately, a re- 
view of all the major marketing journals reveals little theory 
and empirical research that meaningfully addresses these 
“cross” issues as they are tied into to how firms must relate 
to their markets. For example, the following types of as yet 
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mostly unanswered questions arise: (1) to what extent do 
market segments exist horizontally across borders; (2) how 
should the marketing organization be structured to best 
reach any such horizontal segments; (3) how should the 
marketing organization use alliances and other agreements 
to implement in this environment; (4) what governance 
mechanisms are most appropriate in these types of imple- 
mentations; (5) how should the marketing function effec- 
tively integrate all aspects of marketing and other functions 
of the firm to develop and maintain a relationship with the 
customer, the channel, and other partners; (6) how should 
deep marketing expertise be developed, maintained, and 
brought to effective use in such horizontal structures; (7) 
what role do new technologies, such as the Internet, intranet, 
and extranet, play in facilitating effective marketing in this 
new world; and (8) what are the consumer welfare, industry 
competitiveness, and so forth, of these new types of arrange- 
ments? These are but some examples of the questions that 
knowledgeable practitioners of marketing are asking mar- 
keting academics to help answer. There is clearly a need for 
8 new research paradigm in marketing. 


The Need for Higher-Order 
Research 


These types of questions and the issues presented in Day 
and Montgomery's (1999) commentary raise complex and 
troubling issues for marketing scholars. They demand a new 
scholarship imperative. This imperative will require that se- 
rious scholars of "how firms relate to their markets" raise 
their research to a higher order. In a world with few bound- 
aries among functions, channels, cultures, and countries; 
with networks of companies and e-commerce facilitating 
consumer and distribution relationships; and with new 
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modes of supply chain and distribution channel dynamics, 
the challenges for excellence in scholarship abound. The old 
mode of research that focused on a functional marketing is- 
sue in a freestanding domestic company simply does not 
deal meaningfully with the critical issues of the new world 
of marketing. Some of the research issues that must be con- 
fronted т this environment are discussed briefly next. 


The issue of Common Definitions 


At the most elementary level, it is almost impossible to do 
high-quality research that builds the state of knowledge 
without a set of agreed on definitions. Different authors 
seem to thrive on coining new terms and expressions that of- 
ten have vague meanings in a research context. For exam- 
ple, Hamel and Prahalad (1994; Prahalad 1995) coined sev- 
eral strategic terms that are now used often by corporate 
executives, including “strategic intent” and “core compe- 
tence.” These terms have had a high impact on the vocabu- 
lary of marketing executives and scholars. The premise is 
that firms that do these things correctly will outperform 
those who do not. This is a great question for empirical re- 
search. But what exactly do these terms mean? How are they 
measured? How do they differ as concepts from “strategic 
goals” and “corporate strengths”? Indeed, other researchers 
may coin still other terms for similar ideas. 


Difficutties Іп Measurement 


The concepts that form the new world of firms as they relate 
to their markets are currently, for the most part, undefined in 
terms of measurement. What is a generally accepted scale 
for governance in a world of alliance, virtual channels, and 
so on? It is probably no surprise that points of view in this 
research tend to be supported with anecdotes, not fully de- 
veloped studies. Those who work this territory must envy 
the consumer researcher who uses a scale for a construct 
that long has been accepted as reliable and valid. There is 
danger that research done by the writer using the most per- 
suasive anecdotes will carry the argument to the detriment 
of true understanding. The emperor indeed may have no 
clothes, but because there is no definition of what clothes 
are, no one will know. 


Understanding Contingencies 


Marketing has always been a world in which multiple caus- 
es combine to give complex outcomes. The new world of 
marketing is even more complicated. The models that re- 
searchers develop must attempt to understand the richness 
of the contingencies that affect the outcomes that are ob- 
served. For example, does culture, the form of a distribution 
alliance, country manager structure, and so forth, moderate 
the effect of а global brand's positioning on market share 
and profitability? Simple studies that do not capture these 
complexities will seem naive to the practitioner community. 
Those who dare to study these issues in all their complexity 
"must have a deep understanding not only of both the theory 
and practice of marketing, but also of the same dynamics for 
the related fields of finance, organizational behavior, man- 
agement, and strategy. 


The Difficulty of Empirical Study 


There is a reason that most "gurus" in this area use anec- 
dotes to make their arguments. The tasks related to collect- 
ing data that are global in scale, that represent cross- 
functional issues, that capture the nature of alliance 
networks, and that deal with the complexities of contingen- 
cies are formidable at best. This research requires large bud- 
gets, cooperation among researchers in many global loca- 
tions, and an extended period of time to implement. 
Regrettably, much of what is the collective wisdom for these 
research issues is based mostly on assertion, persuasive log- 
ic, and strong anecdotes. Many of the best-selling books in 
marketing suffer from these types of weaknesses (for exam- 
ple, see Slywotzky 1996; Slywotzky and Morrison 1998; 
Treacy and Wiersema 1997). 


The Double-Edged Sword of Cross-Disciplinary 
Study 


It is clear from reading articles in marketing journals that 
marketing scholars are taking seriously the need to consider 
cross-disciplinary issues in studying how firms relate to 
their markets. Many of the citations in these articles are not 
from the marketing literature. References to the organiza- 
tional psychology, human resources, and economics litera- 
ture abound. This is a necessary difficulty. There is a great 
need to break out of the box of old “marketing only” think- 
ing. After all, how can these research questions be under- 
stood without using this broader body of literature? 

However, there are two traps to avoid in this dynamic. 
First, if marketing people use this literature, do they under- 
stand it with the depth that a scholar from that discipline 
does? The potential to try to jam round-peg marketing issues 
into square-hole theories from other areas is dangerous. This 
is not new to the marketing discipline, but it has the poten- 
tial to be more problematic with the broader research ques- 
tions of tomorrow. Second, scholars from other disciplines 
might apply their methods and theories to these marketing 
issues with little substantive understanding of how market- 
ing really works. The danger to mislead is high, as is the po- 
tential to oversimplify real marketing dynamics. There is 
risk that marketers will neither recognize the nomenclature 
of these other disciplines nor find a relationship between the 
concepts in this literature and the "real" world in which they 
work. 


Parsimonious Models 


АП this complexity requires the development of parsimo- 
nious models that capture the essence of the dynamics with- 
out totally loosing the researcher or practitioner in such a 
complex system that it becomes unusable. The challenge to 
construct and validate these models is daunting. Models eas- 
ily could be developed at such a high level of abstraction 
and complexity as to be nonpersuasive in their usefulness. 
Finding workable solutions for these issues will enable 
the marketing discipline to reach this higher order of re- 
search. It will not be easy, but it will be worth the journey. 
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Overview of this Section’s Articles 


There are three articles presented in this section of the jour- 
nal. Each has the goal to push the frontiers of theory in mar- 
keting’s new world. Each could be criticized on the basis of 
the issues raised. However, in fairness to the authors, the ar- 
ticles reflect the state of the art as it now exists, not the 
world that I hope research in marketing will attain. A brief 
overview of these articles follows. 


Understanding Institutional Designs Within 
Marketing Value Systems 


In this article, Carson, Devinney, Dowling, and John present 
a new theoretical perspective on the evolution of marketing 
institutions in the new environment. They distinguish be- 
tween the institutional environment (IEs) and institutional 
arrangements (IAs). They proceed to develop the IA's theo- 
retical definitions, the criterion of “remediable efficiency" 
as the appropriate metric to judge IAs, and the detailed na- 
ture of IAs in marketing. They end by proposing institution- 
al design principles for managers. These principles are not 
obvious and, thus, should stimulate many debates among 
academics and practitioners. 


Governance Value Analysis and Marketing 
Strategy 

In this article, Ghosh and John revise and extend transaction 
cost analysis (TCA) into a new theory, which they name 
*governance value analysis" (GVA). This theory is devel- 
oped to solve what the authors believe are the limitations of 
ТСА by taking cooperative relationships into account. They 
accomplish this by explicitly considering the trade-offs 


among resources, positioning, the attributes of exchange, 
and governance form. This article develops a rich and com- 
plicated new theory that should result in many testable 
propositions for researchers to pursue. It also proposes an 
approach to strategic marketing decisions based on GVA. 
The proposed approach offers many challenges to the cur- 
rent thinking of practitioners as to how the ОМА approach 
could be implemented. 


Marketing in the Network Economy 


In this article, Achrol and Kotler develop the theory of mar- 
keting networks. They assert that this new paradigm is nec- 
essary because marketing has moved beyond the old ex- 
change and dyadic relationships world. They explain the 
characteristics of networks and discuss the consequences for 
marketing. They end by suggesting managerial implications 
of the new paradigm. The article should generate many 
testable propositions. 


Final Comments 


АП three of these articles are fundamentally concerned with 
the development of new theory. None of them solves the 
problem of lack of common definitions or the difficulties of 
measurement, deeply develops the consequences for practi- 
tioners, or provides any empirical support. However, this 
should not in any way diminish their contribution at this 
time. АП are developing theory that is new and speaks to the 
new world of marketing. The journey of discovery in this 
new marketing world will be difficult and need many trav- 
elers. These authors are helping lay down the path for others 
to follow. 
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Stephen J. Carson, Timothy М. Devinney, Grahame В. Dowling, & George John 


Understanding Institutional Designs 
Within Marketing Value Systems 


The authors show how institutional arrangements, which consist of contracting, ownership, and social elements, tie 
together the joint profits, or efficiency, of the marketing system. They use a criterion of remediable efficiency to de- 
velop a design framework for institutional arrangements and Illustrate the process by designing a recycling system 
for newspapers. The authors close with an empirical research agenda and extract five institutional design principles 


for managers. 


-.. without the appropriate institutions, no market economy 

of any significance is possible. 
—Ronald H. Coase, Alfred Nobel Memorial Prize 
Lecture in Economic Science, 1991 


oase’s 1991 Nobel lecture portrays institutions as vi- 
tal elements of a modern economy. Early research in 


marketing focused on institutions as central to the 
marketing process (e.g., Alderson 1965). Briefly, institu- 
tions are the “rules of the game” by which players, both in- 
dividuals and organizations,! interact in exchange ties, be 
they social or economic. The largely exogenous institution- 
al environment (IK) surrounding an exchange is distin- 
guished from the largely endogenous institutional arrange- 
ment (IA) that the parties deploy to support an exchange 
(Davis and North 1971). The IE consists of the formal and 
informal rules emanating from the macrolevel aspects of a 
society, including the polity, the judicial system, cultural 
norms, and kinship patterns. It is slow to change and defines 
the world in which firms and people interact. The ТА con- 
sists of the formal and informal microlevel rules of ex- 
change devised by specific parties to a specific exchange. It 
represents the arrangements firms and people make to facil- 
itate specific exchanges. 

An IA can consist of various formal and informal com- 
ponents and will possess contractual, ownership, and social 
characteristics. The commission component of a sales 
force incentive compensation plan would represent a con- 
tractual element to the ТА between a firm and its sales em- 
ployees. Property rights and decision-making authority 
claims, such as those possessed by a partner in a law firm, 





‘Institutions are distinct from organizations. Although organiza- 
tions are one form of institution, more often organizations are play- 
ers (such as individuals) who play the game according to the rules. 
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would represent the ownership character of IAs. Finally, 
the most intangible and complex part of the IA is its social 
components, which are made up of relational and reputa- 
tional elements. The private and personal networks in 
Asian business society, known as guanxi, are a classic ex- 
ample of a relational IA, whereas Microsoft’s less than 
gentle handling of software firms not fully endorsing the 
Windows standard is an example of the reputational side of 
an IA. 

As we noted, marketing scholars long have studied the 
impact of these rules on the exchange process. However, 
this early institutional school was largely descriptive and, in 
common with more recent work on institutions, did not lead 
cumulatively to a productive stream of scholarly work. In- 
stead, during the past two decades, economics, strategy, and 
marketing scholars have developed productive research pro- 
grams centered primarily around the firm’s resource alloca- 
tion decisions (the decision-theoretic view) and its interac- 
tions with other firms (the game-theoretic view). Recently, 
at least three significant changes have refocused attention on 
the role of institutions: the limitations of existing theoretical 
approaches, the globalization of markets, and the blurring of 
boundaries between public and private organizations. 

There is a growing realization that both the decision- 
and game-theoretic views provide a limited picture of con- 
temporary management practice in which an emphasis on 
changing the rules of the game has become more prevalent 
(D’Aveni 1994). A simple illustration is the shift in thinking 
about inventory policy in supply chains. Much of the post- 
war work focused on developing increasingly more sophis- 
ticated inventory models in a decision-theoretic tradition. 
More recent approaches, by emphasizing designing supply 
chains with (virtually) no inventory through rapid replenish- 
ment practices such as “efficient consumer response” and 
“quick response,” turn this idea around completely. These 
practices do not rest on more advanced inventory modeling 
but instead involve changing the mules of the game about 
such things as who controls inventory ordering and releases. 
Bergen and Туег (1997) show that such changes do not oc- 
cur automatically or transparently. Rather, cooperation be- 
tween self-interested parties must be achieved by redesign- 
ing the IA. Institutions are particularly germane to such 
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modern management practices because their central role is 
to induce cooperation (North 1990). However, there is little 
systematic knowledge about how to choose the right IA. 
Most critically, firms lack a criterion by which designers of 
institutional structures can compare alternative IAs in terms 
of firm profitability and marketing system value. 

Returning to the preceding list, as businesses continue to 
generate larger portions of their profits from global and in- 
ternational markets, the range and diversity of the IEs in 
which they operate continue to increase. The transition ex- 
periences of the Eastern European economies and the cur- 
rent economic difficulties of the East Asian “tigers” are 
forceful reminders of the impact of IEs on management 
practices. Both the collapse of the socialist system and the 
difficulties of economic and social transition, as well as the 
problems with "crony capitalism," are attributed largely to 
the poor state of IEs (Devinney 1998). Although marketing 
scholars have argued in general terms about the importance 
of macrolevel institutions in achieving economic progress 
(e.g., Hunt 1997), little headway has been made into incor- 
porating the IE into the choice of specific IAs, beyond ex- 
hortations that context and cultures matter. Most critically, 
firms lack analytic typologies that disclose the IE's con- 
straints on IA choices. 

Finally, public-private partnerships are blurring the 
distinctions between for-profit and nonprofit marketing 
and management. Privatization and market-driven initia- 
tives are being introduced into these highly politicized set- 
tings, yet little work has focused on the interactions be- 
tween the IE and the IA in these settings. Firms find 
themselves grappling with an expanding group of stake- 
holders who emphasize socially responsible issues such as 
human rights, environmentalism, child labor restrictions, 
and workplace rights. Within this environment, IAs that аге 
economically efficient nevertheless may fail to account for 
the plethora of claimants to the social rents of the firm. 
Most critically, firms lack an understanding of institutional 
efficiency as it pertains to settings in which profits are less 
important. 


Goals of the Article 


We integrate and synthesize recent developments from or- 
ganizational analysis, economics, and political science to 
create a framework to guide institutional design, particular- 
ly as it applies to the marketing activities necessary to de- 
liver end-customer value. To accomplish this, we place in- 
stitutional design within the context of a marketing value 
system (MVS). In Figure 1, we illustrate one such system 
that consists of all the activities (and firms) that create and 
deliver value to the end customer. The bottom panel of the 
figure (labeled "business functions") is a traditional Porter 
value system that is linked to the three major dynamic ac- 
tivities of marketing—product development, customer ac- 
quisition, and customer retention— which are represented by 
the middle panel. The top panel describes information flows 
required in the fulfillment of marketing and business 
tasks—research and development (R&D), market and cus- 
tomer research, and integrated marketing communications. 

The key observation that accompanies the MVS is that 
certain activities are internal to the “focal” firm, whereas its 
partners undertake others. Therefore, it is the system that de- 
livers value. However, the cost of each activity typically 1s 
borne by a firm individually. Likewise, though value is de- 
rived from the total margin produced by the system, the 
tules of the game in the system determine how this total 
margin is split into margins for each firm. As we demon- 
strate subsequently, this translation of total system margin 
and costs into own-firm profit is crucial to designing insti- 
tutions that result in the most efficient activities being im- 
plemented independently by each firm in the system. 

Also apparent in Figure 1 is the large number of inter- 
faces critical to marketing (indicated by arrows?), which has 





2There could be more linkages. Figure 1 is meant to be illustra- 
tive rather than exhaustive as to the nature of the marketing and in- 
formation interfaces. The dashed arrows signify that there are ver- 
tical interfaces between the business functions that are critical and 
must be recognized; however, because our focus 1s on marketing 
institutions, they are secondary to our discussion 


FIGURE 1 
Exchange Interactions in the Marketing Value System 
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always been considered а boundary-spanning function. 
Each solid arrow represents an exchange of product, re- 
sources, information, and effort that is governed by an IA. 
An IE that surrounds the entire MVS also affects each inter- 
face. The design of these IAs, in relevant IEs, is the heart of 
our article. 


Organization of the Article 


The subsequent sections pose and answer a series of ques- 
tions. In the next section, we develop the conceptual back- 
ground and explore the role of institutional arrangements in 
creating efficient MVSs that simultaneously maximize the 
joint profit created in the system and the own-firm profits of 
each firm. We observe that our institutional orientation is 
more comprehensive than either a decision- or a game- 
theoretic orientation. Next, we suggest a remediable effi- 
ciency criterion for comparing rival institutional arrange- 
ments on the basis of the activity sets that they allow to be 
implemented. 

We then assemble these conceptual building blocks into 
an operational framework for institutional design. Our ap- 
proach directs managers to start simply and increase the 
complexity of the institutions they devise as the complexity 
of the exchange and deficiencies in the institutional envi- 
ronment mount. We close with some thoughts about empir- 
ical research agendas and guidelines for managers. 


Conceptual Background 


Efficiency, Joint Profíts, and Own-Firm Profits 


Fundamentally, the strategic marketing process consists of 
selecting the most efficient set of activities to perform, giv- 
en the needs of targeted customers. Efficiency often is mis- 
understood to refer solely to minimization of out-of-pocket 
costs, but it defines the level of joint profits in the MVS rel- 
ative to an upper bound or "fully efficient" state. In this con- 
struction, efficiency is enhanced by a reduction in out-of- 
pocket costs, as well as by an increase in revenues (i.e., 
effectiveness), which may be viewed as reducing the oppor- 
tunity costs of forgone trade. Our usage of the term is com- 
mon in economics, but differs from the "efficiency versus 
effectiveness" language found in managerial literature. 

What complicates the implementation of efficient activ- 
ities in the strategic marketing process is that what is "best" 
usually is judged by each firm according to its own profit. 
Because the activity set chosen by each firm affects the prof- 
its of all the firms in the system, each firm has an incentive 
to improve its own profit by offering to reallocate profits to 
other firms to compensate or motivate them to adopt activi- 
ty sets in its interest. This is trivial if the new activity set in 
question improves all firms' profits without reallocation. 
Such Pareto-improving choices will be adopted without ex- 
ception but for issues of differential perceptions and inter- 
pretations of the same data by different firms. 

But consider the scenario in which a focal firm wishes to 
get the other firms to adopt activity sets that increase its own 
profit but that decrease other firms' profits under the exist- 
1ng rules of the game. For example, consider a move to a 
quick response supply system. Here, manufacturers are 


asked to respond faster, thus enabling retailers to order clos- 
er in time to customer demand. This lowers retailers’ costs 
by reducing their markdowns and unsold goods, but more 
responsive, frequent deliveries increase manufacturers' dis- 
tribution and billing costs. Should such activity sets be im- 
plemented? According to the traditional economic view, the 
answer is yes as long as the joint profits in the new activity 
set are greater than in the extant activity set. Economists as- 
sume that side payments or other monetary reallocation 
schemes will emerge automatically so that each and every 
firm benefits. Thus, Coase (1960) sets forth the straw man 
(later dubbed the “Соазе Theorem") that the incumbent po- 
sitions of the parties are immaterial to the final choices, pro- 
vided that reallocation can be conducted without cost. 

But will these activity sets be implemented when reallo- 
cation is not automatic and must be managed (as noted by 
Coase)? The core argument of our thesis is that such effi- 
cient activity sets will be implemented only when the IE and 
IA support the reallocation of profits such that joint profit 
maximization is aligned with own-firm profit maximization 
for each firm. To illustrate this in the context of quick re- 
sponse supply systems, Bergen and Iyer (1997) show that if 
the retailer would agree to a new contractual element in the 
IA, for example, to commit to order volumes under a take- 
or-pay contract, both parties can be made better off in a 
quick response system. 

Notice the key elements that emerge as relevant. First, 
the new set of activities to be implemented by each firm 
must be identified and described (in this case, the manufac- 
turer must reengineer to deliver faster). Second, the new set 
of activities must increase joint profits (in this case, this aris- 
es from being able to match supply and demand better). 
Third, each firm actually must be compensated in some 
manner for implementing these activities (in this case, this is 
accomplished by the switch to contractually committed pur- 
chase volumes by the retailer). 

The crucial role of institutions is at the third point, the 
sharing of profits. Thus, the relevant question in this example 
is: Are the prospective new contractual elements feasible? 
That depends on the IE, in this case, the availability of the 
Uniform Commercial Code (UCC) and an independent, im- 
partial judiciary to give the parties confidence that they can 
enforce the contractual element of the new IA, that is, the 
committed purchase volumes. However, in fragile IEs, such 
as those in the developing countries of Asia, Africa, and East- 
ern Europe, the ability to implement an efficient contract is 
seriously compromised by the failure of the IE to create an 
environment in which the parties are confident about their 
claims to the rents from the arrangement. Notice that both the 
IA and ТЕ are responsible for making reallocations feasible. 


The Role of Power 


In seeming contrast to the reallocation/efficiency view, soci- 
ologists and political scientists aver strongly that powerful 
incumbents will act to protect their positions regardless of 
the consequences for efficiency. (For example, see McGuire, 
Granovetter, and Schwartz's 1993 analysis of the origins of 
the U.S. electric power industry.) How do we accommodate 
the power of incumbents into the efficiency view? 
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The distribution of power in the incumbent IA influ- 
ences the division of the gains from proposed new activity 
sets. Powerful partners will be in a position to just com- 
pensate other firms for implementing desired activities, 
whereas systems composed of equally powerful partners 
will share gains more evenly. For example, a powerful re- 
tailer such as Wal-Mart may just compensate a small sup- 
plier for adopting efficient inventory control systems, but it 
surely will retain most of the gains beyond this minimal 
compensation. 

However, such an unequal distribution of gains does not 
break the tie between efficiency and own-firm profits as 
long as each firm is not compelled forcibly to implement ac- 
tivities. In other words, each firm’s participation constraint 
must be satisfied, or equivalently, the firm must be no worse 
off in the long run for choosing to engage in a particular set 
of activities. This is true of voluntary business ties, even 
when the power of the parties is highly unbalanced. In the 
Wal-Mart example, the small supplier would not cooperate 
if it did not expect to benefit at least marginally in the long 
run. Thus, joint profit-increasing activities will not reduce 
ex ante expected own-firm profits if implemented in а vol- 
untary exchange regime. That said, there is a major excep- 
tion to this main case argument. 

Powerful incumbents in fragile IEs often can manipulate 
or change IAs so easily that virtually any promised reallo- 
cations can be undone or blocked ex post. Two contempo- 
rary examples illustrate this issue. With crony capitalism, it 
is not unusual to find strong firms being required to bail out 
weaker but politically well-connected firms, as happened re- 
cently in Malaysia. In the United States, Brickley, Dark, and 
Weisbach (1991) show that state-level legislation reduced 
the market value of franchisers in their states by an average 
of 6.4% by diminishing their ability to enforce preexisting 
contractual elements of their IAs that dealt with franchisee 
termination. With perfect foresight, firms would factor these 
possibilities into their calculus, but this is true only in the 
limit. 


Efficlency and Sustainable Competitive 
Advantage 


Managing IAs properly leads to greater system efficiency 
and own-firm profits—essentially a momentary advantage. 
What about the sustainability of these gains? Sustainable 
competitive advantage is believed to arise from valuable po- 
sitional or resource advantages that are difficult to replicate 
(i.e., imitate). Nonreplicability has been associated with 
complex configurations of resources, as well as with the 
ability to dynamically adapt activities and resources more 
rapidly than rivals (for example, see Teece, Pisano, and 
Shuen 1997). We consider these in turn. 

Replication of advantages emanating from institutional 
design must involve either (1) replicating the entire efficient 
MVS (i.e., entering with a rival system) or (2) supplanting 
the focal firm in the MVS. For the former, developing a ri- 
val system with efficient IAs in place is clearly more com- 
plex than simply replicating the activities of a single firm, 
because it involves assembling an entire rival configuration 
of resources (i.e., partners and IAs). Such a configuration is 
difficult to pull together, especially when partners are scarce 
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or efficient relationships are the result of complex IAs de- 
veloped over time (such as social norms). The replication of 
such institutions is a complex, time-consuming, and in many 
ways uncertain task. Thus, efficient systems both offer cus- 
tomers greater value (limiting their desire to do business 
with firms from a rival system) and erect a barrier due to the 
difficulty of forming a rival configuration of resources, 
which must include efficient institutions. 

Turning to the replacement of a given firm in an estab- 
lished system, we find that it is also more difficult to sup- 
plant a focal firm in its system when complex IAs have been 
developed to govern exchange between firms. Аз previous- 
ly, these [Аз must be formed anew on replacement. Further- 
more, regardless of the complexity of IAs, it becomes more 
and more difficult to offer the other firms in a system an in- 
centive to replace a focal firm as the system efficiency 1n- 
creases. To demonstrate this, note that, should a firm not co- 
operate in creating an efficient marketing system, its 
partners will have strong incentives to actively seek a re- 
placement firm. However, as the system's efficiency ap- 
proaches its upper bound (given the IE and characteristics of 
the transactions), there is less and less to gain by replacing a 
partner, especially because of the costs and risks when com- 
plex institutions are involved. Thus, competition between 
firms essentially is shifted to competition between systems, 
because individual firms are difficult to supplant. 

With regard to dynamic adaptation, we observe that de- 
veloping IAs, which allow efficient exchanges between 
firms in a MVS, also tends to facilitate efficient adaptation. 
Essentially, IAs permit reallocations that improve efficiency 
in a given state and enhance the feasibility of reallocations 
associated with changing activity sets over time. 


The Remediable Efficiency 
Criterion 


We formalize the preceding ideas with the criterion of re- 
mediable efficiency for institutional design. To understand 
this concept, consider a firm in an MVS with a given IE and 
some incumbent IA in place to support an existing activity 
set. The firm is contemplating a new IA that supports a new 
activity set that promises to deliver greater customer value 
(and/or reduced costs). How should it evaluate this transi- 
tion between IAs and corresponding activity sets? We offer 
remediable efficiency as the appropriate criterion. Drawing 
on Wernerfelt's (1994) efficiency criterion, we also accom- 
modate concerns about incumbency by incorporating 
Williamson's (1996) notion of remediability. 


Definition. An IA (and the activity set that it allows) is reme- 
diably efficient if it maximizes the joint profit cre- 
ated in an MVS subject to the ТА'5 feasibility giv- 
en (1) the IE and characteristics of the proposed 
activity set and (2) switchover costs associated 
with transitioning into and out of the IA. 


As an operational matter, this amounts to asking the fol- 
lowing questions about a new IA and the activity set it al- 
lows relative to an incumbent ГА and activity set: 

1. The joint profit requirement. Does the proposed activity set 

allowed by the ТА increase joint profits (with reallocation, if 
needed)? 


2. The reallocation feasibility requirement: Is the new IA ге- 
quired to support reallocation feasible given (a) the IE and 
(b) the characteristics of the proposed activity set? 

3. The switchover feasibility requirement: Does the new IA re- 
main feasible after accounting for switchover (setup and 
takedown) costs? 


Although stated with reference to a redesign case, these 
tests also apply to a clean-slate design if we substitute null 
values for the incumbent activity set and ТА. We trace the 
ramifications of each of the three questions next. 


The Joint Profit Requirement 


The first requirement is the minimum joint profit standard. 
Unless joint profits increase, there is no possible realloca- 
tion such that all firms in the MVS would approve the 
change. Furthermore, if the proposed activity set is a Pareto- 
improving action, there ts still no need to consider a new IA. 
Only when joint profit-enhancing actions require realloca- 
tion to align efficiency with own-firm profits does a new IA 
come into consideration. Assuming that a joint profit- 
increasing IA has been identified for consideration, we now 
turn to its feasibility. 


The Reallocation Feasibility Requirement 


IE constraints. What types of constraints do JEs place on 
IA design? Recent advances in political science on the role 
of polities in facilitating efficiency are used to develop Table 
1, which depicts the judicial, political, and social elements 
of TEs. Each affects IA feasibility. 

The judicial elements of IEs vary along a de facto versus 
de jure dimension. De facto judiciaries are subordinated to 
extant political power, whereas de jure judiciaries possess 
greater independence. Democracies usually possess more de 
jure judiciaries, whereas authoritarian regimes tend to fea- 
ture more de facto judiciaries. 

Compared with de facto judiciaries, de jure judiciaries 
support a greater range of contractual elements in an IA. De- 
vices such as the UCC and an independent judiciary 
strengthen the predictability of the law and make contract 
enforcement easier. In turn, this enlarges the scope of con- 
tracting possibilities, particularly those complex and fragile 
types of contracts such as franchising and intellectual prop- 
erty contracts. That said, the links from the IE’s judicial el- 
ements to the [A are not always so clear-cut. For example, 
de jure IEs nevertheless may yield poor intellectual proper- 
ty rights because of a political consensus within a nation 
that, as a net user of intellectual property for example, fa- 
vors weak intellectual property protection, which benefits 
domestic parties (as has been true historically of India in the 
case of pharmaceuticals). 


TABLE 1 
Dimensions of the Institutional Environment 


Dimension Range of Dimension 

Judiciary De jure — De facto 
Polity Unitary — Federal 
Social norms Opportunistic — Trusting 


The political elements of IEs vary along a unitary versus 
federal dimension. Political power in unitary polities is or- 
ganized hierarchically with a strong central government, 
whereas federal IEs feature multipolar loci of power that 
constrain central authority. Parliamentary democracies such 
as the United Kingdom and communist countries such as the 
former Soviet Union are examples of unitary polities, 
whereas the United States and China represent federal poli- 
ties. The Chinese system deserves comment. Although not 
widely understood, the Chinese central government, its re- 
gional governments, and its military all represent centers of 
political power with some ability to check one another. 

When the polity itself is an exchange partner in an MVS 
(as often occurs in emerging markets), private parties’ weak 
economic property rights are subject to expropriation by the 
sovereign. Federal polities are more protective against ex- 
propriation in such exchanges. This expands the feasible set 
of IAs, especially fragile ones. China’s economic success 
relative to Russia is attributed to its multipolar polity. In 
China, the central and regional governments and the military 
provide de facto checks and balances on one another to pro- 
tect private investors in joint ventures, despite the lack of an 
independent judiciary to enforce contractual elements of IAs 
(Montignola, Qian, and Weingast 1995). In contrast, the uni- 
tary polity in Russia makes foreign joint venture investors 
more vulnerable to unilateral changes by the polity. 

The third dimension in Table 1 places social norms with- 
in the IE along a continuum of trust. Trust is defined in уаг- 
ious, contentious ways, but the core idea is that greater trust 
lowers transaction costs because of greater concerns for the 
trading partner (Hunt 1997) and more predictability in be- 
havior (Bhattacharya, Devinney, and Pillutla 1998; 
Williamson 1996). Although it is recognized that trust, 
trustworthiness, and cooperation vary within and across so- 
cieties, there is considerable debate about the meaning of 
these concepts (e.g., Fukuyama 1995). However, that said, 
the clearer the norms of cooperative behavior within an ЈЕ, 
the greater is the scope for beneficial exchanges to go 
through. From our perspective, greater trust in the IE sup- 
ports a larger range and diversity of relational and reputa- 
tional elements of IAs. We discuss a typology of trust-based 
social rules in the subsequent framework. 


Exchange constraints. Тће characteristics of the specific 
exchange activities on ТА feasibility have been studied ex- 
tensively in the transaction cost literature (Williamson 
1996). 'The principal insight from this work is that specific 
investment by the contracting parties and uncertainty about 
allocations and outcomes make contracting increasingly in- 
feasible as an ТА. However, there appear to be several issues 
pertaining to the feasibility of IAs that are not explored ful- 
ly in this literature. Consider two such issues: seemingly in- 
efficient IAs and interactions among different elements of 
an IA. 

We often observe IAs that are seemingly inefficient in 
one or another respect. In one case that has been studied, 
Heide and John (1988) describe manufacturers' agents, with 
heavy specific investments in market development activi- 
ties, engaging in additional expenses to strengthen customer 
bonds beyond those required to develop the market for the 
product. The agents do this to deter their principals from ex- 
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propriating their market development investments. The pri- 
mary threat is unilateral termination of representatives in fa- 
vor of direct sales. 

The agents’ activities seem quite inefficient on the sur- 
face. Sales managers often complain that their salespeople 
spend time bonding with clients rather than engaging in 
“productive” activities such as developing new business and 
communicating customer needs back to their principals. A 
seemingly more efficient alternative might envision the firm 
posting an interest-bearing bond that is forfeited if the sales- 
person is dismissed inappropriately. However, because of 
the imprecise nature of marketing activity sets, enforcement 
of such a bond would be problematic. In other words, the 
seemingly inefficient LA is nevertheless remediably efficient 
when the characteristics of the exchange are considered. It is 
the “‘best we can do.” 

Turning to interactions among the contractual, owner- 
ship, and social elements of IAs, we find that these are often 
pervasive sources of infeasibility. For example, desired con- 
tractual elements often clash with desired ownership ele- 
ments. To illustrate, ostensibly similar contracts often have 
disparate effects because of interactions with the ownership 
elements. Contrast an independent insurance agent with a 
direct-writing agent. Both typically are paid on an identical, 
commission-only schedule. However, in ownership re- 
spects, the independent agent owns (de jure) the client list, 
whereas the insurance company owns the client list in the 
direct-writing IA. A direct-writing firm that owns this list 
cannot commit credibly to the agent that it will not make 
deleterious changes to the territory. So, for example, if a 
direct-writing agent grows too large, the company can split 
the territory. Thus, the “identical” pay plan will have a 
smaller incentive effect in the direct-writing LA compared 
with the independent agent IA. 


The Switchover Feasibility Requirement 


A key aspect of the remediable approach is the contention 
that transitions between IAs and the characteristics of the 
incumbent IA matter. Thus, both the setup costs of switch- 
ing to the new IA and the anticipated future costs of taking 
down that IA must be included in the remediable efficiency 
calculus. Feasibility of IAs is not just a matter of external 
factors, such as the IE and exchange characteristics, but al- 
so of extant IAs. 

Switchover problems are pervasive in marketing and can 
be traced to two principal drivers: path dependence and 
switching-out costs. The simplest impact of path depen- 
dence is exhibited when the incumbent IA affects the feasi- 
bility of a proposed new ГА. For example, a new IA involv- 
ing common ownership may be feasible or not depending on 
extant cultural aspects of the incumbent IA. 

Broader manifestations of path dependence occur when 
incumbent IAs result from a series of past choices. Choices 
in the initial stages of the development of IAs between par- 
ties often are constrained, if only by limited information and 
a failure to consider alternatives. As time passes, specific in- 
vestments undertaken to increase the efficiency of interac- 
tion within a given IÀ create a lock-in condition, and future 
IAs are constrained. For example, with the small volume of 
export sales, firms often cannot contemplate using any ТА 
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other than distributors or export agents in the early stages of 
international market development. Increasing returns to 
scale in technology-intensive markets also create such lock- 
ins. Firms may jump on a product-standard bandwagon that 
turns out to be technologically inferior ex post (e.g., the 
VHS tape format). As markets mature, other IAs may be 
more profitable if the firm did not need to take down the in- 
cumbent IA. 

Thus, North (1990) has argued that (path-dependent) 
lock-in effects preclude us from assuming that institutions 
that persist must be efficient. However, we cannot conclude 
from this extant inefficiency that new IAs (and activity sets) 
are necessarily better on remediable efficiency grounds. On 
the contrary, when switchover costs are factored in, the net 
gains may be negative. Liebowitz and Margolis (1995) 
show that switching tape formats today is not warranted giv- 
en existing VHS-formatted tape libraries. In our language, 
the locked-in incumbent IA is remediably efficient (i.e., the 
best we can do). High-tech markets are replete with such 
examples. 

Lock-in sometimes is designed purposely into income 
redistribution programs and nonprofit social service agen- 
cies that serve nonpaying clients. The IAs in these situations 
often are designed in convoluted and seemingly inefficient 
ways. Straightforward cash payouts are often orders of mag- 
nitude cheaper than noncash setups. The classic example is 
the often criticized U.S. sugar program. Stigler (1992) esti- 
mates that it costs $3 billion annually to raise the intended 
beneficiaries’ incomes by a mere quarter of this amount. 
These additional costs arise from a convoluted program with 
multiple agencies and oversight bodies and an emphasis on 
indirect transfers. Would the often-touted alternative of a di- 
rect cash transfer payment to sugar farmers be remediably 
efficient? 

We contend that these ГА$ are designed purposely to 
protect weak political rights by creating costs of switching 
out of it. Although redistribution programs obviously are fa- 
vored by its beneficiaries, they represent fragile political 
rights subject to revision in the next election. In this regard, 
it is far easier to undo a direct cash payment than it is to un- 
do a Byzantine program with multiple constituencies and in- 
direct noncash subsidies. Thus, a cash transfer sugar pro- 
gram is not remediably efficient compared with the 
incumbent design because of the switching-out costs de- 
signed into the current design. Put differently, the proposed 
alternative does not pass the switchover feasibility test. The 
seemingly inefficient IA design protects U.S. sugar farmers' 
weak political rights (to the redistributed money), just as 
multipolar IEs protect weak economic rights of joint venture 
investors in China. 

Switchover costs also can arise from the power of in- 
cumbents. Recall the general argument that incumbency 
power shapes IAs in profound ways (McGuire, Granovetter, 
and Schwartz 1993). In line with this expectation, Weiss and 
Anderson (1992) show that firms with incumbent sales 
forces that they consider less efficient than a proposed com- 
pany sales force nevertheless often do not convert to the lat- 
ter ТА. Why not? A principal reason uncovered in their work 
is the firm's perception of the large switching costs associ- 
ated with conversion. Among these costs is retaliation from 


the terminated distributors, either individually ог collective- 
ly. Switching sometimes requires buying out entrenched in- 
cumbents at a price that renders the new ГА unattractive. In 
our terminology, when these additional costs are factored in, 
the proposed superior alternative is not remediably efficient. 
When evaluating a proposed IA, managers often are able to 
anticipate the lock-in effects that follow. If these are not de- 
sirable (as opposed to the preceding examples), the antici- 
pated costs of switch-out and loss of flexibility lessen the re- 
mediable efficiency of the IA. 

In summary, switchover costs and incumbent IA charac- 
teristics loom large in the remediable efficiency calculus. 
We demonstrate subsequently that much of the prospective 
gain from designing IAs carefully and with foresight is the 
avoidance of lock-in traps, as well as making (or attempting 
in vain) unwarranted switches out of best-we-can-do, 
locked-in positions. 


A Framework for Designing 
Institutions 


In this section, we address the important practical problem 
of designing appropriate institutional structures by propos- 
ing a framework for managers. The framework begins with 
a consideration of the desired outputs (i.e., customer bene- 
fits) and the activity sets required to bring about these out- 
comes. Then, we design contractual, ownership, and social 


elements of IAs that support these joint profit-maximizing 
(JPM) activity sets according to our remediable efficiency 
tests. 

We proceed in a staged manner, moving from contrac- 
tual to ownership to social (relational and reputational) el- 
ements of the IA. This sequencing is deliberate. We hold to 
the idea that institutional design proceeds from the simple 
to the complex, that complexity should be just enough and 
no more. When feasible, contracting poses the least com- 
plex ГА design problem because it uses fine-grained sup- 
port from the IE judiciary and polity to bind parties to JPM 
activity sets. Ownership is more complex than contracting 
because it only relies on coarse support from the IE judi- 
ciary and polity and requires IA-specific realignment of 
ownership with investment to support JPM activity sets. 
Social elements of IAs are even more complex to develop 
because they depend minimally on the IE polity and judi- 
ciary and almost entirely on norms in the IE and IA to sup- 
port JPM activity sets. In keeping with our overall ap- 
proach, simpler social rules are considered before more 
complex ones. 

As a running example in this section, we illustrate the 
design of a recycling system for newspapers. Such an en- 
deavor involves a mix of profit, nonprofit, and governmen- 
tal actors, so it affords an opportunity to illustrate the 
process across nontraditional contexts. In Figure 2, we pro- 
vide an overview of the formulation. 


FIGURE 2 
A Design Framework 
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The Value Creation System 


Outputs. The MVS in Figure | delivers a set of desired 
outputs that can be represented by a vector of end-user val- 
ued attributes. This is standard practice for marketers, and 
they possess powerful choice modeling tools to accomplish 
this by segment or even individual customers. In the extant 
example of the recycling system, the ease of use, the relia- 
bility of pickup, the psychological comfort felt by the 
“green” customer, and so forth are the vector of valued 
outputs for the individual household customer. To the city 
government, relevant outputs of a vendor might include the 
ability to accommodate growth, adherence to sound envi- 
ronmental practices, and so forth. 

The key for institutional design is to identify the degree 
to which each output is (1) difficult to measure and verify 
(ex ante or ex post) and (2) foreseeably subject to revision. 
Both economic and political perspectives matter in this as- 
sessment. From an economic perspective, attributes such as 
pickup times are relatively easy to measure and monitor, but 
adherence to environmentally friendly methods of disposal 
and handling of the trash mixed in with the recyclables is 
harder to ascertain. Similarly, desired capacity is an attribute 
that is likely to require revision into the future. 

From a political perspective, an attribute is foreseeably 
subject to revision if political consensus is weak regarding 
rights to that output. Thus, though the beneficiaries of a cash 
grant may support the transfer payment strongly, other peo- 
ple may not do so and rescind this grant in the future. In our 
recycling system example, an output such as adherence to 
sound environmental practices is a weak political right sub- 
ject to revision because consensus often is lacking on this is- 
sue. Controversies over preferences for activities such as 
burning versus landfill disposal of unsold newsprint high- 
light weak political rights. 

Investments. Investments are expenditures in people, in- 
formation, equipment, and procedures that are incurred 
ahead of the actual operational activities that generate val- 
ued outputs. In our example, garbage-hauling trucks, sort- 
ing plants, training specialists in auction markets (to get rid 
of the recycled newsprint and such), garbage-burning 
plants, and landfills are all relevant investments. From an 
institutional design standpoint, the key is to identify the de- 
gree to which each investment is (1) difficult to measure 
and verify, (2) specific to the intended task or parties to the 
transaction, and (3) transferable in ownership across par- 
ties. Again, both economic and political perspectives mat- 
ter in this assessment. 

Readily verifiable investments include garbage burners 
and trucks, whereas training and quality processes and R&D 
are less verifiable investments in our example. More specif- 
ic assets are defined as those possessing lower value in al- 
ternative uses compared with their originally intended pur- 
pose. They are open to the sort of opportunism highlighted 
in the transaction cost economics literature (Williamson 
1996). In the current example, garbage trucks are fairly non- 
specific assets, but a garbage-burning plant located next to a 
recycling facility is much more specific. 

Finally, more readily transferable (or alienable) assets 
are those for which ownership (de jure or de facto) can be 
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transferred from one party to another without much difficul- 
ty or loss in value, given the IE. For example, the garbage 
trucks can be transferred readily from one party (e.g., a fleet 
operator) to the recycling operator. In contrast, tacit assets, 
such as a process for separating glossy coated paper from 
newsprint, that were acquired through years of experimenta- 
tion and learning by doing are much more difficult to trans- 
fer at low cost from one party (e.g., the inventor) to the re- 
cycling plant operator. Likewise, a plant operator's expertise 
is an asset whose ownership cannot be transferred readily. 
We caution that these are not fixed exogenous characteris- 
tics. Expert systems and process documentation are means 
by which such knowledge-based assets (or know-how) are 
made more alienable (Brynjolfsson 1994). 

Political aspects of investments are also important in this 
assessment. Investments made by the polity magnify speci- 
ficity and alienability problems for private investments. Nor- 
mally, state investments are made when either private parties 
do not have sufficient funds (e.g., welfare clients) or market 
prices do not suffice to cover costs (e.g., newsprint recycling). 
The problem is that when the state is a party to the exchange, 
its sovereign power makes it more difficult to commit credi- 
bly not to expropriate its exchange partners' investments by 
changing the terms of trade unilaterally. Studies of public util- 
ities in the United States (Troesken 1997) and overseas (Levy 
and Spiller 1994) show compelling evidence of this problem. 
In our example, a privately financed garbage burner whose 
client is the municipal government faces ex post hazards of 
downward revision in the prices paid for its services. 


Effort. Effort represents costly activities undertaken by 
the relevant actors in connection with the investments pre- 
viously identified to produce the attributes desired by the 
user segment(s). In our example, the diligence of the truck 
drivers, the actions of the garbage-plant operators, and the 
selling activities of the recycled newsprint salespeople are 
all relevant effortful activities. From an institutional design 
standpoint, the key is to identify the degree to which these 
relevant efforts are (1) difficult to measure and verify and 
(2) foreseeably subject to revision. 

More verifiable effort are those matters for which an 
after-the-fact inspection of results or audits can reveal to a 
third-party referee that an action was undertaken at some 
level. For example, the time taken to complete a fixed recy- 
cling pickup route is a good measure of the effort of the 
garbage-truck driver. In contrast, the separation of glossy in- 
serts from newsprint by employees at the collection facility 
is less verifiable because the precollection separation by 
households has a large impact on the final result achieved at 
the recycling station. 


Designing Contracting Elements of IAs 


The contractible subset refers to those attributes, invest- 
ments, and efforts that are not subject to verifiability, speci- 
ficity, ownership transfer, and revision problems (see shad- 
ed areas of Table 2). As such, they can be supported 
through suitably devised contracting elements. Such con- 
tractual elements trump ownership and social elements of 
IAs, in that they are erected more easily, if feasible. Both 
standard-form contracts and complex, contingent contracts 


TABLE 2 
Assessing the Value Creation System 





Outputs Investments Effort 
Measurement/verification Measurement/verification Measurement/verification 
А Є I RETIRES E. : Е 
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can be written to support this subset. The primary design 
challenge is to ensure that the contracts provide the parties 
with the proper incentives to implement desired activities 
independently, as discussed. There is a wealth of research 
on mechanism design to inform us about the design of such 
contractual elements. 

Potential contractual elements are assessed with our 
three-part test for remediable efficiency. Recall that the first 
test is a joint profit-increasing requirement for the proposed 
activity set. This is fairly straightforward, with one twist. In 
a nonprofit setting such as our recycling example, the joint 
profit test becomes a joint cost test because the absence of 
well-functioning markets for recycled newsprint makes it in- 
evitable that the program will lose money (absent subsidies). 
Assuming that net gains are available, the reallocation and 
switchover feasibility tests are applied. We cannot discuss the 
impact of all aspects of IEs and exchanges on IA feasibility 
exhaustively. Instead, we offer some illustrations of each. 

The first part of our reallocation feasibility test assesses 
IE support for required reallocations. One implication of this 
test is as follows: Given IE support for property rights of 
nominal owners, arm’s-length bidding is the preferred con- 
tractual form to support required investments. This is true 
even if increasing economies of scale result in a natural mo- 
nopoly. For example, an investor contemplating buying a 
fleet of garbage trucks to bid for the business of picking up 
recyclables would be confident of reselling his or her equip- 
ment in the resale market at fair value should his or her bid 
fail or contract later be terminated. Efficient bidding formats 
can be quite complex. For example, we know that “second- 
price” (Vickery3) auctions are more efficient than lowest- 
price auctions and are coming into use in sophisticated firms 
and government agencies. 

The support from the IE is particularly fragile when the 
polity itself is a direct participant in the MVS. In these cas- 
es, a world of pseudo contracts may arise. In our example, a 
contract may allow a municipality to reprice its payments to 
a recycling operation on the basis of the threat of external 
bidding, even though such bidding may never have taken 
place. Although such a contract may appear flawed, this 
pseudo contractual ТА still may be remediably efficient giv- 
en the reasons for the direct involvement of the polity (such 
as an inadequate market price for recycled newsprint to cov- 
er the costs of the operation). The ТА allows a recycling ор- 


3The winner in a second-price Vickery auction 1s the highest bid- 
der, but he or she only pays the amount of the highest losing bid. 





Specificity 
Transferability 


eration to be supported yet benchmarks payments to the op- 
erator on the basis of a marketlike mechanism. | 

The second part of the second test assesses feasibility 
given the exchange characteristics themselves. We consider 
outputs, efforts, and investments. Verifiable output, such as 
the time to complete a pickup route, offer obvious opportu- 
nities to devise contracting elements. More important, ad- 
vances in contract design can be used to devise complex, 
contingent contracts for unverifiable effort, provided the 
output is verifiable. The core idea is to devise pay-for- 
performance elements in the IA. 

However, when unverifiable effort is paired with unver- 
ifiable output, this forces transactions outside the realm of 
pay-for-performance contracts. For example, the observable 
output of operators who separate glossy paper from 
newsprint 1$ not decomposable from the efforts of more dili- 
gent presorting by households. Paying plant operators on a 
performance basis is infeasible. 

Investment transferability is another exchange-level con- 
straint on contractual feasibility. For example, the operator of 
the recycling facility would be nervous about investing time 
and effort in R&D to improve the sorting process. The own- 
ership of this tacit know-how is relatively difficult to transfer 
or sell separately from the plant itself, should such a sale be- 
come necessary (perhaps due to the contract with the munic- 
ipality coming up for rebid). However, if the process was sep- 
arable from the specific site and could be licensed to other 
operators, the operator would be more responsive to contracts 
rewarding such investment (e.g., pay-for-performance). 

Our third test assesses switchover costs. Proposed con- 
tractual elements may not be feasible because entrenched in- 
cumbents may capture most, if not all, of the gains. For ex- 
ample, a firm might purchase a service on a bid basis and 
require multiple bids on each repurchase occasion. Yet, non- 
incumbent bidders might not bid aggressively because they 
fear the buyer will factor in switching costs that favor the in- 
cumbent vendor. If there 1s any uncertainty attached to the 
gains, the net expected gains after overcoming this inertia 
might not be sufficiently attractive to the nonincumbent. In- 
dustry observers suggest that many outsourced information 
services purchases fit this scenario. In remediable efficiency 
language, the original bidding system design (an IA) did not 
take into account the takedown costs on future occasions. 
When this is factored in, bidding at repurchase no longer im- 
proves the remediable efficiency. If adopted in the first 
place, the bidding system should be replaced with a more ef- 
ficient institution to protect the buyer’s interests. 
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Improving measurement. Effective measurement of 
value received and cost incurred is a sine qua non of con- 
tractual exchange, and efforts to improve measurement 
can expand the contractible subset. Historically, contrac- 
tual exchange has been fostered by the development of 
specialized monitors in the form of private and public/le- 
gal rules. Commonly agreed on weights and measures 
and repositories of reputation such as the “Law Mer- 
chants” of medieval Europe are examples of institutions 
designed to improve measurement. Contemporary insti- 
tutions devoted to measurement and information broker- 
ing include the various standards organizations that are 
so vital to the electronics industry. Although the signifi- 
cance of standards is well recognized, it is less clear how 
to order the relative capabilities of alternative types of 
standards bodies. For example, mandated versus volun- 
tary standards organizations often coexist but rarely are 
studied. 

The feasibility of contracting is linked directly to the 
parties’ inability to measure costs and values. Therefore, the 
development of more complex, contingent contracting ele- 
ments can be traced to parties’ abilities to resolve the mea- 

' surement problem. Thus, it is likely not a coincidence that 
the relatively recent movement toward external contracting 
instead of internal bureaucracy has gone hand-in-hand with 
the development of information technology, communication 
systems, and flexible manufacturing technologies. Such 
process innovations allow for both separation and focus and 
guarantees and control. 

For example, the measurement of advertising agency 
performance (a neglected topic) is a classic example in 
which IAs had been deficient before improvements in mea- 
surement technologies led to a separation of validation from 
execution. Historically, advertisers relied on the agency to 
both develop the advertising and place it in the media. How- 
ever, the development of sophisticated advertising monitor- 
ing systems, the advent of real-time customer tracking pro- 
grams, and the development of independent media 
purchasing agencies have remedied the inability to measure 
agency performance, at least to some extent. 

How do we judge measurement improvement? Although 
more precise measurement appears to be an unqualified 
good (how could better data hurt?), our remediable efficien- 
cy criterion evokes a more stringent test for moving to an IA 
with more precise measurements. The principal roadblock in 
incorporating a more precise measurement technology is the 
switchover feasibility test applied to the new IA. 

For example, the widespread use of point-of-sale scan- 
ners in grocery stores makes it technically feasible to control 
inventories and stock-outs better. This is the premise behind 
efficient consumer response (ECR) in the food industry. 
However, to realize these gains, it is necessary to shift the 
responsibility for store-level inventories to the vendor. 
Some retailers and wholesalers view vendor-managed in- 
ventory systems with deep suspicion, and overcoming this 
problem has proven to be the key hurdle in implementing 
ECR. From our viewpoint, unless the prospective joint gains 
can be reallocated through a suitable IA, a move to ECR is 
not remediably efficient. 
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Another arena where better measurement does not al- 
ways represent a remediably efficient improvement is the 
nonprofit sector. There is a growing tendency to intro- 
duce pay-for-performance contracting elements into non- 
profit [As with the aim of making them more efficient, on 
the grounds that the nonprofit motivations of these agen- 
cies are insufficient to motivate cost-efficient behavior. 
Actually, the choice of a nonprofit IA is indicative of 
strong noncontractibility problems in the first place, so 
we might expect tensions between the pay-for-measured- 
performance aspect of the revised IA and the special 
goals of nonprofits. One study (Cragg 1997) finds that in- 
troducing pay-for-performance for employment training 
providers has the unintended effect of shifting the 
providers’ focus to easier-to-place clients. Put differently, 
pay-for-performance is not a remediably efficienct reme- 
dy for the apparent inefficiency of the provider agency 
(1.е., because the performance itself is noncontractible). 
Treating nonprofit agencies as if the noncontractual ele- 
ments of the ГА did not matter is wrong. Improvements 
rest on identifying remediable efficiency improvements. 

In summary, exchanges from the contractible subset can 
and should be organized using contractual elements. Mech- 
anism designs (of which agency theory is one variant) offer 
useful, though complex, solutions to this design challenge. 
Improvements in measurement increase the contractible 
subset and should be sought, provided they are tested 
against the feasibility standards for remediable efficiency, 
not just against the joint profit standard. 


Designing Ownership Elements of IAs 


The next level of complexity in IA design is used to cope 
with those outputs, investments, and efforts in the noncon- 
tractible subset for which feasible contractual elements can- 
not be specified satisfactorily. In this section, we study the 
possibility of (re)organizing ownership as a means to redis- 
tribute profits in support of activities that generate greater 
joint profits. 


Ownership reorganization. The incomplete contracting 
work of Grossman and Hart (1986) defines IAs solely on the 
basis of the ownership pattern and traces all the remediable 
efficiency differences between IAs to their ability to offer 
investment incentives through ownership of the relevant in- 
vestment or asset. The general argument is that an IA that 
features an ownership pattern that confers stronger property 
rights on a particular investing party will evoke higher lev- 
els of investment from that party, especially for nonrede- 
ployable investments. Although this may appear an innocu- 
ous rule, it is more complex when set in our framework, 
which considers also the influence of the IE (as emphasized 
by North 1990) and alternative (contractual and social) IAs 
(as articulated by Williamson 1996). 

To illustrate the interaction of these elements, we note 
that many branded product companies engage in taper inte- 
gration (partial vertical ownership) in less-developed coun- 
tries (e.g., China, India), with the express purpose of con- 
trolling and avoiding expropriation by self-interest-seeking 
distribution companies. This is done solely because of the 
inability of the owner of the brand to enforce distribution 


contracts in these IEs. There is little doubt that these com- 
panies view ownership as a second-best response to poor 
contract enforcement in the IE (for example, see Van- 
honacker 1997). 

Ownership rights, as we consider them, consist of far 
more than a simple claim to residual income (as is tradition- 
ally the case in the agency theory and contracting literature). 
Ownership of an asset is the (de facto) ability to redirect its 
use and can be separated from claims to residual income. 
Residual income (or at least some fraction of it) can be con- 
tracted to another person (as would be the case with 
mortgage-backed securities, for example). To illustrate, we 
reconsider the independent insurance agent versus the 
direct-writing insurance representative. Although both are 
paid in a nominally identical fashion with a share of income 
generated (a pure commission plan), the former owns the 
client list. The direct-writing representative does not own 
the list and thus cannot redirect its use. Instead, this discre- 
tion belongs to the firm. 

Giving the ownership of the list to the agent secures the 
agent's investments in developing and servicing his or her 
client base but evokes less investment by the firm in com- 
plementary assets (e.g., building brand image). In the non- 
contractible subset, the value created by investments and ef- 
forts of the parties in the MVS is divided through 
bargaining. If the firm were to own the list, the representa- 
tive would be in a decidedly disadvantageous bargaining po- 
sition. Thus, absent effective ownership of the list (or asset, 
more generally), the representative would reduce its invest- 
ment preemptively; the same is true of the firm. In reaching 
this conclusion, Grossman and Hart (1986) argue that indi- 
viduals are equally self-interested in alternative institutions, 
and no superior auditing and/or measurement properties at- 
tach to different institutional forms. Thus, firms are no more 
capable of supervising their employees than their indepen- 
dent representatives. Therefore, it is the ability to direct the 
use of the asset ex post that matters. 

Historically, as alluded to previously, contract theorists 
put all their emphasis on the granting of claims on residual 
income (a contracting ТА) as a solution to the investment 
problem, rather than on the reallocation of ownership. It 
should be clear that this is insufficient in the noncontractible 
subset. For example, a U.S. firm involved in a Chinese joint 
venture found that though it had residual claims to more 
than 50% of the operation's profits, it did not have sufficient 
board control to exercise effective ownership. Its attempt to 
expand the joint venture's scope by linking with a Shanghai 
firm was blocked consistently by its North Chinese partner 
(in this case, the effective owner). 

Remediable efficiency and ownership reorganization. 
We assess proposed ownership patterns with our three-part 
test for remediable efficiency. The first test is a joint profit- 
increasing requirement for the proposed activity set. De- 
signers contemplating the joint profit consequences of own- 
ership reorganization can apply the following heuristic: 

Joint profits increase when asset ownership accrues to the par- 


ty whose investments are relatively more important to generat- 
ing value. Specifically, the value loss were the actual owner 


not to own the asset would be greater than the actual loss from 
the other firm not owning the asset. 


Notice that some loss occurs in all cases. Ownership is a 
blunt instrument, and it dulls the nonowner's incentives (un- 
like contracting in the contractible subset). Consider apply- 
ing this rule to ownership of advertisements. 

Devinney and Dowling (in press) show that, in the case 
of the agency-advertiser relationship, both the agency and 
client would be better off if the agency could claim greater 
ownership in the relationship—in other words, if the agency 
bought out the client (and its brands). However, this is in- 
feasible because of the switchover costs. However, transfer- 
ring copyrights to the intellectual property (i.e., advertise- 
ment) from the creator to the client is quite feasible, as 
witnessed in book publishing. 

Although ownership favoring the more "important" in- 
vestor improves value creation and passes our first test for 
remediable efficiency improvement (the joint profit criteri- 
оп), such rearrangements might not always pass the second 
and third tests (the reallocation and switchover feasibility 
tests). Regarding reallocation feasibility, it may be impossi- 
ble to transfer ownership credibly given the nature of the ex- 
change and/or the IE. Regarding switchover feasibility, the 
path to the new IA may be too costly to one of the partners. 

Ownership reallocation feasibility is especially an issue 
when knowledge or information assets are the subject mat- 
ter of the exchange. These assets are difficult to transfer 
even when efficiency considerations dictate it. At one level, 
transferring ownership to the "correct" entity is difficult be- 
cause of the "public good" nature of some know-how. For 
example, Michelin has refused to engage in anything but di- 
rect overseas investment and maintains an almost fanatical 
level of secrecy. Its claim is that production technologies 
that took decades to develop can be stolen with little effort. 
In contrast, corporate knowledge can be so complex and em- 
bedded that causal ambiguity makes transference impossible 
without time and effort. For example, Chaparral Steel found 
its expansion options limited because it could find no way, 
other than through personal experience and training, to cre- 
ate a new facility (Leonard-Barton 1996). 

These are not immutable, exogenous characteristics. 
First, the nature of the asset may be changed to make it more 
transportable. Documentation and high bandwidth commu- 
nications are one example. Another response is a private or- 
dering solution in which the formal IE support from the 
UCC and such is supplemented by judicial support or for- 
bearance toward nonstandard and seemingly one-sided 
agreements. The success of business format franchising as 
an institution demonstrates that a fragile, intangible asset (a 
brand name) can be effectively "rented out" in return for lo- 
cal managerial effort, despite all the problems inherent in 
such an exchange. The hallmark of franchise systems is the 
seemingly one-sided and "unfair" control of franchisees' op- 
erations and fragile ownership rights of franchisees. These 
features are key to making franchising a remediable effi- 
ciency-improving alternative to corporate ownership. Be- 
cause such fragile ownership patterns are unlikely to be sup- 
ported in poorly endowed IEs, franchising companies 
expanding into such nations will find more robust owner- 
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ship patterns to be the LAs of choice under the remediable 
efficiency criterion. 

Ownership reallocation feasibility is especially complex 
when one party is the state or polity. Consider the alternative 
ownership arrangements for the noncontractible investments 
of our newsprint recycling example, that is, investor-owned, 
regulated, and publicly owned facilities. With investor- 
owned facilities, the polity asks for bids from private in- 
vestors to serve the market as an exclusive territory fran- 
chise. In other words, the market is owned by the winning 
bidder for a fixed term. 

Such a transfer is not feasible in this case. It is especial- 
ly difficult for a local government to claim credibly not to 
expropriate the franchise asset’s value, for example, by re- 
fusing to allow price increases as energy costs rise (e.g., 
Troesken 1997). It is more credible for a multipolar polity, 
such as the state and municipal governments, to make such 
claims jointly. The Enron utility plant situation in India il- 
lustrates this point. There, electric power is a purely central 
government matter, and the original agreements were void- 
ed by a newly elected central government when a more po- 
tent provincial government might have prevented it (Rangan 
1998). 

Second, another ownership alternative relies on the cre- 
ation of a quasi-judicial regulatory board with some inde- 
pendence from the polity. Whether this is feasible depends 
on the IE. Federal polities and de jure judiciaries are neces- 
sary to create credible regulatory regimes, according to the 
evidence across nations (Levy and Spiller 1994).4 

Third, public ownership of the immobile noncon- 
tractible resources coupled with bids from private operators 
to operate the facilities on a performance-contracting basis 
could occur. However, as we noted previously, different in- 
stitutional forms possessing similar incentive structures 
will lead to similar outputs. Thus, public or private owner- 
ship in this case does little to solve the incentive problem. 
Matching public ownership of the fixed assets with private 
ownership of their operation resolves the monopoly-pricing 
incentive created by the single operator but does little to al- 
leviate the investment incentive problem. This is identical 
to the problem of the direct-writing insurance firm that 
wished to use commission-only pay as an incentive. Own- 
ership of the relevant assets blunts the incentive effect of 
the pay contract. 

In summary, ownership favoring the more important in- 
vestor typically passes the first remediable efficiency test, 
but the feasibility and switchover tests are more stringent. 
Applying the feasibility test to our recycling case, the regu- 
lated utility is the least complex but still feasible alternative. 


Designing the Social Elements of IAs 


We have shown that, when contracting becomes infeasible, 
ownership structure adjustment is the least complex alterna- 
tive IÀ to support more efficient proposed activity sets. 





4We offer the following (bold?) conjecture regarding the current 
wave of electric utility reorganization away from regulated setups 
toward more franchise-type bids: The change will be remediable 
efficiency-improving only in larger jurisdictions with multiple 
polities (e.g., counties rather than cities, states rather than 
counties). 
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However, the desired ownership pattern also may be infea- 
sible in the nonownership subset, as was previously shown. 
We turn now to the consideration of social elements in these 
circumstances. 

There are bewildering arrays of social rules that can be 
found in different parts of the world. We focus on efficient 
social norms that support JPM activity sets. Efficiency of 
social rules is explained by invoking the threat of being 
shunned by the network. This provides a powerful incentive 
for self-policing because the actions of one transgressor is а 
“public bad" borne by all with whom the transgressor is as- 
sociated. The desire of the participants to continue to expand 
trading leads to an incentive to protect reputation. 

However, entry into the network will be difficult and can 
lead to an inefficient overreliance on less qualified insiders. 
For example, the famed Benetton system of subcontracting 
is highly flexible within the European and North Italian con- 
text from which it sprung but has proven to be a serious con- 
straint on the company's ability to expand effectively out- 
side Europe. 

Prominent scholars (e.g., North 1990) argue that social 
rules are more likely than not to be inefficient because the 
path dependence of social rules tends to perpetuate incum- 
bency. North points to long-lived social rules of the Suq 
markets of North Africa to illustrate this. In the contempo- 
rary marketing context, we find that advertising self- 
regulatory bodies serve less to control quality and more to 
protect agencies from clients and prying outsiders. Thus, so- 
cial rules are complex to set up as well as take down. 

To isolate plausibly efficient social rules, we focus on 
trust-based norms that can bind parties to JPM activity sets. 
Trust can operate at the level of a specific exchange (rela- 
tional) or derive from a broader (reputational) level. Thus, 
we consider network arrangements (e.g., the theory of clubs; 
Ellickson 1991), reputation bonding (Devinney and Dowl- 
ing, in press), personal ties (e.g., the Chinese tradition of 
guanxi), and other trust-based social rules as informal next- 
best alternatives to contractual and ownership-based eco- 
nomic guarantees.5 To incorporate these trust-based social 
elements into our design framework, we devise the follow- 
ing typology of trust-based social rules (see Figure 3). 


A typology of trust-based social rules. Trust-based social 
rules run the gamut from simple and concrete rules to com- 
plex and amorphous norms. At one end, two entities in- 
volved in repeated transactions can readily create reciproci- 
ty rules to favor jointly valued outcomes, even if such 
actions are not legally binding. Thus, prisoners’ dilemmas 
are (almost) never dilemmas in repeat interactions. There is 
considerable controversy about interpreting these behaviors 
as farsighted self-interest (calculative trust, in Williamson’s 
[1993] language) versus altruism (noncalculative trust), but 
either interpretation serves our purpose. 

If we scale up from dyadic ties, multiple persons in a 
tight network sometimes devise complex but efficient social 
rules, for example, those developed by the New England 
whaling community in the nineteenth century for determin- 





5We note that some marketing scholars place primacy on these 
social arrangements over economic elements (e.g., Hunt 1997). 


АСУВЕ 3 
А Typology of Trust-Based Social Rules 


Two-party rule 

(e.g. reciprocity) 

Muitiparty гше 

(e g , New England whalers) 

Social organizations 

(e.g. California merchant coalitions) 
Arbitrators, quasi-legal specialists 
(е.р., law merchant system) 


Complex, Amorphous 


ing disputed ownership of whales caught on the high seas. 
Quaint expressions such as the “fast fish” and “iron holds 
the whale” rules have been analyzed by Ellickson (1991) to 
show how they supported efficient whale hunting. 

The efficient social rules developed by more amorphous 
communities are even more complex. Clay (1997) describes 
the merchant coalitions among U.S. traders in Mexican Cal- 
ifornia in the 1830s, after its independence from Spain. The 
core feature of the coalition is reciprocal dealing among 
loosely defined members (i.e., taking turns as agents and 
principals). Enforcement for rule breaking was completely 
informal and confined to a partial loss of future business. 

This example is particularly revealing about the power 
of efficient social rules because the preexisting Mexican le- 
gal system did not allow for enforcement of civil contracts. 
Thus, only the coalition's informal rules governed the trade 
between resident merchants who bought hides (and other 
products) from ranchers and manufactured goods from 
ships. Ships' captains sold on credit, as did ranchers. Due to 
fluctuating prices and the lack of a legal system, the adapta- 
tion needs were severe. Clay (1997) concludes that these 
rules were efficient by observing the huge increases in trade 
concomitant with the growth of the coalition. Her analysis 
also highlights the ambiguous antecedents of the develop- 
ments of these efficient rules. Path dependence could have 
developed them along inefficient lines (such as the Mexican 
system that preceded it). 

Even more complex than the reputation-based rules are 
the efficient quasi-legal social rules devised to support ex- 
change involving multiple parties separated by place, time, 
and circumstances in communities that are even looser than 
the geographically constrained California merchant coali- 
tions. The merchant law system of private courts and judges 
organized by European merchants in the Middle Ages and 
later is an example of such a form. Unlike the merchant 
coalition, this system used specialists who served as arbitra- 
tors, adjudicators, and enforcers of the rules (North 1990). 
Present-day arbitrators whose decisions are binding on the 
. parties represent contemporary examples of such private 
law. They apply principles uniquely crafted to the specific 





industry or context and are thus capable of supporting more 
activity sets. 


Remediable efficiency and social elements. To begin, we 
reiterate that formal contracting rules and/or ownership set- 
ups tend to be more powerful institutional forms compared 
with these informal social forms (on the limits of social 
rules, see North 1990). The available evidence shows that 
informal social rules typically are trumped by formal legal 
systems. For example, the United States's annexation of 
California in 1846, which brought an enforceable contract 
law with it, led to the demise of the merchant coalition pre- 
viously described. Likewise, the European merchant law 
systems ultimately evolved into codified law. We are con- 
siderably more cautious about the roles and influence of so- 
cial institutions than recent articles in marketing on trust 
(e.g., Morgan and Hunt 1994), especially when norms sup- 
porting social exchange must be developed purposefully. 
Our view softens somewhat when the IE is endowed with 
preexisting norms. This alleviates complexities associated 
with actually developing norms to support a given ex- 
change, leaving only complexities involved in social en- 
forcement. Note that though the impact of norms and trust 
have been studied considerably, there has been far less at- 
tention given to the important issue of how these are to be 
developed intentionally by managers. 

The general principle about informal social rules under 
the remediable efficiency criterion is that a more complex 
rule is warranted only when a simpler form is demonstrably 
insufficient and the more complex form is implementable. 
Proposed social rules can be assessed with our familiar 
three-part test for remediable efficiency. The first test is the 
joint profit-increasing requirement for the proposed activity 
set. This test was quite innocuous for contractual and own- 
ership elements, and this is true here as well. 

The other test has two parts, feasibility given support 
from the IE and feasibility given characteristics of the ex- 
change. We consider them in turn. The support from the IE 
for using an informal social rule rests entirely on the preex- 
isting norms in the IE. Thus, we cannot simply bring the 
merchant coalition into existence. Instead, we must start 
with the simplest social rules in our typology (dyadic reci- 
procity) and scale up as time goes by. Thus, relational dyads 
eventually coalesce into a network. When formed, however, 
preexisting networks always can be used to good advantage, 
as we alluded to previously. 

The other part of the feasibility test deals with the char- 
acteristics of the exchange. Are there particular characteris- 
tics that make proposed social elements ill-suited to support 
the associated activity sets? Outputs, investments, and effort 
that are foreseeably subject to substantial revision do not sit 
well with the highly path-dependent nature of informal so- 
cial rules. Rapid obsolescence requires taking down existing 
activity sets, which is not easy to do with social rules. For 
example, in our recycling case, the preferred technology for 
environmentally sound disposal is subject to frequent 
change. Therefore, investments in a garbage burner are not 
well supported by informal social rules. Research and de- 
velopment is the generic category most affected by this pres- 
sure of obsolescence. 
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Switchover problems аге likely to be the principal road- 
block with the proposed social elements of IAs. Moving 
away from one social rule to another may evoke anger and 
some loss of solidarity. This is compounded by the path de- 
pendence of social rules, whose legitimacy is wholly depen- 
dent on precedence. An added difficulty is that we know lit- 
tle about the process of designing and implementing a 
wholesale social institution; thus, incremental changes tend 
to prevail over wholesale changes 1n social rules. 

Even though social institutions offer greater flexibility 
than contracting and ownership in many circumstances, ob- 
served social rules are not always, or even mostly, efficient. 
Although trust generally improves support for JPM activity 
sets, the remediable efficiency tests require us to emphasize 
social rules as a last resort to more simple, manageable IAs. 


Conclusions 
The Value of Institutional Thinking for Researchers 


Fruitful speculation on the nature of the evolution of mar- 
keting institutions in the next century will alter the way mar- 
keting academics approach the study of marketing. We fo- 
cus on motivating empirical work, which is conspicuously 
rare in this area. Absent empirical follow-up, our framework 
will be no more successful than previous efforts to take in- 
stitutions seriously. One advantage is that we have been able 
to capitalize on several strands of work that have emerged 
recently. 

The remediable efficiency criterion at the heart of our 
approach emphasizes the need to attend to several issues in 
designing institutional arrangements. They must be efficient 
In a joint profit sense, but they also must distribute gains so 
that each party has incentives to implement its assigned ac- 
tivities. They also must be feasible given the constraints of 
the broader IE and the characteristics of the exchange. Fi- 
nally, they must be achievable, in that firms can "get there" 
from incumbent arrangements. These are detailed require- 
ments that diverge significantly from prior approaches, in- 
cluding those based on efficiency. We offer a few avenues 
for research that follow from our discussion. 


Comparing multiple institutional forms. There has been 
extensive research in the marketing literature on transaction 
cost analysis into when firms (ownership) replace contrac- 
tual arrangements. We have expanded the field by compar- 
ing these IAs with social rules. The most important question 
emanating from our framework is whether contracts trump 
social rules generally, or are there circumstances in which 
we might observe social institutions predominating in prac- 
tice, even though effective contracts could be written? Re- 
searchers must be especially vigilant 1n answering such 
questions; for example, in comparing contracts and social 
rules, we are interested only in whether contracts trump so- 
cial institutions within the contractible subset in which both 
are feasible. Current research on social institutions tends not 
to focus on their efficiency relative to other forms. 


Switching between IAs. Transitions between IAs are not 
automatic, and the costs of switching are a function of both 
the new and incumbent institutions. What are the switching 


128 / Journal of Marketing, Special Issue 1999 


costs associated with specific pairwise transitions between 
IAs? What incumbent institutions make switches to con- 
tracts, ownership, or social institutions more or less costly? 
Also interesting are the interactions between institutional el- 
ements during transitions. For example, are there certain 
macrolevel institutions that exacerbate or elevate costs of 
switching between more microlevel institutions? To illus- 
trate, can common ownership serve as a transition institution 
to make a common culture easier to establish, rather than be 
an institution selected simply for its direct role on coordi- 
nating exchange? Or, viewed in reverse, do firms with 
strong common cultures require common ownership, or 
should they revert back to arm's-length transactions 
strengthened by both market incentives and their cultural 
bonds when established? 


Interactions between ТА5 in place. We have provided 
several examples in which IAs in place interact in unintend- 
ed ways. Our insurance sales and our pay-for-performance in 
nonprofit organizations examples both illustrate that IAs can 
interact in desirable or undesirable ways. Little research has 
been devoted to such interactions, despite their importance. 


Managing social institutions. An important point we 
make is the difficulty of managing and purposefully devel- 
oping social ties when these are not endowed on the rela- 
tionship or IE. Relatively little is known about how complex 
social institutions are developed and managed. Are strong 
norms and culture galvanized by unique events in the histo- 
ry of the marketing system or organization, by forceful lead- 
ership, or by other institutions (e.g., gainsharing or employ- 
ee ownership as a form of compensation)? Or, are any of 
these necessary precursors? 


The effects of ТА5 on market responsiveness. What are 
the comparative effects of social and economic institutions 
on adaptation? Do social institutions possess superior capa- 
bilities to adapt to small but not large environmental 
changes? Are firms with strong cultures or that use social 
coordination at a disadvantage in perceiving and adapting to 
differences across markets and IEs (as in the Benetton ex- 
ample)? More research is needed. 


Changing the value creation system. One important in- 
sight from our discussion is that the characteristics of the 
production system may be partially endogenous (e.g., infor- 
mation assets may be transformed to more alienable forms). 
To what extent is this a viable option, and when is it easier 
to modify characteristics of the production system rather 
than the IA? 


Shifting competition to the system level. We have dis- 
cussed how a network of firms linked by a set of ТА5 can en- 
joy certain sustainable advantages due to the difficulty faced 
by entrants in developing similar IA-linked networks and the 
flexibility garnered from efficient institutional ties. An inter- 
esting question is the degree to which particular IAs are more 
or less imitable than others, and whether managers strategi- 
cally can select institutions that, though more difficult to es- 
tablish, are also more difficult to imitate as a means of es- 
tablishing a positional advantage in the realm of institutions. 


Institutional arrangements with powerful partners. Ош 
efficiency focus emphasizes the need for proposed changes to 
increase the profits of each affected firm in the MVS. How- 
ever, power plays an important role in terms of both how the 
gains in excess of this participation constraint are divided and 
the credibility of certain [As when powerful partners can 
change the rules to their advantage. For example, we illustrate 
the hazards of contracting with the state, especially under uni- 
tary polities. This is especially interesting because the state 
typically is viewed as having weak self-interests in profits. 
We also hint that similar issues might arise in any social rela- 
tionship. Interesting research questions include the degree to 
which social institutions are more or less susceptible to pow- 
er influences than contractual and ownership forms are. 


Overcoming deficient IEs. To what extent do the IEs of 
international markets, or different IEs in general, require 
different IAs and strategies, as we have argued? Can strong 
culture within the marketing system overcome deficiencies 
in the IE? Put differently, are firms that struggle with defi- 
cient IEs at fault for not adapting to the IE or attempting to 
establish surrogate social institutions (and other institutions) 
that are absent in the IE? 


What matters in the IE and why. Finally, we believe 
there is considerable investigation needed into which exact 
characteristics of the IE matter for institutional design. Is- 
sues such as unitary versus federal polity do not appear (to 
our knowledge) in texts on international marketing but are 
important nonetheless. Many. other features of IEs probably 
are being overlooked as well., 


The Value of Institutional Thinking for Managers 


Practicing marketing managers have had a far greater ap- 
preciation for the value of institutional structures and their 
influence than have marketing theorists and academics. This 
may be attributed partially to the willingness of practitioners 
to accept ambiguity they cannot explain and the tendency of 
academics to avoid messy details that fall outside the power 
of elegant theory. However, the understanding that man- 
agers have about institutional structures is arbitrary and su- 
perstitious in the sense that it is adaptive and contextual. For 
example, most managers historically have overemphasized 
the importance of joint venture and alliance structures for 
global market expansion and failed to understand the role 
that more sophisticated ownership and contractual arrange- 
ments can play in mitigating risk and ensuring long-run suc- 
cess (e.g., Vanhonacker 1997). 

Perhaps the most critical recommendation we can make 
15 to emphasize the importance that managers must place on 
total system maximization. It is fundamentally important to 
select strategies with an eye toward maximizing joint value 
across the MVS. All too often, managers are concerned sole- 


ly with the implications of a set of activities on their baili- 
wick. This is perhaps best illustrated by the “more control or 
ownership is good” mentality. At one level, this is com- 
pletely rational. However, at the strategic level, top man- 
agement must separate, to the greatest extent possible, the 
issue of system maximization—what we call the ЈРМ— 
from the distribution of the net rents from the activity set. 
Placing themselves in the shoes of the firm without control 
or ownership is a simple means for managers to understand 
why that firm too may need to share in control or ownership 
to maximize the size of the pie created in the system. 

A pervasive tendency in managerial decision making is 
to reject options as infeasible too early in the decision- 
making process. The application of remedial efficiency sep- 
arates institutional thinking into three separate and ordered 
component parts: the system’s profitability, the allocation of 
that profitability, and transition from the old to the new in- 
stitutional configuration. The framework in Figure 2 ex- 
pands these basic points into a process model for designing 
institutions. We end our discussion with some illustrative 
design principles for managers. 

First, contracting trumps ownership, which trumps in- 
formal social rules. There is an ordered hierarchy of the in- 
ternalization of institutional structures that should be con- 
sidered in sequence. Social rules are less complex, however, 
when they preexist between two firms or in the IE. 

Second, devise pay-for-performance structures for con- 
tractible subsets but not for other sets. Incentive contracts 
fail to the degree that the measurement is weak, and to the 
extent that measurement is weak, ownership and social rules 
dominate contracting. Therefore, firms should avoid using 
monetary incentives to motivate culture and ownership. 

Third, ownership dulls incentives, so it should go to 
more important investors. Ownership presents its own moral 
hazard problem in situations in which there is more than one 
owner. Therefore, managerial control should reside with the 
set of most important investors. 

Fourth, devise designed-in inefficiencies to protect weak 
economic and political property rights. In situations in 
which weak IEs exist, institutional inefficiency can serve as 
a protective mechanism. Combined with the preceding 
point, it can be demonstrated how ownership control can be 
ceded to a dominant group or owners while other stakehold- 
ers rely on alternative ТА mechanisms to make their influ- 
ence felt. 

Fifth, use simple informal social rules first and scale up 
over time. Social rules are the most adaptive of institutional 
arrangements, in the sense that they fill in cracks left by 
more formal contractual and ownership structures, but their 
path-dependent and causally ambiguous natures make them 
the most difficult to change. Managers must appreciate the 
full effects of social institutions on efficiency and flexibility. 


—————————————————————— SSS 
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Mrinal Ghosh & George John 


Governance Value Analysis and 
Marketing Strategy 


The authors extend transaction cost analysis into a governance value analysis (GVA) framework to address mar- 
keting strategy decisions, especially with regard to strategies grounded in cooperative relationships. The GVA is a 
four-part model. Heterogeneous resources, positioning, the consequent attributes of exchange, and governance 
form all interact to determine success In creating and claiming value. The trade-offs among these factors are the 
core insight offered by the model. The authors illustrate these trade-offs and specify empirically refutable implica- 
tions. Finally, they sketch directions for future work and a blueprint for managerial decision making. 


ransaction cost economics has become the dominant 

paradigm for analyzing issues in several areas of mar- 

keting, including interfirm relationships, channel 
structure, foreign market entry, and so on. À large number of 
empirical studies corroborate the principal refutable predic- 
tions that connect transaction attributes such as specific in- 
vestments, uncertainty, and performance ambiguity to 
governance forms! such as vertical integration and alliances 
(for a review, see Rindfleisch and Heide 1997). Despite 
these successes, transaction cost analysis (TCA) has made 
little headway into the marketing strategy literature (notable 
exceptions include Day and Klein 1987; Dwyer and Oh 
1988). Indeed, some of the sharpest criticism of TCA has 
emerged from the strategy-oriented work, and it converges 
on common themes. 

One strand contends that TCA is a mere cost-minimiza- 
tion calculus based on exogenous attributes of an exchange, 
and as such, it provides little insight into strategic marketing 
choices that are grounded in firm-specific differences. 
Hence, Hunt and Morgan (1995) charge that TCA essential- 
ly predicts that all competing firms in a market will choose 
identical governance forms (such as vértical integration) be- 
cause they all face the same level of exogenous attributes 
implicated in the theory. Plainly, this is unsatisfactory, as ca- 
sual observation of the sharp differences between competing 
firms in the same market demonstrates. 

Another strand charges that TCA's single-minded focus 
on cost minimization provides little insight into strategic 
marketing choices that are undertaken principally to en- 
hance and/or claim value? (Zajac and Olsen 1993). Accord- 
ing to this view, strategic alternatives that are more effective 





'бометапсе forms are the formal and informal rules of ex- 
change. 

2А fraction of the gross customer benefits flows back to the firm 
that creates and delivers the product to the customer. After sub- 
tracting costs from this fraction, the remainder is termed “value.” 
Joint value is similar, except that it includes all the firms that co- 
operate to create and deliver the product. We use value, profits, and 
margins interchangeably in this article. 
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(in the sense of increasing profits) could be attractive de- 
spite concomitant losses in efficiency. A classic example 
would be expenditures to raise entry barriers even if the ad- 
ditional costs meant that some marginal output had to be 
sacrificed. 

On occasion, these strands are joined to reject any value 
whatsoever that practicing managers can derive from TCA 
(e.g., Ghoshal and Moran 1996). When these critiques are 
juxtaposed against the increasing number of empirical stud- 
ies that largely corroborate refutable implications from the 
theory, it suggests that some clarification and expansion of 
the approach is in order. 

We propose a revision and expansion of the basic TCA 
model to enable it to address marketing strategy decisions 
more closely. Specifically, we propose and answer questions 
such ds the following: 


*Why do firms in the same industry demonstrate starkly dif- 
ferent approaches to bringing their products to market? 


*How do positioning differences between firms influence the 
design of their supply chain and end-customer governance 
forms? and 


eHow do customer brand equity, technology, and channel 
resource differences between firms influence their supply 
chain and end-customer governance forms? 


To distinguish our variant, we label it "governance val- 
ue analysis" (GVA), in the spirit of Zajac and Olsen's (1993) 
label, "transaction value analysis." We emphasize both val- 
ue maximization and cost minimization; we incorporate het- 
erogeneity from the resource-based view (RBV) of strategy 
(Peteraf 1993) and accommodate path-dependent influences 
(Ghemawat 1991). Day and Klein (1987) offer the first step 
in this direction of integrating strategy and TCA. We build 
on their foundation and capitalize on recent empirical and 
conceptual advances (e.g., Nickerson 1997) to support ele- 
ments of our framework. 


Marketing Strategy from a 
Governance Lens 


Theoretical Foundations of TCA 


Transaction costs associated with economic exchange in- 
clude ex ante and ex post costs. Ex ante costs include the 
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out-of-pocket costs of negotiating contracts (“ink” costs), as 
well as the opportunity cost of forgone transactions. Ex post 
costs are the out-of-pocket costs of enforcement agreements 
and the opportunity cost of not shifting to more profitable 
activities in the light of new information (Rindfleisch and 
Heide 1997). At its core, TCA is an elaboration of the im- 
plications of minimizing these costs. Although the relevance 
of cost savings per se is self-evident, its relevance to mar- 
keting strategy decisions is not at all clear. 

Williamson (1991, p. 76) first argued for the relevance 
of TCA to strategy by noting that “economy is the best strat- 
egy,” but the ramifications of this initial statement have been 
underdeveloped. To address this issue, we turn to his obser- 
vation that TCA can be summarized compactly as unpack- 
ing the ramifications of the Coase theorem (Williamson 
1996). According to this theorem, in the absence of transac- 
tion costs, parties to an exchange will devise joint value 
maximizing exchanges, regardless of their power differen- 
tials or resource endowments. Wernerfelt (1994) illustrates 
the wide-ranging utility of this principle in his efficiency ap- 
proach to designing marketing systems. Of course, transac- 
tion costs are never really at zero in the real world, so it is 
the subsequent implications for nonzero transaction cost 
worlds that are really of interest. 

With positive transaction costs, the core principle of 
TCA is that parties will strive to align governance forms 
with exchange attributes to minimize the transaction costs of 
exchange. Why? Because such an alignment gets them clos- 
er to the desired goal of Joint value maximization. Notice the 
logic connecting minimization of transaction costs with the 
maximization of joint value. In our model, we use this joint 
value metric as our criterion to judge the value of strategic 
choices. Аз we elaborate subsequently, greater joint value 
aligns itself with greater firm profits when the choice of 
governance form is made along ТСА lines. 


Relationship to Other Strategy Models 


Contemporary strategy models are coalescing around the 
core processes of value creation and claiming. To discern 
this, consider a brief overview of prominent models of strat- 
egy. In Ghemawat's (1991) model, creation and claiming of 
value are the two fundamental processes that are necessary 
and sufficient to understand strategy. Creation of value is 
achieved through favorable positions? that are commitment- 
intensive, or difficult to reverse, choices that involve lock-in 
and lock-out effects. Claiming value from these prospec- 
tively favorable positions depends on "sticky" factors or re- 
sources accessible to the firm. Absent access to such 
factors, competitors and/or end customers claim the value 
generated from a prospectively attractive position. 

The RBV of strategy (for an overview, see Peteraf 1993) 
makes a similar argument. It takes a Ricardian view of com- 
petition in which greater profit flows to the holders of supe- 
rior productive factors. Consider a simple stylized example 


3Positions are points in a multidimensional space of customer 
benefit attnbutes. Their favorabilility is assessed from the vantage 
point of the customer. 

4Sticky resources are both scarce and appropriable by their 
owners. 
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of Ricardian competition. Suppose that n firms compete in a 
commodity market. Each competitor possesses a different 
set of assets and skills and thus is able to produce (i.e., cre- 
ate value) at a different cost (including cost of capital). De- 
note these costs as 1, 2, ... n, from smallest to largest. 
Game-theoretic analysis reveals a market-clearing price of 2 
(the second-lowest cost); thus, Firm 1 enjoys an economic 
profit equal to the difference between the two lowest costs. 
Firm 2 will make a return that is just enough to cover its cost 
of capital. All other firms will be unprofitable. 

Observe the differences between RBV and the core role 
of market power embedded in Porter’s (1985) five-forces 
strategy model. The RBV invokes an efficiency view of 
strategy: Firm 1’s profits derive from its unique skills and 
assets. All the firms in this stylized commodity market be- 
have fully competitively, yet profit differences occur and 
persist. If the skill differences between Firm 1 and its near- 
est competitor erode, prices fall and the created value is not 
claimed. 

This can be extended to more realistic markets with dif- 
ferentiated products with no loss in insight. Ricardian prof- 
its in these RBV models flow to firms that possess 
imperfectly mobile (sticky) resources that are superior to 
those of their competitors. In marketing, Hunt and Morgan 
(1995) draw on RBV principles to elaborate their resource 
advantage theory of competition. 

Finally, Porter’s (1996) recent strategy model establish- 
es positioning and operational effectiveness as the means by 
which value is created and claimed. He notes that creating 
value is not a sufficient basis for strategic analysis if the firm 
cannot also claim its share of the value. He criticizes the re- 
cent trend of single-minded pursuit of operational effective- 
ness through practices such as benchmarking, outsourcing, 
and nurturing core competencies as dangerous half-truths. 
Both creation and claiming must be given equal attention. 

The relevance of these contemporary strategy models to 
our effort is the burden it imposes on ТСА as a strategy 
analysis tool. Unless TCA is capable of disclosing insights 
into value creation and claiming, it is highly unlikely to be- 
come a useful tool for analyzing strategic marketing choic- 
es. We therefore examine TCA from the viewpoint of 
creating and claiming value. 


Value Creation in TCA 


Webster (1992, р. 1) notes that the (re)emergence of coop- 
eration among firms is a "fundamental reshaping of the field 
[marketing strategy]." Writing to a strategy audience, Bran- 
denburger and Nalebuff (1997) similarly observe that firms 
rarely create value in isolation, particularly in advanced 
economies. Instead, they "align themselves with customers, 
suppliers and many others to develop new markets and ex- 
pand existing ones" (Brandenburger and Nalebuff 1997, p. 
4). Many observers of contemporary phenomena such as 
supply chains, strategic partnerships, and so forth echo this 
point. Much of the empirical work in TCA has focused on 
studying such cooperative interfirm ties. To organize these 
findings, we begin with a stylized example of value creation 
in a cooperative setting. 

Consider a firm, À, that has a set of resources and is con- 
templating entering into a supply arrangement for a compo- 


nent with another firm, В, that has its own set of resources. 
If A desires a standardized component, B can produce it at 
marginal cost со. Because the component is standardized, 
neither party is required to make any partner-specific in- 
vestment.5 Therefore, the marketplace (through termination 
of the arrangement) can discipline any inappropriate behav- 
ior by either party. Suppose that A’s end product (which con- 
tains this component) offers gross benefits of vg to the end 
customers, and the joint value (total margins) earned by the 
two firms is Tọ. 

Alternatively, B might invest some money that is specif- 
ically targeted at this component. For example, it might re- 
design the component to fit better with A's final product. It 
also might use different materials so that the weight of A's 
product is reduced. Broadly speaking, the effects of a part- 
ner-specific investment, i, can be broken into two cate- 
gories. First, such investments might reduce the marginal 
cost of the component down to c,. Second, they might en- 
hance the appeal of A's end product in end customers' eyes 
to a higher level, v,. Let the total margins earned in the new 
arrangement equal т. 

Neither firm desires the new exchange, with the added 
investment cost, unless л, exceeds пр. This is fundamental to 
TCA. The model goes further: ЈЕ the firms identify several 
possible 1,5, they will consider the one with the highest in- 
cremental joint value, as per the Coase theorem. This is the 
often misunderstood efficiency aspect of TCA. It simply 
means that opportunities to realize further value should be 
pursued; not doing so is inefficient. 

Absent such prospective gain, there is no need to con- 
template any special governance form. However, the 
prospect of gains is not the final story. We also must consid- 
er the process by which these parties claim their share of 
these prospective gains. 


Value Clalming in TCA 


Recall that the prospective increase in joint value (п; — 70) is 
the motivation for devising alternative governance forms. 
However, firms remain self-interested, so they will imple- 
ment the activities associated with the larger joint value if 
and only if their own share of the joint value also exceeds 
their previous profits. If complex, contingent contracts were 
feasible, any side payment or sharing rule required to meet 
this own-profit constraint could be devised and enforced. 
We do not mean to imply that the contract design problem is 
trivial. The agency theory and related mechanism design 
approaches that offer insight into fashioning appropriate 
contracts to split the gains are quite complex. Nevertheless, 
alternative governance forms lack significance. 

Suppose, however, that there are limits to comprehen- 
sive contracting. For example, specific investments become 
noncontractible when third parties cannot verify them easi- 
ly because contractual enforcement involves third parties 
such as courts of law. Organizing a satisfactory split of the 
gains becomes nontrivial in these circumstances, and alter- 


5A partner-specific investment has significantly lower value in 
other uses. Sunk costs are the defining characteristics of these in- 
vestments. 


native governance forms become a significant matter. This 
is the arena of the standard TCA model. 

The theory makes specific assumptions about the par- 
ties' behavior with respect to ex post bargaining behavior to 
split the gains. Although they cooperate to produce the 
gains, they remain self-interested to the point of oppor- 
tunismó within this ex post bargaining process. As such, nei- 
ther party will accept less than the profits available from 
their individual next-best alternative. This minimum is sim- 
ply their ex post? costs. Each party's ex post bargaining 
strength determines its share of the gains beyond this mini- 
mum and is a function of three critical attributes of the trans- 
action: specific investments, adaptation problems, and 
performance measurement problems. Greater exposure to 
each of these attributes reduces the ex post bargaining 
strength of the focal party. 

Both parties realize that each will attempt to minimize 
its ex post disadvantage at the value claiming stage by (1) 
scaling back investment, (2) adapting less, and (3) forgoing 
activities that are hazardous from a measurement stand- 
point. АП these steps reduce value creation and thus moti- 
vate the search for better governance forms. Put differently, 
unless governance mechanisms are devised to manage the 
value claiming problem, value creation is affected negative- 
ly. Thus, aligning exchanges with governance forms to max- 
imize net value is the core problem of the standard TCA 
model. The integral role of value maximization in this align- 
ment process is found most clearly in the incomplete con- 
tracting models that formalize this ТСА argument (e.g., 
Bakos and Brynjolfsson 1993; Grossman and Hart 1986). In 
these models, the governance form offering the greatest 
joint value from the set of feasible alternatives is the one se- 
lected in the alignment process.8 


Aligning Exchanges with Governance Forms 
in TCA 


We have noted that TCA characterizes exchanges along 
three critical attributes. Likewise, TCA clusters governance 
forms into three types. Although we could draw up long lists 
of the elements of each governance form, it is possible to 
summarize them compactly with reference to value creation 
and claiming. 

Market governance describes the rules of arm's-length 
market exchanges. One variant uses spot contracts. These 
afford each party considerable autonomy and latitude to 
form and break ties, thereby keeping incentives aligned with 
changing circumstances, which enhances the ability to take 


SOpportunism is self-interest seeking with guile. There are two 
distinct varieties of such behavior. First, parties may engage in be- 
havior that reduces their own cost, regardless of its effects on the 
total profits. Ап example is shirking behavior. Second, they may 
engage in behavior that imposes costs on their trading partner to 
force a more favorable rearrangement of the original terms of 
trade. Examples include “hold-up” threats and haggling. 

"Notice that ex post costs do not include sunk costs. 

п particular, we focus on Bakos and Brynjolfsson (1993), who 
provide a numerical illustration of the general model to demon- 
strate that reducing the number of suppliers improves joint value 
when suppliers are a more important source of specific invest- 
ments, and vice versa. 
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advantage of new opportunities (to create value). Value 
claiming depends entirely on the threat of loss of future 
business acting as the safeguard against opportunistic be- 
havior. Another variant of market governance relies on com- 
plex contingent contracts to define more specific burdens on 
the parties. Although this sharpens further the incentives for 
creating value, it suffers at the value claiming stage because 
these more precisely defined burdens cannot be verified eas- 
ily by third parties. 

Hierarchical governance describes the rules of internal- 
ized or vertically integrated exchange. In contrast to market 
governance, it suffers from lower-powered incentives for 
value creation but is not as vulnerable to opportunism at the 
value claiming stage. It relies on de facto ownership or con- 
trol over the relevant assets and activities to safeguard the 
claim to a person’s share of the value created. 

Relational governance includes a host of diverse forms 
that combine elements of the previous two types. Examples 
include franchising, partnering, and alliances. The unique 
aspect of relational governance is its reliance on mutual 
partner-specific investments, paired with implicit social 
norms to safeguard claims to shares of the value created. Al- 
though it is difficult to generalize across these diverse rela- 
tional governance forms, roughly speaking, their incentives 
for value creation are stronger than hierarchical governance 
but poorer than the high-powered incentives of market gov- 
ernance. Likewise, their value claiming properties are 
stronger than the tenuous safeguards afforded by market 
governance, but they are weaker than the safeguards of hi- 
erarchical governance. 

Each governance form is best aligned with particular ex- 
change attribute levels. Because the empirical work on the 
alignment between exchange attributes and governance or- 
ganizes itself according to the exchange attributes, we re- 
view extant findings in this fashion to disclose the utility of 
the core TCA model, as well its shortcomings for informing 
marketing strategy decisions. We rely heavily on Rind- 
fleisch and Heide’s (1997) recent review for summarizing 
the thrust of the empirical work. 


Securing specific investments. When partner-specific in- 
vestments offer the prospect of enhancing value creation, 
this poses a dilemma. On the one hand, there are ex post out- 
of-pocket costs from opportunistic behavior. On the other 
hand, scaling back these investments or forgoing the deal al- 
together involves ex ante opportunity costs. 

The parties are motivated to devise governance forms 
that possess sufficient safeguards to secure these valuable 
but vulnerable investments in order to get as close as possi- 
ble to joint value maximization. Although the empirical 
work on this particular prediction is quite significant and 
shows consistent support, virtually all the studies rely on a 
reduced-form version of the prediction; namely, the pres- 
ence of larger specific investments will be associated with 
stronger governance safeguards. Tests of this reduced-form 
prediction are not capable of corroborating the value maxi- 
mizing argument embedded in the prediction. Indeed, the 
reduced-form test suppresses the role of value maximization 
that is inherent in the preceding conceptual argument and in- 
vites counterarguments and confusion because the specific 


134 / Journal of Marketing, Special Issue 1999 


investments appear to be exogenous. The very reason for the 
specific investment is obscured. 

This contrast between the theory and the reduced-form 
test in the empirical studies confuses many readers and, in- 
deed, some of the critics. For example, Zajac and Olsen 
(1993, p. 132, emphasis added) aver that “transaction cost 
approach..., in neglecting the issue of joint value, can lead ... 
to faulty analysis.” Their position is clearly not consistent 
with the theory reviewed previously. 

A more complex alternative explanation is offered by 
the RBV? view of strategy. According to this view (e.g., 
Collis 1991; Ghoshal and Moran 1996), the robust empirical 
finding that specialized activities tend to be governed hier- 
archically (internalized) can be reinterpreted as follows: In- 
ternalizing an activity facilitates the deployment of more 
firm-specific skills, language, and routines against that ac- 
tivity. Therefore, the firm internalizes those activities (or 
competencies) that contribute to creating superior value. 
Furthermore, internalization protects them from imitation. 
Rather than market failure on account of transaction costs, it 
is the advantage of hierarchical governance forms over mar- 
ket governance in using specific skills for value creation that 
drives the decision to invest in more specific assets. As a 
strategic choice, firms expand (internalize) into areas that 
are adjacent to their existing (internalized) specific assets. 
Notice that this ignores the TCA emphasis on comparative 
analysis and does not ask whether such expansion might not 
be achieved by contractual means, such as licensing, rather 
than internal expansion. Parenthetically, we note that two re- 
cent tests of these competing explanations (Poppo and 
Zenger 1998; Silverman 1998) support the TCA causal 
process over the RBV argument. 

From a strategic marketing standpoint, TCA offers valu- 
able insight into the sticky factor of specific investments 
that is also implicated in the strategy models just reviewed. 
However, the shortcoming of the TCA work is that specific 
assets are not treated fully endogenously. Studying market- 
ing strategy decisions effectively requires that we endoge- 
nize specific investment decisions more explicitly. 


Facilitating adaptation to uncertainty. Often, parties to 
an exchange find that circumstances require them to change 
previously planned courses of actions and decisions involv- 
ing existing assets and/or abandon previous investments in 
favor of striking out in new directions.!0 As before, there is 
an opportunity cost of value not generated by a failure to 
adapt, as well as out-of-pocket costs of communication and 
haggling over revisions in these circumstances. 

То the extent that revisions can be foreseen or are small, 
it suffices to devise contingent contracts (i.e., do A if X oc- 
curs, do B if Y occurs), and alternative governance forms 
lose their significance. However, when these revisions are 
unforeseeable and expected to be large, contingent contract- 
ing is not feasible or is at least incomplete. Given noncon- 


9"Knowledge-based" and "resource-based" are used inter- 
changeably in the strategy literature. 

10We stress that both revisions of effort and obsolescence of in- 
vestments are at issue. 


tractability, governance forms must be devised to align with 
revision and/or exit needs. 

Specifically, the likelihood of obsolescence of previous 
investments calls for governance forms that facilitate faster 
abandonment, whereas a greater need to revise effort calls 
for governance forms that facilitate faster revision. Again, 
observe that the alignment is undertaken to ensure value 
maximization (accomplished through transaction cost mini- 
mization). This argument also is found most clearly in the 
formalized models that are emerging. For example, Werner- 
felt (1997) develops a model in which value is maximized 
by aligning hierarchical governance forms with exchanges 
in which frequent or diverse changes are very important. 

A large number of empirical studies exist on this matter. 
They are largely corroborative (see Rindfleisch and Heide 
1997), but they all test two reduced-form predictions; that is, 
faster obsolescence is associated with shorter duration mar- 
ket governance forms, whereas greater revisions of effort 
are associated with longer duration relational governance 
forms. These reduced-form tests cannot distinguish the op- 
portunity cost of the forgone value of a failure to adapt from 
the out-of-pocket costs of haggling. Even those rare studies 
that attempt to measure transaction costs inevitably track 
only the out-of-pocket costs (e.g., Noordewier, John, and 
Nevin 1990). The value creation aspects again are obscured. 

From a strategic marketing standpoint, TCA offers in- 
sight into effective ways to create and claim value in uncer- 
tain environments, but as previously, this is not treated as a 
fully endogenous choice. Choices about served markets af- 
fect the need to revise and exit, yet this choice is never ac- 
counted for. This gap is reminiscent of the organizational 
theory literature linking structure to environmental uncer- 
tainty that likewise failed to account for the possibility that 
firms consciously may choose to avoid or accept uncertain- 
ty by selecting their task environment. Thus, the GVA mod- 
el must endogenize the uncertainty that arises from strategic 
choices about markets and customers. 


Accommodating performance measurement difficulties. 
It is fundamental to market governance that the parties to an 
exchange measure value given and received. Absent effec- 
tive measurement, the high-powered incentives of market 
governance fail. We define performance measurement diffi- 
culty as the degree to which the value of an actor’s contri- 
bution is not verifiable by ex post inspection of output. 

Performance measurement difficulties entail a reduction 
in value creation in two respects. First, there is an opportu- 
nity cost of the failure to identify and motivate the right ef- 
fort (ie. misdirected effort). Second, there are 
out-of-pocket costs of shirking (i.e., insufficient effort) as- 
sociated with monitoring, enforcement, and termination. 

In TCA, exchange parties are motivated to devise gov- 
ernance forms that accommodate measurement difficulties 
commensurate with value creating activities. Absent such 
governance forms, the parties must either shift to alternative 
activity sets that generate lower value but are easier to mea- 
sure or incur large out-of-pocket costs. Notice, however, it is 
not the pursuit of performance measurement (or the mini- 
mization of these costs) per se that matters but the pursuit of 
value through adequate measurement. 


Again, it is the reduced-form prediction that is tested in 
the empirical work; namely, performance measurement dif- 
ficulties are associated with more hierarchical governance 
forms. Rindfleisch and Heide's (1997) review finds strong 
support; however, such support cannot distinguish the op- 
portunity costs of misdirection from the out-of-pocket costs 
of shirking. The language in these studies focuses almost ex- 
clusively on the costs of monitoring and ignores the oppor- 
tunity cost of forgone trade and value creation. 

From a strategy standpoint, the challenge is clear. 
Strategic choices about markets and products profoundly af- 
fect the level of measurement difficulties. As previously not- 
ed, firms do not pursue minimization of performance 
measurement difficulties per se. They choose a level of per- 
formance measurement difficulty that maximizes value, giv- 
en their strategic choices of markets and products. Thus, to 
address these matters, the GVA model must link firms’ 
choices to performance measurement difficulties explicitly. 


Summary. Three points emerge from our brief review. 
First, the empirical work lends support to the robustness of 
the core TCA model. This gives us confidence to use it as a 
foundation. Second, value maximization is integral to TCA. 
Unfortunately, the tests of reduced-form predictions draw 
attention only to the out-of-pocket costs of inefficient ex- 
change (the friction costs), which creates the impression that 
TCA has a single-minded obsession with cost minimization. 
This is unfounded. Third and most important, the effects of 
strategic choices and heterogeneous resources of firms on 
the alignment of exchange with governance are conspicu- 
ously absent in the standard TCA model. Our expanded 
framework redresses these imbalances. 


The Governance Value Analysis 
Model 


Basic Structure 


In Figure 1, we show that the GVA model consists of four 
core constructs. It begins with the familiar constructs from 
the TCA model reviewed previously (i.e., attributes of ex- 
change and governance form) and incorporates two addi- 
tional constructs, positioning and resources. 

Positioning is defined as the particular bundle of bene- 
fits selected by the firm to be created and delivered to the 
target customer. Popularly called the "value proposition," 
this benefit-target pair is arguably the most fundamental de- 
cision in setting a marketing strategy. Given the plethora of 
positioning strategies, it is not possible to generate a catego- 
rization of generic positioning possibilities. Instead, we use 
the multiattribute benefit space model, familiar to mar- 
keters, to characterize positions. Thus, we talk about high 
performance (or ease of use) as a position. 

Resources are defined as the scarce and imperfectly mo- 
bile skills or assets owned by a party to an exchange. Previ- 
ous research efforts to catalog these resources are 
remarkably similar in the categories identified. For example, 
Day and Wensley's (1988) list can be categorized into man- 
ufacturing (engineering and design skills, availability of as- 
sembly lines, and so on), channel marketing (breadth of 
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FIGURE 1 
Governance Value Analysis Model 
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coverage, sales force skills, cooperative linkages within the 
channel, and so on), and end-customer marketing (branding, 
level of advertising expenditure, level of service provided) 
capabilities. Simon and Sullivan (1993) organize them into 
technological (patents, trademarks, research and develop- 
ment, knowledge), marketing (brand equity, advertising), 
and industry (market structure, capital intensity) factors. Us- 
ing these efforts as a basis, we categorize resources into (1) 
technological, including unique equipment, processes, and 
patents; (2) end-customer, including brand equity, customer 
loyalty, switching costs, and market share; and (3) supply 
chain (channel), derived from extant relationships with trad- 
ing partners and including trust and goodwill of channel 
partners. We note that our categorization is by no means de- 
finitive but rather provides a useful point of departure for 
our discussion. For our purposes, it is sufficient that the 
three resource categories are qualitatively different in their 
impact on value creation and claiming. Technological re- 
sources give the firm access to superior production and 
quality, which reduces the cost of delivering customer ben- 
efits and enables a firm to claim value through uniqueness 
and scarcity of the product. End-customer resources give the 
firm access to positions that are more highly desired by end 
customers and insulate the value of these positions from 
competitive erosion. Finally, supply chain resources give the 
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firms access to superior partners, which is critical when 
complementary components come together to create and de- 
liver customer benefits. 

Our core thesis is that the four constructs in GVA influ- 
ence one another mutually. Put differently, the “best” strate- 
gic choice is the positioning option that is best matched to 
the resource position of the firm, the exchange attribute lev- 
els, and the governance forms deployed to manage its sup- 
ply chain and end-customer exchanges. The real value of the 
model lies in the explication of specific value maximizing 
matching rules. However, we refrain from articulating an 
overall global prescription for strategy similar to the one de- 
scribed in Nickerson’s (1997) TCA model of strategy. We do 
not view the firm as making one giant transaction and 
matching it to a single governance structure.!! Instead, GVA 
is a middle-range model that addresses individual marketing 
strategy choices in individual product markets. Firms make 
many such choices at different points in time, but these in- 
dividual strategy decisions are tied together because the re- 
sources of the firm transcend these individual situations. 
Resources typically operate at the strategic business unit 
(SBU) or higher (firm) level, whereas positioning operates 
at the product market level within an SBU. Attributes of the 


I! We thank an anonymous reviewer for this language. 


exchange operate at or even below the level of the product 
market (e.g., segment level), as does governance form. Con- 
sequently, GVA is a mixed-level model. 

As we noted previously, positioning, resources, ex- 
change attributes, and governance form are chosen simulta- 
neously and interactively, but this level of analysis is an 
impossibly complex matter to unpack, so we focus on a sub- 
set of the causal links. Although we recognize that position- 
ing and resources influence each other (Figure 1, #1), we 
organize our discussion into separate sections on positioning 
and resource effects.!2 

In the positioning section, we illustrate its direct influ- 
ence on exchange attributes (Figure 1, #2) and governance 
(Figure 1, #4), as well as on exchange—governance align- 
ment (Figure 1, #5). Likewise, in the resource section, we il- 
lustrate its direct influence on exchange attributes (Figure 1, 
#3) and governance (Figure 1, #6), as well as on ex- 
change-governance alignment (Figure 1, #5). We proceed 
by illustrating empirically refutable matching rules. When 
possible, we discuss supply chain and end-customer ex- 
changes separately because their governance form possibil- 
ities are markedly different. For example, vertical 
integration of an end customer by the firm is not a logically 
feasible option, whereas vertical integration is a fundamen- 
tal choice in supply chain exchanges. 


Positioning Effects 


Specific investments by supply chain partners. Suppose 
that an automobile firm were to position its products as high 
on reliability and fit/finish attributes. For example, Toyota's 
cars are often described in magazine reviews as exemplify- 
ing unexceptional designs and providing high reliability and 
excellent fit/finish. Whitney (1992) notes that high reliabil- 
ity and fit/finish require the firm to innovate on assembly 
processes because reliability depends greatly on the quality 
of assembly. It is critical to note that innovations in manu- 
facturing processes are much more specific to an assembly 
line than the components of an automobile, so the transac- 
tions between this firm and potential sources of these 
process innovations will need to be supported by high levels 
of specific investments. 

Another example is the airline marketplace. An airline 
positioned to offer seamless, end-to-end travel requires a 
hub-and-spoke operation, which involves making much 
greater specific investments than an airline that positions it- 
self to compete on a city-pair basis (Nickerson 1997). This 
occurs because hub assets are far less redeployable than 
planes and other airline assets.!3 





12Тћеге is a controversy about the mutual influence of resources 
and positioning: КВУ emphasizes the primacy of resources ın de- 
termining positioning, whereas Porter (1996) emphasizes the dis- 
cretion in making the positioning choice. We do not join this debate 
because no new theoretical leverage is afforded from the TCA per- 
spective on this matter. 

!3Indeed, the absence of specific investments by airlines in the 
prehub era gave regulators the confidence to deregulate airlines de- 
spite highly concentrated city-pair routes. Recent analysis points to 
the sunk costs of a hub as the principal competitive weapon and en- 
try-deterring device in the contemporary airline marketplace. 


We reiterate that these positions are endogenous choic- 
es. Thus, two firms competing in the same product market 
may choose different positions with different implications 
for attributes of their exchanges with supply chain partners. 
To return to the automobile example, one firm might роз1- 
tion itself on reliability, whereas a competing auto firm 
might select a high-performance position that deemphasizes 
reliability and fit/finish. A sports car manufacturer might use 
the latter position, which demands that the firm organize to 
use the best available technology and components from out- 
side sources. Its component suppliers must be persuaded to 
build higher performance components that are likely to be 
customized for the original equipment manufacturer 
(OEM). This requires specific investments in the OEM-sup- 
plier interface. In contrast, because its assembly processes 
need to be supported by fewer specific investments, the or- 
ganization of this part of its supply chain will be quite dif- 
ferent than the previous firm's. 

Whitney (1992) provides empirical evidence about the 
dramatic differences between General Motors (GM) and 
Toyota that is consistent with our argument. Toyota is high- 
ly vertically integrated into its manufacturing processes, in- 
cluding computer-aided design and manufacturing software 
and equipment such as machine tools and assembly robots, 
whereas GM is much less integrated in these aspects. This 
flows naturally from the need for Toyota's assembly and 
manufacturing processes to be supported by much higher 
levels of specific investments. The causal sequence is also , 
consistent with the idea that, even if GM desired to empha- 
size fit/finish, it would be less successful in realizing such a 
positioning choice unless its supply chain exchanges for in- 
frastructure items were realigned appropriately.14 


Specific investments by end customers. The influence of 
positioning on specific investments extends to the end- 
customer exchange as well. To illustrate, a key positioning 
decision 1n many high-tech markets pertains to compatibili- 
ty (or lack thereof) with competing products. Basically, 
firms must choose between a closed or proprietary position 
at one extreme and an open standard at the other extreme. 
With a completely proprietary position, a firm designs its 
product without any concern for interoperability with other 
competing and/or complementary products. Its interfaces 
are kept secret or patented. In contrast, strict adherence to an 
open standard requires firms to design their products in con- 
formance with performance and/or interface specifications 
that are openly available to everyone. 

These compatibility decisions vary across firms in the 
same market and are based on their respective technology 
and design choices and their differing ability to convert cus- 
tomers to their proprietary standard. To illustrate, Apple 
Computer chose to position itself in a proprietary (closed) 
standard versus the de facto open standard position chosen 
by IBM and its many subsequent clones (Wilson, Weiss, and 
John 1990). 





14Parenthetically, it is interesting to note that this is a role rever- 
sal for these two firms from their better known differences in com- 
ponent purchasing. Here, GM is much more vertically integrated 
than Toyota's famed subcontractor network (keiretsu). 
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When a firm chooses a proprietary position, its end cus- 
tomers’ expenditures in people, processes, and equipment to 
support and use the product become vendor-specific invest- 
ments. Expenditures of the same magnitude are much less 
vendor-specific when the seller chooses an open standard 
position. To observe this, compare an end customer’s in- 
vestment in Apple-specific software and peripherals that 
cannot be used with any other vendor’s computers, unlike 
software and peripherals that can be moved from one ven- 
dor’s IBM-compatible machine to another. 

The familiar TCA safeguarding principle applies with 
full force here: Proprietary positions require stronger safe- 
guards for customers’ investments. For example, stronger 
commitments by the vendor may be needed to reassure cus- 
tomers that spares and support for peripherals and products 
will continue even after the particular item is no longer sold. 
In contrast, these matters can be left to third parties for open 
standard products. This illustrates an important trade-off. 
Because the stronger commitments are costlier governance 
forms, the proprietary position that necessitates them is on- 
ly worthwhile if the position delivers a much higher level of 
benefits to customers. Thus, Apple computers must deliver 
greater levels of desired attributes compared with IBM com- 
patibles to support their more complex and costlier customer 
governance forms. 

To summarize, positions emphasizing process-derived 
attributes such as reliability and more proprietary locations 
require greater specific investments by supply chain part- 
ners and end customers, respectively (Figure 1, #2). Gover- 
nance forms must be aligned with these investment needs 
(Figure 1, #5), or competitive disadvantages will follow 
predictably. 

The second critical exchange attribute in GVA is uncer- 
tainty in exit and revision respects. Positioning choices af- 
fect the uncertainty attribute of supply chain exchanges, as 
well as end-customer exchanges (Figure 1, 42). They also 
influence governance choice directly (Figure 1, #4) and in- 
directly (Figure 1, #5). We turn to these effects next. 


Uncertainty in supply chains. The cola market has been 
characterized in recent years by greatly increased promo- 
tional campaigns by the two market share leaders. Constant- 
ly changing advertising campaigns by Coca-Cola and Pepsi 
that are tightly coordinated with complex promotional cal- 
endars stand in contrast to those by smaller firms that have 
engaged in far fewer campaigns and less complex promo- 
tional calendars. In short, Coke and Pepsi are positioned as 
heavily promoted brands. Although their list prices typical- 
ly exceed those of the smaller share brands, their promo- 
tional efforts ensure that one of the two leaders is available 
at a promoted price at virtually any given time in a store. 

These intense marketing activities have increased the 
need for the leaders' supply chain exchanges to be prepared 
to revise coordinated actions often and adapt quickly rela- 
tive to their smaller competitors. Muris, Scheffman, and 
Spiller (1992) argue that the ongoing buyout of independent 
bottlers by the two market share leaders represents a shift in 
governance form to align better with the shift in positioning. 
They estimate that the two firms currently own or have an 
equity interest in bottling operations that account for ap- 
proximately two-thirds of their volume. The standard TCA 
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prescription of increased hierarchical governance in re- 
sponse to greater adaptation requirements accounts for this 
shift. Notice that if the smaller share firms also chose to in- 
crease their promotional marketing intensity, they too would 
need to realign their governance forms. However, these 
smaller firms are disadvantaged because the economies of 
scale in bottling preclude them from using captive bottlers 
as a governance form. 

An historical anomaly in this market pinpoints the com- 
petitive advantage of aligning positioning with appropriate 
governance forms. Although Coke and Pepsi have virtually 
identical marketing systems for bottled and canned soft 
drinks, their systems are quite different in the fountain mar- 
ket. Coke historically has employed a vertically integrated 
system for fountain sales, whereas Pepsi's independent bot- 
tlers have enjoyed perpetual exclusive franchises. If adapta- 
tion needs have increased because of the positioning shifts, 
we would expect that Pepsi increasingly would be disad- 
vantaged in the fountain market because of its reliance on a 
less well-aligned governance form (independent bottlers). 
This disadvantage is magnified because fountain customers 
such as fast-food restaurants often cross bottler territory 
boundaries, and coordinating multiple bottlers to service 
such national accounts is difficult. 

The market share differences are remarkable. Pepsi has 
caught up with Coke in the bottled and canned market, but 
Coke continues to enjoy a huge market share advantage in 
the fountain market. We conclude this is due to its continu- 
ing advantage in governance form.15 

To summarize, positioning decisions targeting multi- 
site, national account end customers and emphasizing high- 
frequency promotional calendars require facilitating higher 
levels of adaptation (Figure 1, #2) by the partners in the 
supply chain compared with their competitors. Governance 
mechanisms must be aligned with these adaptation needs 
(Figure 1, #5), or competitive disadvantages will follow 
predictably. 


Performance measurement of supply chain partners. The 
third and final critical exchange attribute in GVA is the per- 
formance measurement dimension. The ability of the parties 
to measure the benefits and cost of each other's contribu- 
tions varies enormously across different positions (Figure 1, 
#2). We identify two pervasive measurement issues linked 
to positioning choices. First, cost reduction efforts in supply 
chains pose far fewer measurement problems than do bene- 
fit enhancement efforts. Second, costs are far more verifi- 
able than benefits, because the latter is often in the eye of the 
beholder. 

For example, Lincoln Electric positions itself as a high- 
end supplier of welding and related equipment. Many low- 
er-priced providers offer functionally similar equipment. АЛ 
of these products can perform the minimal task expected of 
them, and this capability is readily measurable. In contrast, 
the high-end positioning of Lincoln Electric emphasizes less 
verifiable attributes such as more reliable operation and bet- 
ter quality. Lincoln transforms these benefits into a cost- 





15Alternative explanations abound for individual case histories. 
We posed this explanation to a senior Pepsi executive who insisted 
that the fountain market was not profitable anyway to either firm. 


reduction position in the following way: Instead of the sim- 
ple equipment sales contract normally used in this market, 
Lincoln uses a complex capitation program called “Guaran- 
teed Cost Reduction.” !6 Its field engineers first audit a cus- 
tomer site and develop a target cost for welding operations. 
Lincoln then offers to install and service the required equip- 
ment, with its revenues tied to attaining and beating these 
targeted costs. Similar performance contracts are emerging 
in a variety of settings, ranging from management consult- 
ing firms to third-party logistics vendors. From a GVA 
standpoint, such contracts as more valuable to competitors 
positioned at the high end, as Lincoln Electric is. 

Many contemporary procurement practices, such as just- 
in-time, efficient consumer response, and early supplier in- 
volvement, offer business customers the promise of 
lowering their cost of doing business as well as increasing 
their revenue stream (value enhancement). We conjecture 
that the relatively easier task of measuring cost reductions 
leads the participants in these initiatives to emphasize this 
aspect, often at the expense of larger but more nebulous val- 
ue enhancing effects. From a GVA standpoint, large strate- 
gic gains are available to marketers that can convert these 
value enhancement promises creatively into measurable 
outcomes. 


Performance measurement by end customers. Sellers po- 
sition themselves at various locations ın multiattribute ben- 
efit space. Positions at low levels of the attribute dimensions 
in such spaces pose fewer measurement problems than high- 
end positions. Verifiable performance, certification, and 
standards are all more robust at the low threshold level of an 
attribute. 

End customers' difficulties in measuring benefits re- 
ceived for high-end product positions can be found in the lit- 
erature spurred by Klein and Leffler's (1981) model. They 
show that a particular market governance form aligns well 
with positions that involve substantial levels of nonverifi- 
able product attributes. Briefly, brand expenditures in con- 
junction with a price premium constitute a market 
governance form that safeguards buyers against quality de- 
basement by the supplier. From a GVA standpoint, it is cru- 
cial to note that the amount of nonverifiable attributes is 
minimal at some threshold level of the attribute(s) and in- 
creases with positions at higher levels. Positioning at the 
baseline level of such an attribute or close to it does not re- 
quire as much spending on brands and price premiums to 
create and deliver value to the customer compared with the 
crucial role of these costly governance forms for firms posi- 
tioned far above the baseline. Quantitatively, the cost of the 
governance form increases dramatically (nonlinearly) as we 
move away from the verifiable (enforceable) baseline (Klein 
and Leffler 1981). 

The ОМА model draws some further implications about 
this market governance form. One implication is that any 
given brand is only credible in a certain price range and a 
corresponding range of the unverifiable attribute. This is 
consistent with the price bands observed ın retail store as- 
sortments. Another implication is that multiple brands with- 


l6These details are taken from а 1996 Lincoln Electric market- 
ing brochure titled “Guaranteed Cost Reduction.” 


in a corporate umbrella are needed to implement multiple 
price tiers. 

To summarize, positions emphasizing end-customer 
benefits require greater accommodation of performance 
measurement difficulties than end-customer cost reduction 
(Figure 1, #2). These difficulties are magnified for positions 
located at higher levels of the end-customer attribute(s) in 
question. Governance mechanisms must be aligned with 
these measurement problems (Figure 1, #5), or strategic dis- 
advantages predictably will follow. 


Resource Effects 


Technology resources. Access to superior technology is 
often the basis for positioning products. Such a position is 
immensely valuable in markets in which the technology 
differences are material to the performance of the product. 
According to GVA, firms that employ their superior techni- 
cal resources to position themselves as state-of-the-art sup- 
pliers face more severe adaptation challenges (Figure 1, #3) 
compared with firms positioned as low-cost suppliers. To 
create the value from their intended position, the gover- 
nance forms chosen by these firms (Figure 1, #5) should 
vary accordingly. 

To illustrate, consider technology-intensive capital equip- 
ment markets in which superior technology is the key resource 
for sustaining profitability. Firms that position themselves as 
state-of-the-art suppliers in these markets often find they need 
to incorporate frequent engineering changes and upgrades to 
the installed base of equipment at customer sites. Why? 

Because capital equipment is relatively long-lived, signif- 
icant technology advances occur within the economic life of 
a particular generation or version of equipment. Existing cus- 
tomers would be disadvantaged if technology developments 
were embodied in the newest models only and the installed 
base was left unchanged. Such developments are relatively 
less frequent for firms that position themselves as low-cost 
providers of capital equipment for two reasons. First, their 
pace of innovation is slower. Second, it is expensive to main- 
tain the service staff to perform the field upgrades, and their 
low-cost position does not lend itself to such a strategy. 

Our expectation of greater adaptation needs conforms to 
Masten and Synder’s (1993) reanalysis of the famous Unit- 
ed Shoe antitrust case. Using court documents, they studied 
the use of leasing versus selling from a governance perspec- 
tive. Leasing aligns better with more severe adaptation prob- 
lems, because the retention of ownership by the supplier 
gives it the hierarchical authority to implement field up- 
grades. Consistent with this governance argument, their da- 
ta show that state-of-the-art suppliers such as United Shoe 
tend to lease their shoemaking equipment. In contrast, its 
low-cost competitors invariably sell their machines outright. 
The data also show that United Shoe machines were up- 
graded much more frequently. A more fine-grained predic- 
tion also is supported in this data. Adaptation needs are most 
severe for the most complex machines sold by the state-of- 
the-art suppliers because their technology advances are most 
frequent. Accordingly, state-of-the-art suppliers lease only 
their more complex, technically advanced machines. 

The positioning of IBM as a state-of-the-art vendor in 
the mainframe market also illustrates this effect. Its selling 
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strategy in the mainframe market was characterized histori- 
cally by a strong reliance on leasing. Field upgrades of soft- 
ware and hardware improvements commonly were 
undertaken across the entire installed leased base. In the 
1980s, IBM departed from this strategy, supposedly because 
of its high cost. This coincided with fewer field upgrades 
and more difficulty in getting new technology to market, 
which were attributed by knowledgeable observers to the 
problem of convincing owners of expensive mainframes to 
budget for frequent upgrades. Recently, there has been a 
shift back toward leasing.!7 

To summarize, state-of-the-art technology resource— 
based positions increase adaptation demands (Figure 1, #3) 
and subsequently the governance form (Figure 1, #5). 


End-customer resources: Brand equity. Recall that end- 
customer resources describe those factors that give a firm 
access to positions that appeal more highly to customers. 
Brand equity is such a resource. It increases the appeal of a 
firm’s product such that customers are willing to pay a high- 
er price for the branded product. Firms in the same market 
vary in their brand equity, and higher margins earned by one 
brand compared with other brands in the same category are 
a good indication of its greater brand equity. 

The GVA model argues that brand equity influences 
governance directly (Figure 1, #6). Specifically, stronger 
brands are less able to use relational governance forms with 
suppliers, whereas weaker brands are more capable of using 
it. Conversely, stronger brands are more able to use market 
governance, whereas weaker brands are handicapped in us- 
ing it. We illustrate these principles next. 

Suppose that specific investments!8 are required to sup- 
port the development and manufacture of a component sup- 
plied to an OEM. As per standard TCA reasoning, these 
specific investments must be secured with appropriate gov- 
ernance forms (Figure 1, #5). In many cases, the preferred 
governance form consists of relational ties. Why is the abil- 
ity to secure investments with relational governance poor- 
er when the OEM has larger margins in the downstream 
market? 

The downstream appeal of the OEM's product is a func- 
tion of the appeal of the focal component, as well as the at- 
tractiveness of the rest of the product, including OEM brand 
equity. When the OEM has greater brand equity and the item 
is tailored to the OEM, customer appeal is enhanced and 
there is superior value creation. However, such an OEM is 
in a more vulnerable position at the value claiming stage. All 
the margins earned by the downstream product, including 
those generated by the OEM's own brand appeal, and unre- 
lated to the activities of the supplier are nevertheless “оп the 
table." They become subject to the bargaining process in re- 
lational governance that determines the value claimed. No- 
tice that in the limit, if the OEM were to earn only 
competitive returns, the bargaining only would occur over 
the joint value created in the exchange because there would 
be no additional margins on the table. 


Та account is derived from two personal interviews with 
marketers with long experience in the mainframe industry. 

\8The same argument would hold for adaptation and measure- 
ment, the other two drivers, as well. 
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More precisely, the problem is that the incremental val- 
ue to be split between the parties (п; — по) should consist 
ideally of the value generated from the exchange-specific 
activities. It should not include value generated from other 
resources such as brand equity. Unfortunately, these are 
commingled, to the detriment of the party with the greater 
brand equity. One party cannot appeal to ex ante bargaining 
power to solve this problem because ex post bargaining 
power is what matters in TCA. Ex post bargaining power is 
reduced as brand equity increases, as was shown previously. 

As always, if contingent contracts were feasible, the 
OEM could “seal off" these other unrelated margins. Firm, 
fixed prices are one such means. This is unrealistic because 
relational governance would not be considered in the first 
place if such contracts sufficed. In summary, relational gov- 
ernance forms available to weaker brand equity OEMs аге 
unavailable to stronger brand equity OEMs. In effect, the 
latter firms fear their downstream profits will be siphoned 
away if they develop close ties with suppliers. Helper and 
Levine (1992) first drew attention to this trade-off and con- 
tended it explained why a firm such as Chrysler, with rela- 
tively smaller margins, was quicker to adopt closer, value 
enhancing keiretsulike ties with its suppliers compared with 
stronger brands such as GM and Ford. 

As a corollary, OEM buyers with stronger brands profit 
from using a larger number of competing component sup- 
pliers compared with a weaker OEM, all else being equal. 
Why? Observe that the importance of the suppliers' partner- 
specific investments relative to the importance of the OEM 
brand asset increases with weaker brands, all else being 
equal. Reducing the number of competing suppliers gives 
each remaining supplier a better bargaining position with 
which to secure their investments. Offering such security to 
induce these investments is more valuable to an OEM buy- 
er with a relatively weak brand. Thus, such firms shrink the 
number of vendors more aggressively than firms with 
stronger brand equity. 

In contrast to the disabling effect of brand equity on re- 
lational governance, GVA contends that it has an enabling 
effect on market governance. Suppose that end customers 
need to make vendor-specific investments to use a firm's 
products more effectively. For example, a customer might 
build a library of training videos in a single proprietary for- 
mat (e.g., the U-Matic video format) that might reduce their 
training and maintenance costs. In this scenario, the cus- 
tomers' investments must be secured against lock-in haz- 
ards. Otherwise, at the margin, some customers will scale 
back or forgo such investments, with the familiar conse- 
quence that some value creation opportunities are lost and 
overall sales are reduced. 

Previous TCA analysis (e.g., Dutta and John 1995) 
shows that such customer investments can be secured with a 
particular market governance form called "second- 
sourcing." Here, the focal firm licenses its proprietary for- 
mat free of royalties (or at nominal cost) to other competing 
firms.!9 The "invited" competition between the licensor and 





'9Thus is distinguished from the act of licensing out technology 
or other intellectual property for a revenue stream of license fees. 


second-source licensee safeguards the customer’s value сге- 
ating investments. 

This is a mixed blessing. Plainly, such invited competi- 
tion can wipe out profits to both firms. From a GVA stand- 
point, the potential value creation from second-sourcing 
must be balanced with a concern for claiming value with 
second-source competition. As it turns out, this balancing of 
tensions favors parties with greater brand equity in the use 
of this governance form. 

Specifically, if the originating firm does not have suffi- 
cient brand equity (or other unique technical features) to dif- 
ferentiate itself after compatible products from the 
second-source have appeared, the value created by second- 
sourcing will be claimed almost totally by the user commu- 
nity. Xerox in the Ethernet market, IBM in the personal 
computer market, and AT&T in the UNIX market illustrate 
this effect. In each case, the additional value created for 
users was huge, as was evidenced by the enormous size of 
the markets created (Varian and Shapiro 1998). Neverthe- 
less, little value was claimed by the firms that created the de 
facto standards (and “invited” competition from clones) to 
grow these markets. Put differently, strongly differentiated 
firms are more likely to be able to employ this market gov- 
ernance form profitably. 

A related balancing effect between value creation and 
claiming occurs when the core item per se is valued highly 
by its customers. Here, lock-in hazards deter only a small 
number of potential customers. In these circumstances, the 
focal firm might forgo the additional value created from sec- 
ond-sourcing to claim a larger piece of a slightly smaller- 
sized value pie. Sony’s experience with the Beta tape format 
is a good example. This proprietary format succeeded in the 
professional marketplace because of its highly valued posi- 
tion in these customers’ eyes, despite the insecurity of their 
investments. In contrast, Beta was overwhelmed in the con- 
sumer market by the “clones” adhering to the VHS standard. 
The intrinsic superiority of the Beta format over VHS was 
not of sufficient value to casual consumers to offset the an- 
cillary benefit of a greater number of prerecorded movies 
expected in the de facto standard VHS format. 

To summarize, the brand equity of a firm influences the 
governance form in very direct ways (Figure 1, #6). Stronger 
brand equity makes it less feasible to exploit value creating 
opportunities that require relational governance forms but 
more feasible to exploit value creating opportunities that re- 
quire securing investments with market governance. 


End-customer resources: Market share. The market 
share of a firm is a prominent source of heterogeneity across 
competitors in virtually every market, and any model pur- 
porting to inform strategic decisions should be capable of 
analyzing market share effects. The GVA model carries the 
same burden, and we turn to this task next. Two size-related 
effects can be isolated that are principally applicable to sup- 
ply chain exchanges. 

Williamson (1989) provides an early TCA treatment of 
size effects. Assuming some economies of scale in produc- 
tion in an industry, he reasons that larger competitors are 
more able to use hierarchical governance forms at lower lev- 
els of specific investment compared with smaller competi- 
tors (Figure 1, #6). His logic is that the larger competitors 


sacrifice fewer scale efficiencies from internal production, 
so they are better able to use this safeguard to secure specif- 
ic investments (or to adapt to uncertainties or better measure 
performance). 

A related effect of size is that hierarchical governance 
forms are less feasible for smaller firms, on account of set- 
up costs. The classic marketing example is the minimum 
level of sales needed to support the setup costs of a compa- 
ny sales force. Therefore, smaller-share firms often must 
rely on independent representatives. Using the GVA model, 
we conclude that smaller firms that are unable to use the hi- 
erarchical governance form should reengineer activities to 
scale back the specific investments required to realize their 
selected роѕійоп.20 Otherwise, their disadvantages are 
magnified. 

For example, smaller industrial firms might redesign 
their products to deemphasize company-specific tooling and 
parts needed to fix them. Similarly, smaller-share consumer 
packaged goods firms that rely on independent brokers 
might use fewer nonprice in-store promotions than their 
larger competitors with company sales forces. Otherwise, 
the lower capability of their market governance forms to 
provide sufficient safeguards will create insufficient invest- 
ments by their partners and diminish their ability to realize 
a selected position. 

To summarize, smaller market share firms face greater 
constraints in using hierarchical governance but no special 
constraints with market and relational governance (Figure 
1, #6). 


Supply chain resources: Sales force. Selling resources 
such as a sales force are among the stickiest and least mo- 
bile of a firm’s resources because the sales force’s knowl- 
edge and ties to customers accrue over time. As such, they 
are highly path-dependent. A firm’s choices are constrained 
at one point in time, and in turn, this exerts an influence on 
its choices in subsequent periods. The principal source of 
this resource effect lies in the cost of switching from one 
governance form to another if and when changed conditions 
warrant a switch (Figure 1, #6). This can be advantageous or 
disadvantageous. 

Many product lines begin at a small volume, and thus, a 
firm may be forced to use an independent representative 
force initially. Weiss and Anderson (1992) show that firms 
sometimes do not switch to company sales forces, even 
when they believe a company sales force is better aligned 
with the transaction costs drivers. They continue to use the 
original representative system because of anticipated 
switchover costs. Terminated representatives may retaliate 
by disparaging their new products and spreading the notion 
the firm is untrustworthy. 

In a case study of a leading implantable medical device 
firm, we found that this firm historically used independent 
representatives to influence surgeons’ choices. Although 
surgeons had a strong influence on the purchase, they were 
not particularly skilled in the electronics and programming 
aspects of these devices. They relied on these representa- 
tives to be their trusted gateway into the firm’s technical 


20Alternatively, smaller firms can turn to relational governance 
to “simulate” hierarchical governance but without the setup costs. 
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personnel. This is a high-cost selling approach, with which 
these representatives earned hundreds of thousands of dol- 
lars. In recent years, cost-conscious health plans and hospi- 
tals have moved to a committee-oriented approach to buying 
these products. The surgeons’ preferences no longer dictate 
matters. Multifunctional sales teams are more effective at 
selling to these buying committees. 

However, switching to these sales teams is complicated 
because the representatives object to the erosion of their in- 
fluence and can credibly threaten to leave and take a con- 
siderable volume of sales with them. Therefore, many of the 
largest firms have not switched to the more appropriate gov- 
егпапсе form. This places them at a competitive disadvan- 
tage to newer entrants that are not faced with these 
switchover costs. 


Supply chain resources: Vertical control. A firm’s abili- 
ty to control a large number of downstream partners in a 
supply chain is a valuable resource because it enables the 
firm to implement systemwide changes rapidly in response 
to market conditions. Franchise chains can acquire this ver- 
tical control resource by offering margins greater than the 
opportunity cost of capital to their downstream channel part- 
ners. For example, Kaufmann and Lafontaine (1994) docu- 
ment substantial (hundreds of thousands of dollars per 
outlet) ex ante premiums2! earned by McDonald’s fran- 
chisees. By allowing franchisees to earn and keep ex ante 
premiums, a franchiser gets the franchisee to cede control. 
Wealth-constrained franchisees are motivated to cooperate 
because of the capital loss they would sustain if terminated. 
These premiums generate the vertical control resource. 

In a twist on the usual advantages that accrue to early en- 
trants, maintaining vertical control poses a greater challenge 
to older franchise chains compared with newer entrants. 
Older chains face a potential erosion of this resource when 
their initial franchisees retire and sell to new owners at mar- 
ket value. The new franchisees earn smaller (or no) premi- 
ums because they paid a fully capitalized market price for 
the expected stream of earnings. In turn, this makes them 
less receptive to rapid changes in marketing efforts by the 
franchiser. Two strategic directions are implicated. Older 
franchise chains might simply scale back coordinated, 
chainwide promotional activities. This is unattractive be- 
cause it undercuts the fundamental value creating rationale 
behind franchise chains. A more appealing direction is to 
buy back franchises at market value and refranchise them at 
less than the market clearing level. This should generate 
queues for franchises, which is not uncommon for success- 
ful chains. Although casual empiricism suggests this occurs 
in some older franchise chains, it cries out for systematic 
empirical work. 

To summarize, channel resources impose path-depen- 
dent constraints on governance form choices (Figure 1, #6). 


21Note that ex ante premiums are different than the ex post pre- 
miums featured in Klein and Leffler’s (1981) approach. The former 
are “real” profits greater than the cost of capital, whereas the latter 
are follow-up period “quasi” profits greater than capital costs that 
only make up for early period negative returns. 
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Discussion and Conclusion 


Motivating Further Research 


Although the study of many marketing phenomena has been 
influenced profoundly by TCA, its utility for informing mar- 
keting strategy analysis has been questioned. We have pre- 
sented an extension to the core model by developing the 
interactions between the creation and claiming of value and 
disclosing the influence of positioning and resources on the 
choice of governance forms. Using our GVA model, we 
have addressed hitherto unanswered questions raised by 
critics. For example, we show that firms in the same indus- 
try use different approaches to bring products to market be- 
cause of their resource differences. Similarly, we show that 
different positioning choices across firms profoundly influ- 
ence the design of their supply chain and end-customer gov- 
егпапсе forms. We illustrate our conceptual arguments 
largely through anecdotal examples because of the lack of 
systematic empirical work on these issues. To encourage 
such work, we have stated several refutable implications in 
the form of summary statements throughout the article and 
trust that empirical researchers will find them useful. 


GVA Blueprint for Strategic Marketing Decisions 


In Figure 1, we depict the complete set of links that must be 
assessed simultaneously in the GVA model. It is impossibly 
complex to evaluate all of these tensions simultaneously in 
the real world. What should a manager make of this com- 
plexity? One reaction is to reject it in favor of tried-and-true 
approaches to marketing strategy decisions, such as key suc- 
cess factors; strength, weakness, opportunity, and threat 
analysis; and so on. Our goal is to close this endemic gap be- 
tween contemporary thinking in the literature (research or- 
thodoxy, as it were) and the approaches that dominate 
practice (practice orthodoxy, as it were). To this end, we of- 
fer a staged decision process that captures the spirit of the 
comprehensive GVA modei but simplifies it to a consider- 
able degree. 

In Figure 2, we outline the sequence of steps involved. It 
is important to note that the starting point is merely a con- 
venience because the full model treats all four constructs as 
fully endogenous. In principle, we could start at any point in 
the process, loop through the stages, and converge on the 
same results. 

Step 0 begins the process with an identification of 
prospective positions in multiattribute space. We offer no al- 
gorithm for identifying prospective positions. А useful 
heuristic from the RBV literature involves starting from ex- 
isting resources and positions and seeking out adjacent po- 
sitions at which these resources might be leveraged 
advantageously. This must be tempered with an assessment 
of the presence of customers who desire products located at 
these adjacent positions. 

Regardless of the search process, there should be only a 
few viable strategic positions that emerge after we apply the 
commitment-intensity criterion to purge those positions that 
do not involve difficult-to-reverse aspects. We reiterate that 
this process of identifying prospective strategic positions is 
not intended to be the kind of exhaustive search over the en- 
tire multiattribute space that is featured in optimization 


FIGURE 2 
GVA Blueprint for Marketing Strategy Decision Making 
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models of product positioning. When the few promising po- vestments, uncertainty, and performance measurement diffi- 
sitions have been identified, a rigorous assessment of each is culties). To do this, the investments and activities required to 
undertaken, as follows. realize the position must be specified. 

In Step 1, we identify the impact of the prospective po- In Step 2, we tentatively identify the governance form 
sition on the three critical exchange attributes (specific in- that aligns with the investments and activities previously 
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identified. То do this, we apply the three traditional TCA 
rules: Are intended investments sufficiently secured? Is 
necessary adaptation facilitated? Is performance ambiguity 
accommodated? 

In Step 3, we identify the customer, technological, and 
channel resources of each partner. To do this, we apply the 
RBV principle that these resources must be sticky, scarce, 
and appropriable in the context of the governance form at 
hand. 

In Step 4, we modify the tentative choice of governance 
from Step 2 to arrive at a revised choice of governance form. 
To do this, we match up the resources identified in Step 3 
against the tentative governance choice to assess whether 
modifications are necessary. Modifications are disclosed by 
applying the constraints imposed by resource differences on 
governance form choices (e.g., strong brand equity disables 
relational forms but facilitates market governance, state-of- 
the-art technology increases adaptation demands, channel 
resources impose path-dependent constraints). 

In Step 5, we check whether the investments and activi- 
ties specified in Step 1 to realize the selected position will 
be implemented, given the modified governance form. To do 
this, we reapply the three TCA principles used in Step 2 
about securing investment, facilitating adaptation, and ac- 
commodating performance ambiguity. ТЕ the investments 


and activities are not consistent with the positioning, we it- 
erate back to Step 0. 

When all the prospective positions have been evaluat- 
ed in this fashion, the one with the largest profit is select- 
ed.22 It is important to note that this decision model makes 
no claims about global optimality. Instead, it is a compar- 
ative exercise. The model is equally useful, if not more 
valuable, in making modest comparative judgments, such 
as a comparison of the status quo position with a single 
new position. 

We also stress that this process is not a one-time exer- 
cise. As circumstances change, the resources of the firm 
and its partners, the attributes of the exchange, and the 
governance choice set are likely to change as well. Like- 
wise, proactive changes in positioning may be motivated 
by customer and competitive changes. At any point in 
time, the process can be reapplied. Using GVA to revisit 
previous decisions draws particular attention to the path- 
dependent constraints that arise from prior strategic choic- 
es. We trust that managers will find this blueprint useful. 


22We use own-firm profits instead of joint profits, which is per- 
missible because own-firm profits will align with joint profits 
when the matches among governance, positioning, resources, and 
exchange attributes have occurred. 
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Ravi 5. Achrol & Philip Kotler 


Marketing in the Network Economy 


As the twenty-first century dawns, marketing 1$ poised for revolutionary changes in Its organizational context, as 
well as in its relationship with customers. Driven by a dynamic and knowledge-rich environment, the hierarchical 
organizations of the twentieth century are disaggregating into a variety of network forms, including internal net- 
works, vertical networks, intermarket networks, and opportunity networks. The role of marketing in each network is 
changing in profound ways. Marketing increasingly will be responsible for creating and managing new marketing 
knowledge, education, real-time market information systems, intrafirm integration, conflict resolution, technology 
forecasting, risk and investment analysis, transfer pricing of tangibles and intangibles, and the coordination of the 
network's economic and social activities. К will explore new frontiers in multilateral marketing, reshape markets 
through technology convergence and electronic commerce, organize consumer communities, and aggregate con- 
sumer information and demand into saleable business assets. The most radical implication for marketing is the shift 
from being an agent of the seller to being an agent of the buyer, from being a marketer of goods and services to 


being a customer consultant and manager of his or her saleable consumption assets. 


has made several transitions, from seller of a firm’s out- 

puts to key player in shaping a firm’s products, technolo- 
gies, marketing policies, and strategic direction. As the next 
century unfolds, marketing again is poised to undergo sig- 
nificant changes in its content, emphases, and boundaries. 
Peter Drucker has described the economy of the future as a 
network society. Business networks are not entirely new, but 
there has been a rapid evolution in their number, form, and 
complexity. Marketing outcomes increasingly are decided 
by competition between networks of firms rather than by 
competition among firms. Companies embedded in strategic 
networks will enjoy significant market advantages in the fu- 
ture. In this article, we explore how marketing will be orga- 
nized and function in different types of network structures 
that are populating the contemporary world economy. 

The twenty-first century is shaping up to be a knowl- 
edge-driven society in which the basic economic resource is 
not materials, labor, or capital, but knowledge! (Drucker 
1993). Networks are adapted better to knowledge-rich envi- 
ronments because of their superior information-processing 
capabilities. They minimize idiosyncratic investments in 
fixed assets and technology and thus are more flexible and 
responsive to change. But the network organization is about 
not only structural upheaval, but also a new managerial 
ethos. Networks are not tolerant to traditional instruments of 


|: the relatively short period of a half century, marketing 


lFor example, knowledge and knowledge workers are recog- 
nized easily as the core strategic assets of companies such as Mi- 
crosoft. The consumption environment too is charged with an in- 
creasing knowledge component. Knowledge products, such as 
smart homes, appliances, cars, and roads, are around the corner. We 
anticipate being overwhelmed with knowledge and anxiously 
await knowledge surrogates such as artificial intelligence and in- 
telligent agents, or "knowbots." 


Вам S. Achrol is Professor of Marketing, School of Business & Public 
Management, George Washington University. Philip Kotler is S.C. Johnson 
& Son Distinguished Professor of International Marketing, J.L. Kellogg 
Graduate School of Management, Northwestern University. 
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authority and control. Hierarchy, power, and contracts re- 
cede in managerial significance and are supplanted by rela- 
tional mechanisms of governance.? 

The implications for marketing are likely to be radical 
and pervasive. To appreciate this, it is useful to distinguish 
among marketing as a business function, a set of skills, and 
a philosophy. Consider first the implications for marketing 
as a business function. Until recently, venerable companies 
such as Ford, Procter & Gamble, and General Electric were 
organized as classic hierarchies. They exhibited a strong 
center of control, unity of purpose, and many levels of man- 
agement. The AT&T of old had 16 levels of management be- 
tween the senior officers and the lowest-paid workers. The 
companies sought to minimize their dependence on suppli- 
ers and extended their control over those resources consid- 
ered important to the flow of production and the quality of 
their products. At one time, Ford even owned a sheep farm 
(to supply wool for car seats) and a glass company. When 
these companies did outsource, they avoided long-term 
commitments and preferred to deal with multiple suppliers 
that competed for their business. 

The marketing function in these companies evolved in 
the same integrated, hierarchical fashion. Over time, the 
marketing hierarchy spawned product, brand, and category 
managers, market segment managers, geographic market 
managers, national account managers, mail order experts, 
telemarketers, database marketers, and specialists in mar- 
keting research, advertising, sales promotion, and public re- 
lations. A sales and logistics hierarchy paralleled this mar- 
keting hierarchy. 


2Conventional economic theory is founded on the assumption 
that, in the absence of suitable safeguards, economic agents are 
prone to opportunistic and self-interest-seeking behaviors 
(Williamson 1975). In contrast, network theories emphasize the 
normative and social structure in which exchanges are embedded 
as the primary determinant of behavior (Baron and Hannan 1994). 
Concepts such as trust play a prominent role in network 
explanations. 
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All this worked as long as markets were growing and 
technology was more or less predictable. But hierarchical 
organizations have not proved adept in today’s turbulent 
global environment at sensing market shifts and creating 
knowledge or in the speed of their response to change. To 
enhance innovation and flexibility, companies are focus- 
ing their resources on core competencies and outsourcing 
all other activities. In sharp contrast to a midcentury 
AT&T or Ford, the modern-day Nike or Galoob Toys does 
practically no manufacturing of its own and focuses all its 
energies on marketing. Today’s companies work closely 
with dedicated partners on the supply side (often using 
single supplier partners) and the distributor side of their 
business, expecting them to play proactive roles in de- 
signing winning technologies, services, and marketing 
strategies. | 

How will this transformation in functional organization 
affect the set of skills that marketers will need in the next 
century? George Day has labeled these skills “тагке!-зеп5- 
ing," а deep ability to understand customers, and “тагке!- 
relating," an ability to maintain and enhance customer rela- 
tionships (Day 1994). Conventional market-sensing skills in 
consumer and market research will continue to be impor- 
tant, but in a knowledge-intensive environment, we foresee 
the need for bigger strides in forecasting technological 
change and how consumer needs and market structures 
evolve in response. 

Likewise, market-relating skills, such as brand and im- 
age building, marketing communications, customer service, 
and loyalty programs, will continue to be salient. However, 
because networks distribute business functions among firms 
that are functionally specialized and related by informal au- 
thority structures, marketing skills in negotiation, interorga- 
nizational coordination, and conflict management will be 
highlighted. Also, marketing in networks is a semiau- 
tonomous function and far more exposed to tests of its eco- 
nomic productivity. This means marketing will need to in- 
corporate financial criteria more explicitly in its theory and 
decision calculus. 

The philosophy of marketing is likely to retain its core 
values and beliefs—those that espouse the view that cus- 
tomer welfare is the ultimate goal of all marketing activities. 
Successful networks will be more customer-focused and 
market-driven and will deliver better value and satisfaction 
than ever before. However, in network organizations, mar- 
keting is'pushed closer to being an agent of the customer as 
opposed to the agent of the firm or seller. Marketing on be- 
half of consumers, as opposed to marketing to consumers, 
means marketers will devote more time and resources to or- 
ganizing consumers and consumer information, as well as to 
managing product, consumption, and lifestyle-related infor- 
mation that is useful to the consumer. 

The objective of this article is to explore the organiza- 
tion and functioning of marketing in a network economy. 
For analytical purposes, the network phenomenon can be 
studied at four levels of aggregation: internal, vertical, in- 
termarket, and opportunity networks. In this article, we de- 
scribe the emerging structure of these networks and their 
economic rationale and hypothesize about the changing role 
of marketing in each. We conclude with brief comments on 


how the changes are likely to affect the direction of theory 
development in marketing. 


Network Organizations 


There is growing literature on network theory in marketing 
(e.g., Achrol 1991; Achrol, Reve, and Stern 1983; Anderson, 
Hakansson, and Johanson 1994; Gadde and Mattson 1987; 
Hakansson and Snehota 1995; Iacobucci and Hopkins 1992; 
Webster 1992). The field has evolved in significant ways 
during the past three decades (Galaskiewicz 1996; Nohria 
1992). Much of the early work focused on mapping the pat- 
tern of interpersonal ties within and between organizations. 
These networks consisted of informal social ties, more a col- 
lection of dyadic bonds than a formal network, and func- 
tioned in the shadows of the formal organization. What has 
changed the field significantly in recent years is the emer- 
gence of large-scale managed networks. The basis of the 
paradigm shift is the move away from studying networks as 
informal social structures to studying them as formal gover- 
nance structures that represent a legitimate alternative to 
markets or hierarchy (Galaskiewicz 1996; Powell 1990). 

Markets gave way to hierarchies following the Industri- 
al Revolution. As the technology of production became 
more and more complex, the costs of coordinating across 
market interfaces became too high. Whereas the evolution 
of the hierarchical firm was driven by the technology of pro- 
duction, information technology is driving the evolution of 
network organization. Even the military, the bastion of hier- 
archical organization, is being driven toward a network 
structure (as described in the Appendix). 

Large, vertically integrated hierarchies are inefficient 
means of governance in knowledge-rich and turbulent envi- 
ronments. They are overcommitted to specialized asset 
structures and a series of upstream and downstream tech- 
nologies along the value chain. Adaptation is slow and cost- 
ly because of entrenched interests eager to preserve their 
power and prerogatives. 

Maximizing organizational learning and adaptive 
flexibility rather than economizing on transaction costs 
becomes the critical organizing imperative in turbulent 
environments. Networks are more adaptable and flexible 
because of loose coupling (Weick 1976) and openness to 
information. Environmental disturbances transfer imper- 
fectly through loosely coupled networks and tend to dis- 
sipate in intensity as they spread through the system. 
Each unit in the network must deal with and respond to a 
small component of the disturbance. Networks also 
dampen turbulence by moving information efficiently 
through the system, thus reducing discontinuities and en- 
abling members to adapt more or less continuously to 
change. 

The network organization is also a superior learning or- 
ganization because it organizes functional components so 
that each fits better with its external knowledge environ- 
ment. Hierarchy creates strong ties within and among func- 
tional units. Strong ties cause members to think and act 
alike, and thus, information that flows in the system be- 
comes largely redundant over time (Burt 1980; Granovetter 
1973). In contrast, networks create dense but weak ties 
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with members with different functions, interests, and 
knowledge bases. Each link transmits new and different in- 
formation, and for the network as a whole, this means su- 
perior knowledge assimilation. We define a network orga- 
nization as follows: 


A network organization is an interdependent coalition of 
task- or skill-specialized economic entities (independent 
firms or autonomous organizational units) that operates 
without hierarchical control but is embedded, by dense 
lateral connections, mutuality, and reciprocity, in a 
shared value system that defines "membership" roles and 
responsibilities. 

Embeddedness is the fundamental concept differentiat- 
ing network from economic theories of organization (Gra- 
novetter 1985). Understanding marketing in networks re- 
quires understanding the structure in which it is embedded. 
Internal networks involving process teams or autonomous 
units can be created within so-called hierarchical organiza- 
tions, and there are opportunity networks that come close to 
replicating market systems. In this article, we distinguish 
four categories of network organizations on theoretical and 
practical grounds: 


*Internal networks that are designed to reduce hierarchy and 
open firms to their environments; 

*Vertical networks that maximize the productivity of serially 
dependent functions by creating partnerships among indepen- 
dent skill-specialized firms; 

*[ntermarket networks that seek to leverage horizontal syner- 
gies across industries, and 


*Opportunity networks that are organized around customer 
needs and market opportunities and designed to search for the 
best solutions to them 


Internal Networks Designed to 
Open Firms to Their Environments 


The classic hierarchical organization of the twentieth centu- 
ry is focused on the technologies of production. It is de- 
signed to economize on the bounded rationality of top man- 
agement and minimize the governance costs of sequential 
adaptations to contingencies (Williamson 1975). But the 
challenge posed by knowledge-rich and dynamic industries 
is to create organizations that are maximally open to their 
environments and can approach a state of more or less con- 
tinuous adaptation to fluid environments. This calls for or- 
ganizations that are focused on processing information and 
creating knowledge. | 

Knowledge organizations are characterized by weak hi- 
erarchies, dense lateral connections, low departmental 
walls, and openness to the environment. These traits are well 
illustrated in professional organizations, such as hospitals, 
medical firms, law firms, consulting firms, and research uni- 
versities, and in innovative firms in the fast-paced computer 
and biotechnology industries. Organizational boundaries are 
permeable, and operating units are networked by lateral con- 
nections, both internally and externally. Firms are experi- 
menting with replacing hierarchy with two forms of internal 
network structures: the team-based and the internal market 
organizations. 
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Layered Networks 


Brand management in leading marketing companies has 
been evolving toward team structure for some time now, 
moving from product managers to product teams to catego- 
ry management to customer-need management (Kotler 
1997, p. 753). For example, Kraft Foods now operates a 
multilayered structure of process teams, category teams, and 
customer teams. Day (1997) proposes that there are three 
core marketing process around which team-based organiza- 
tions will be structured: consumer management (to replace 
brand management), customer process management (to re- 
place the sales function), and supply management (to re- 
place logistics). 

There is a growing literature in marketing on cross-func- 
tional teams and their relationship to organizational learning 
(e.g., Day 1997; Sinkula 1994; Slater and Narver 1995; 
Workman, Homburg, and Gruner 1998). But team-based or- 
ganizations are unlikely to be sufficient vehicles for deep 
learning and next generation knowledge. Team-based огра- 
nizations favor the development of generalist skills and 
adaptive learning. Over a period of time, specialist skills and 
proactive learning are likely to atrophy, and long-term in- 
vestments in next generation technologies could suffer. The 
firm’s future adaptive capability is seriously endangered. 
Team-based structures must be supported by functional or 
knowledge silos. 

One solution is a hybrid or colateral type of organization 
referred to as the “layered network” (Huber 1984; Nonaka 
and Takeuchi 1995; Zand 1974). It can be defined as follows: 


A layered network is a firm composed of an operational 
layer of cross-functional teams on the one hand and a 
knowledge creating layer of functional silos on the other, 
connected internally and externally through an extensive 
data bank of knowledge and transparent information flows. 


Sharp Electronics and Kao Corporation of Japan are pi- 
oneering examples of layered organizations (Nonaka and 
Takeuchi 1995). In Figure 1, we depict the structure of a lay- 
ered network organization. The operational layer of the or- 
ganization is composed of cross-functional teams drawn 
from all relevant functional areas and responsible for man- 
aging key organizational outputs such as new product de- 
velopment and customer relations. 

The layered network is an information-processing orga- 
nization. Thus, the operational level sits atop an extensive, 
companywide data bank of scientific knowledge and finan- 
cial, operations, and marketing data. To foster transparency, 
the bank is accessible to most employees, irrespective of 
rank or departmental affiliation. 

Below these layers is the knowledge creating layer of 
the organization, which consists of the functional silos. 
These could involve pioneering areas of science, such as 
Sharp Electronic’s focus on what it calls “optoelectronics” 
(combining optical and electronic sciences). Or, they could 
involve conventional fields of science underlying the core 
technology of the firm, such as fat and oil science, surface 
science, polymer science, biological science, and applied 
physics for Kao, a leading manufacturer of toiletries and 
cosmetics in Japan (Nonaka and Takeuchi 1995, p. 176). 
This layer includes areas of management science, such as 


FIGURE 1 
The Layered Network Organization 





marketing or finance. The functional silos are the home 
bases for members operating in teams at other layers of the 
organization, and members often rotate in and out of their 
home bases for reorientation and immersion. 

Layered organizations are characterized by extensive lat- 
eral and vertical connections across and among its layers, as 
well as between layers and the external environment. The 
connections are information intensive and not hierarchically 
ordered. The idea is to develop a self-monitoring and self- 
controlling organization through transparency of information 
and shared responsibility. Thus, the layered organization re- 
lies on the relationship model of interpersonal and interfunc- 
tional linkages. The links are more effective the greater the 
interdependence, mutuality, mobility, trust, and transparency 
of relationships among individuals and teams (Achrol 1997). 


Internal Market Networks 


A second innovation in organizational networking is the in- 
ternal market structure (Ackoff 1993; Halal 1998). In Figure 
2, we picture the organization of transactions in an internal 
market network, which can be defined as follows: 


An internal market network is a firm organized into inter- 
nal enterprise units that operate as semiautonomous profit 
centers buying from, selling to, or investing in other inter- 
nal and external units as best serves their needs on market- 
determined terms of trade but subject to firm policy. 


There are few internal monopolies in the firm. Profit 
centers have the freedom to buy any product or service they 
need from any internal or external source, but they also must 
compete to sell their own outputs in markets both internal 


and external to the firm. Thus, for example, AC-Rochester, 
one of eight component manufacturing divisions of General 
Motors, which now is organized as an internal market, also 
sells to Mitsubishi in Japan, Daewoo in Korea, and Opel in 
Europe (Snow, Miles, and Coleman 1992). 

In some forms of internal market organizations, each 
unit maintains and publishes its own financial statements, 
and compensation is tied to the competitive performance of 
each unit. Lufthansa Airlines has gone so far as to incorpo- 
rate its passenger, cargo, maintenance, and data processing 
divisions into legally separate companies (Lehrer 1998). 
They transact business with one another as customers and 
suppliers and are connected by transparent cost accounting 
and informal networking at lower levels and a common gov- 
erning board at the top. 

Another example is Alcoa Aluminum, which has orga- 
nized its manufacturing, engineering, and research and design 
(R&D) units into input or supplier units and its business units, 
which package and market its products, as customer units 
(Starr 1998). An interesting experience with Alcoa was that 
its supplier units adapted quickly to the internal market struc- 
ture, but the business units caused considerable friction with 
the demands they made on supplier units. Thus, decentralized 
networks are unlikely to function smoothly without an over- 
arching structure and leadership at the top. In addition, Alcoa 
found that adopting an internal market structure automatical- 
ly pushed accountability and responsibility down through the 
organization, leading to the development of work teams that 
developed direct links with their customers and supervised 
their own activities. It 1s possible that market- and team-based 
networks will coalesce in various ways over time. 
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FIGURE 2 
Organization of Transactions in the Internal Market Network 
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The Role of Marketing т Internal Network Firms 


In both team-based and internal market structures, the func- 
tions of marketing are distributed throughout the organiza- 
tion. Process teams are organized around specific customers 
or use categories and, thus, focus the energies of all their 
members—production or design engineers, financial ana- 
lysts, salespersons, or logisticians—on satisfying consumer 
needs. Likewise, in the internal market, each unit is a cus- 
tomer of its inputs and a marketer of its outputs to other 
units inside and outside the firm. Exchanges among the 
firm’s internal units are subject to substitution by external 
exchanges, and the units themselves are liable to be spun out 
of the organization. Therefore, each unit is responsible for 
marketing itself. 

Several scholars have noted that, as marketing becomes 
an organizationwide responsibility, it is confronted with the 
possibility of losing its functional identity (Day 1996). A 
major question for the discipline in the twenty-first century 
is whether marketing will cease to be an identifiable func- 
tional area and disappear into general management. One 
danger is that if everyone 15 responsible for marketing, then 
no one is responsible for marketing. Consequently, in the 
majority of organizations, marketing is likely to remain a 
defined and powerful functional area, but the role and func- 
tion of marketing will change significantly. 

The marketing “department” itself increasingly will be- 
come a functional silo, the creator and repository of the 
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firm’s marketing skills and knowledge base and the keeper 
of the faith. It will operate the firm’s market information 
system, databases; and analytical models; conduct research 
commissioned by its process teams or market units; and be 
responsible for environmental scanning. It will be the home 
base for marketing specialists assigned to various teams or 
units, to which they rotate back periodically or return for 
sabbaticals and immersions. It will have the opportunity to 
lead the training and education of technical and nontechni- 
cal members of the organization in marketing. Thus, its most 
important function will be to create marketing know-how, 
the latest in concepts and methods that operational levels of 
the organization will find invaluable to their success. Mar- 
keting's role in the layered network will-change in the fol- 
lowing important ways. у 


Real-time marketing. The kinds of data flowing through 
even sophisticated business information systems are little 
more than descriptive information. Marketing’s most signif- 
icant contribution as a business function will be enabling the 
firm to process information into knowledge. Marketing 
must bring the information as close to real time as possible 
by connecting all units of the firm to sales forces, resellers, 
suppliers, and customers. Today’s information systems are 
largely vertical in nature. To be effective as network sys- 
tems, they must have dense lateral connections among func- 
tional teams and support units such as those depicted for the 
Marines in the Appendix. Marketing’s other great opportu- 


nity is developing expert systems and decision models that 
can present analyzed data and decision scenarios on an in- 
teractive basis to personnel in the field and a “battlefield 
view” of the entire market to top management. 


Marketing as internal Infomediary. Firms gradually are 
accepting that consumer information is not a free good but a 
business asset. It is quite likely that independent firms, 
called “Infomediaries,” will emerge to manage and market 
information about their member consumers to businesses 
willing to pay for it (Hagel and Singer 1999). In the network 
organization, the marketing department can assume the role 
of internal Infomediary. Thus, marketing will need to search 
for ways to develop customer relationships of the kind in 
which customers value membership in the firm’s data bank. 
Such consumer cooperation also will be necessary to sup- 
port real-time market information systems. In addition to of- 
fering a “return” to customers for contributing to the firm’s 
information assets, the marketing department will act as a 
privacy guard. It will need to guarantee the security of the 
customer’s information, and even departments in the firm 
will have access only to aggregated and analyzed data. 


Marketing as a creator of marketing knowledge. To date, 
marketing management has operated primarily as an applied 
science. Preoccupied with day-to-day operational responsi- 
bilities, it has not developed a depth of strategic understand- 
ing about its customers, competitors, product technologies, 
and environmental trends. Work in this area often is as- 
signed piecemeal to outside agencies. The separation of op- 
erations from marketing knowledge creation, coupled with 
the advent of database and relationship marketing, is likely 
to catapult marketing practice to a higher plane of market 
analysis and strategic understanding. We predict that there 
will be some reintegration of marketing activities that have 
been sourced out to consulting, advertising, and marketing 
research agencies. In addition, marketing will need to de- 
velop stronger involvement with other sources of knowl- 
edge, including theoretical knowledge such as that produced 
by universities and research institutions. 


Marketing as an organizational educator. Because mar- 
keting in the network firm is everyone’s responsibility, a 
major role of the “department” will be to train and educate 
technical and nontechnical members of the organization in 
marketing. Marketing will need to develop formal and in- 
formal training programs and keep the organization abreast 
of the latest in marketing management practices and theory, 
as well as the operation of its data banks and decision mod- 
els. Again, it will benefit by building close relationships 
with universities and research institutions. 


Marketing as an integrator. Marketing also will be in a 
unique position to become the integrating function for the 
firm. The concept of decentralized exchange in internal net- 
works relies on a system of dense lateral connections, trans- 
parency, and accountability at lower levels of the organiza- 
tion. However, there is always the potential that the interest 
of specific teams will run counter to the overall interest of 
the firm. As mentioned previously, Alcoa found that the 
business units responsible for packaging and marketing the 
outputs of its network proved to be the most troublesome in 
adapting to an internal market structure. Thus, the lack of hi- 


erarchical control must be supplanted by an overarching in- 
tegrating function. We anticipate that, because of its 
networkwide role of information manager and educator, 
marketing will be best positioned to function as network in- 
tegrator. The inherent nature of its knowledge base also po- 
sitions it to make critical strategic decisions, such as in what 
markets and technologies the firm should be, what its core 
competencies should be, and in shaping the firm’s external 
network of partnerships and alliances. The “department” 
will have the opportunity to reach its potential as the strate- 
gic core of the organization. 


Marketing as coordinator and conflict manager. In the 
conventional firm, the flow of resources (goods, services, 
capital, personnel, technology, information, and materials) 
is controlled by hierarchical decision-making and budgeting 
processes. But in the new organizations, resources are dis- 
tributed by processes that resemble interorganizational ex- 
change, namely, bargaining and negotiation among teams 
and units that are characterized by varying degrees of inter- 
dependence and organizational power. Conflicts and dis- 
agreements are resolved by horizontal or peer processes 
rather than by hierarchical processes. Marketing, because of 
its experience with managing interorganizational relations, 
should be ideally positioned to integrate and mediate inter- 
nal network relations. In many situations, marketing will act 
as consultant and marketer for the products and services of 
individual units to other internal units, as well as to external 
customers. It could consult for other попсотре пр busi- 
nesses and create strategic alliances to market their products 
when there is a synergy between their products and the 
firm’s own products, sales force, distribution channels, or 
promotional strategies. 

In summary, the potential exists for marketing to rise to 
functional prominence in the new organizations. However, 
in a nonhierarchical organization, marketing can rise to 
power only because it serves the needs and solves the prob- 
lems of other organizational constituents. The key resource 
of the future is information and knowledge. The more com- 
prehensive the databases and decision models that market- 
ing develops for its constituents and the more useful the 
fund of knowledge it develops, the more powerful its role 
will be in the internal network organization. 


Networks Based on Maximizing 
Vertical Synergies 


Until the 1970s, industrial organization was driven by the 
principles of mass production. The mass production organi- 
zation is most efficient when serially interdependent activi- 
ties are organized internally so that sequential operations 
can be performed repetitively and continuously without 
variation or interruption. This model favors investment in 
highly specialized assets that are linked by rigid transfer 
mechanisms. Direct labor skills and costs of monitoring pro- 
duction assets are low, but indirect labor skills and costs of 
designing, maintaining, and reconfiguring systems are high. 

The advent of computer-controlled Flexible Manufac- 
turing Systems (FMS) has revolutionized the economics of 
organization. With FMS, variety-driven costs are sharply re- 
duced, along with the minimum efficient scale. According to 
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Jaikumar (1986), the minimum efficient scale for FMS is a 
cell of roughly six machines and fewer than a half a dozen 
people. The logic of long production runs and vertical inte- 
gration is no longer compelling. Asset specificity is not a 
cause of great concern that requires elaborate safeguards or 
governance structures. Rather, asset generality becomes an 
effective instrument for focusing the firm’s activities around 
its core competencies, reducing hierarchy and structural in- 
ertia, and making it more open to the environment. 

The result has been two decades of organizational 
downsizing and outsourcing. The vertically integrated, 
multidivisional firm has been transformed into a network of 
alliances among suppliers, distributors, and competitors. 
The network firms are smaller companies that are focused 
on core technologies and functions. Peter Drucker predicts 
that “in 10 or 15 years, organizations may be outsourcing 
all work that is ‘support’ rather than revenue-producing, 
and all activities that do not offer career opportunities into 
senior management.”3 


3Quoted in “The Network Society,” The Wall Street Journal, 
(March 29, 1995). 


In many vertical networks, the focal organization per- 
forms few manufacturing functions and is referred to as an 
“integrator,” acting as the organizing and coordinating hub 
of the network. Well-known vertical networks organized by 
firms that specialize in marketing and do virtually no manu- 
facturing of their own are Galoob Toys, Casio, and Nike. 
Many erstwhile manufacturing giants are loath to admit that 
they do little or no manufacturing. For example, practically 
all of IBM's manufacturing is done by a little-known firm 
called Solectron. Solectron has 21 manufacturing plants 
worldwide that turn out a variety of high-technology elec- 
tronic products, including personal computers, cellular tele- 
phones, printers, and medical equipment for big name 
brands such as Intel, Compaq, Hewlett-Packard, Motorolla, 
Nortel, and Mitsubishi. It provides complete preproduction 
planning and design, manufacturing, and distribution for its 
network customers. 

In Figure 3, we depict a vertical network organized 
around an integrator that specializes in the marketing func- 
tion. It can be defined as follows: 


A vertical market network comprises a group of resource 
firms specializing in the various products, technologies, or 
services that constitute the inputs of a particular industry, 


FIGURE 3 
Organization of Transactions in the Vertical Network 
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organized around a focal company (sometimes а “virtual” 
company) that focuses on monitoring and managing the 
critical contingencies faced by the network participants ın 
that market. 


An interesting case is offered by the electric utility in- 
dustry, which, similar to most monopolies, is integrated 
heavily. But facing deregulation, the environment is sud- 
denly volatile, and the power companies are disaggregat- 
ing. Some are focusing on power generation, others are 
primarily distributors that own and maintain the transmis- 
sion infrastructure, and still others are becoming power 
retailers and marketers. As integrated firms disaggregate 
into specialized businesses, the emergent network is far 
more complex than a hierarchical structure being replaced 
with an interorganizational one. Power manufacturers 
may continue to market directly to regional consumers 
along with marketing companies. Marketing companies 
will buy power from the least expensive source national- 
ly, possibly on an hour-by-hour basis. In networks, there 
is also the natural tendency to search for horizontal syn- 
ergies as opposed to the vertical synergies of a hierarchy. 
This tendency is to define the business from the con- 
sumer’s point of view rather than the product’s or indus- 
try’s. Power marketers begin to consider their product as 
anything that travels electronically in and out of a con- 
sumer’s home. Pepco of Maryland, which recently an- 
nounced it was selling its power plants and becoming a 
marketing company, is part of a joint venture called Star- 
Power, which also sells cable television, long-distance 
telephone, and Internet access services. Thus, the tenden- 
cy of vertical market networks is to become intermarket 
networks or opportunity networks, which will be dis- 
cussed subsequently. 


The Role of Marketing In Vertical Networks 


A vertical network derives its competitive advantage from a 
quasi-organizational division of function. Manufacturing, 
product technologies, marketing, and support services are 
specialized in member firms. Each member is able to opti- 
mize its operations and the knowledge associated with its 
function. 

Revival of production and product-oriented business 
philosophies. One implication is that functional special- 
ists in vertical networks will draw more on product- and 
production-oriented thinking than on marketing concept— 
inspired thinking. A production specialist strives to re- 
main at the forefront of manufacturing technology and 
deliver high-quality, low-cost production. And because it 
manufactures to customer’s orders, it can employ a more 
mechanistic organization structure and invest in process 
development research but devote few resources to mar- 
keting or product R&D. Flextronics International is a 
manufacturing specialist serving the electronic industry. 
Of its 1400 employees, only 50 or so hold marketing, fi- 
nance, or administrative jobs. Likewise, Solectron manu- 
factures for several companies, including Compaq. Its 
overhead is only 4% of sales, compared with 18% at 
Compaq. 

Similarly, a supplier of components and product tech- 
nology can focus on being an innovative leader in its field. 


It concentrates resources on basic research and aims to ex- 
cel in innovative product design. Its ranks bulge with en- 
gineers and research scientists, and its organizational cul- 
ture and resource allocation patterns reflect a product 
orientation. It is a technology-driving rather than a mar- 
ket-driven firm. For example, Weitek is a small Silicon 
Valley firm specializing in designing state-of-the-art 
math-intensive chips. It does not have any chip production 
facilities of its own but uses various domestic and Japan- 
ese manufacturers. Most biotechnology firms are focused 
similarly. 


Marketing as network integrator. However, both product 
and production orientations are known to cause marketing 
myopia, which can be fatal in complex and dynamic mar- 
kets. If the specialized skills of the network are to be rapid- 
ly and continuously adapted to changing consumer prefer- 
ences, distribution structures, and competition, the 
integrator firm itself must be a marketing-oriented firm. 
Thus, it is likely that marketing will play a focal role in the 
organization and management of vertical networks. The 
marketing integrator will develop conventional strengths in 
customer research, forecasting, pricing, distribution, adver- 
tising, and promotion. But a key change is its role as net- 
work coordinator. Because the network members are highly 
specialized and interdependent and there is no hierarchical 
authority, the burden rests on marketing managers to orga- 
nize information and resource flows, coordinate decisions 
and activities, expand opportunities for network members, 
and nurture the social culture of the network. 

Marketing long has struggled with the paradox of how to 
integrate R&D and product design with consumer research 
better. The paradox arises because the closer the integration, 
the more applied and less innovative the technology tends to 
become. Conversely, the lower the integration, the higher 
the risks of product failure in the marketplace are. Some 
scholars believe there is need for a market-driving model of 
marketing as an alternative to the market-driven. This prob- 
lem does not go away in vertical networks. Focal firms must 
decide how much of the design function they will retain and 
how much they will rely on their partners to perform. Some 
focal firms, such as Nike, retain all product design and en- 
gineering functions and outsource only the manufacturing. 
But in more complex products, such as automobiles, retain- 
ing technological functions defeats the objective of vertical 
networks. Networks tend to be far more innovative when 
their technology suppliers are design-independent. 


Technology forecasting and risk management. To ac- 
commodate the tension between marketing and technology 
independence in vertical networks, marketing will require 
more proactive and less adaptive research techniques for 
evaluating investments in future technologies. It may not be 
feasible in many cases to test radical new ideas on con- 
sumers, and marketing will need to develop and rely on 
more rigorous methodologies for technology forecasting 
and risk assessment. It may be feasible in the near future to 
create virtual simulations to test certain kinds of future tech- 
nologies on consumers, but in general, marketing will need 
a stronger toolbox of techniques for conducting industry and 
risk analysis, assuming alternative technological and com- 
petitive scenarios. 
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Measuring performance and transfer pricing. Another 
problem that arises in vertical networks is transfer pricing, 
which is not simply the pricing of current exchanges, but 
pricing investments in basic research, high-risk R&D, and 
even brand equity. For example, brand equity is tied most 
closely to the focal firm responsible for marketing. Yet over 
time, it is also a function of superior production quality, 
product design, and innovation contributed by network part- 
ners. One set of solutions to this problem is through cross- 
investments and equity holding among partners. The trade- 
off is that the higher the mutual investment among network 
partners, the less likely it is that upstream partners will at- 
tract many outside customers and, thus, the lower their ex- 
posure to their knowledge environments. There is also 
greater risk of violating antitrust regulations. In any event, 
sharing on the basis of financial investments alone does not 
account for the many intangible contributions involved in 
knowledge-rich exchanges. Marketing will need to develop 
more elaborate models of how tangible and intangible re- 
source inputs and outputs can be measured and rewards 
shared in collaborative relationships among firms. 


The multifunctional marketing manager. The competi- 
tive advantage of the vertical network depends on augment- 
ing the functional expertise of its upstream specialists. This 
is enhanced when the upstream partners deal with a variety 
of downstream marketing companies in different industries. 
Marketers will act as marketing consultants to their partners, 
search for new business opportunities, and even directly as- 
sist partners in marketing to other customers. 

Although dealing with multiple customers strengthens 
the specialist firm’s orientation to its technology and sources 
of knowledge, as well as enhances its economic viability, it 
also makes it more difficult for the system to retain the close 
and committed relationships that shape the social norms by 
which the network is governed as a superorganization. This 
is the internal contradiction of the vertical market network 
and determines the trade-off between how much flexibility 
versus cohesiveness is designed into the system. Intermarket 
networks, which are discussed next, offer one solution to 
this network dilemma. They also boast highly developed so- 
cial structures. 

Required to work closely and consult with production 
companies and technology companies, marketing managers 
will need new skills, such as degrees in engineering as well 
as management. Marketers also will play a new role as so- 
cial engineers, responsible for creating a network culture 
and mediating network conflict. The twenty-first century 
will demand a new breed of marketing manager, one 
trained in the functions of marketing, negotiation, interor- 
ganizational management, social science, and some branch 
of engineering. 


Networks Designed to Exploit 
Intermarket Synergies 
Mid-twentieth century business organizations vigorously 
pursued intermarket opportunities. As a result, the multidi- 
visional (M-form) corporation became the dominant form of 
organization in the West, and the keiretsu-type enterprise 
group became the dominant form in the East. The former is 
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a vehicle for creating intermarket synergies in hierarchies, 
and the latter a network vehicle. 

One of the more elegant explanations of the M-form hi- 
erarchy is in terms of an “internal capital market” 
(Williamson 1975), in which corporate managers allocate 
surplus resources among a firm’s business units. Williamson 
argues that corporate managers are more efficient than cap- 
ital markets in allocating financial resources among alterna- 
tive market uses because they are privy to internal informa- 
tion not available to investors or financial institutions and 
therefore are better able to analyze and monitor sequential 
adaptations to contingencies. 

Of late, there has been much evidence that internal cap- 
ital markets are also prone to inefficiencies and myopic in- 
vestment decisions. The large fortunes made by takeover 
specialists, which aggressively bought and spun off assets 
from M-form firms, revealed the magnitude of overinvest- 
ment and underuse of assets in the M-form. The 1990s are 
witnessing a self-declared redundancy or incompatibility 
among divisions of many conglomerate firms in the West 
(see Markides 1995). Sears has divested its insurance, real 
estate, and financial services to focus on retailing. Hewlett- 
Packard is spinning off its measurement instruments divi- 
sion to focus on computers. 

A new form of intermarket organization, the leveraged 
buy out (LBO) association, has emerged as an alternative to 
the M-form corporation (Jensen 1989). The LBO organiza- 
tion is an unusual hybrid of network and hierarchical struc- 
tures. The LBO firm is a private company whose members 
are large institutional investors and entrepreneurial in- 
vestors. Unlike investors in a public corporation, who are re- 
stricted by a variety of laws from direct involvement in 
company management, LBO investors are connected direct- 
ly by strong, active ties to management. These ties are clos- 
er because the bulk of LBO finances are in the form of debt 
rather than equity. Furthermore, the ties are reciprocal be- 
cause top management has significant equity interest in the 
division it manages. Thus, the LBO replaces arm’s-length 
transactions with a network of close relationships with the 
financial market.4 But unlike the M-from company, each di- 
vision of the LBO is an independent company whose man- 
agement is under an explicit contractual relationship with 
the LBO firm and investors, and transfer of resources be- 
tween divisions is not permitted. 

A second type of intermarket network, the enterprise 
group, is largely a phenomenon of the collectivist cultures of 
the East and includes a variety of forms (e.g., the chaebol of 
Korea), of which the most prominent is the Japanese keiret- 
su. As depicted in Figure 4, the typical enterprise group con- 
sists of independent manufacturing firms from a wide cross- 
section of industry organized around several financial 
institutions and a general trading company (sogo shosha). 
The financial institutions maintain intimate relationships 


4According to leading financial economists, such as Jensen 
(1989), the LBO represents a shift toward the more effective types 
of relationships between sources of finance and management found 
in Germany and Japan. Ironically, Japan’s long and serious eco- 
nomic depression, coupled with pressure from Western econo- 
mists, is causing its corporations to begin looking more and more 
similar to U.S. corporations of the past. 


FIGURE 4 
Organization of Transactions т the Intermarket Network 
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with member firms and are the principal source of long-term 
debt and equity capital for the network. (This feature of 
close connections and reciprocity between financial and 
manufacturing firms is also prominent in the networked 
economies of Italy and Germany).5 The manufacturing af- 
filiates have large vertical networks of subcontractors, dis- 
tributors, and satellite companies. We define the enterprise 
group network as follows: 


An enterprise group consists of institutionalized affili- 
ations among firms that operate in several related and 
unrelated industries, centered around a bank and trad- 
ing company, and held together by interlocking man- 
agements, shared resources and strategic decisions, pe- 
riodic patterns of collective action, and strong social 
ties. 


The enterprise network is a coalition of independent 
firms, but its members are bound together by an elaborate 
pattern of lateral ties at all levels. The ties include extensive 
cross-investment and reciprocity in buying and selling. The 


5For example, Germany's three major banks control approxi- 
mately 6096 of the share capital of the larger companies, partly 
through investments and partly through the holdings of their cus- 
tomers (which, under German law, the banks manage and vote on). 
But their interest is not so much in share prices and capital gains, 
because investments are long term and the banks do not intend to 
sell. The bank's income from companies to which it is the haus- 
bank comes through everyday-type services, such as letters of 
credit, rather than through stock ownership (see Drucker 1991). 
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amount of equity that a commercial bank holds in a member 
company is proportional to the loan, fee, or other business it 
does with the member. Manufacturing companies also main- 
tain equity cross-holdings in the banks and place their own 
and employee accounts with them. Likewise, manufacturing 
companies buy raw material from the trading company in 
proportion to the amount of finished goods the trading com- 
pany sells. The interdependencies of the network reach be- 
yond economic relationships and include strong intercon- 
nections of culture and identity among the employees of 
member firms. 

Despite the elaborate network connections, the enter- 
prise groups also made inefficient investment decisions. The 
burden of these decisions was felt after the boom years of 
the 1980s, and they often are blamed as the major causes of 
Japan's persisting economic depression. 

Finance may have been a scarce and concentrated re- 
source in the past, but investment vehicles and information 
systems have become sophisticated, and capital moves 
much more freely across borders. Consequently, we believe 
financial synergies will offer less intermarket efficiency or 
competitive advantages in the future. Even the LBO may be 
a short-lived form. In the global markets of tomorrow, mar- 
keting and technology will represent the principal sources of 
uncertainty and dynamism, as well as the principal opportu- 
nities. Successful networks are likely to be those that can 
leverage marketing and technological synergies. Although 
the financial implications of marketing decisions will be in- 
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creasingly important in network development, we argue that 
the control of capital will be less important. 


The Role of Marketing In the Intermarket Network. 


In the typical intermarket network, marketing is practiced in 
the same manner as in a vertical network. The focal firm in 
each manufacturing division develops its own marketing ca- 
pabilities, distribution, brand image, and promotional pro- 
grams. Power in the network centers around the financial 
firms. There appears to be little effort to exploit brand syn- 
ergies or networkwide marketing efficiencies. 

The intermarket networks also failed to leverage the ex- 
tensive experience of the sogo shosha in global operations 
and information management. As the keiretsu companies 
turned more and more to technology and product leadership 
strategies, the sogo shosha should have transformed into 
marketing companies for the network; they, rather than the 
financial companies, should have emerged as the coordinat- 
ing hub of the network. 

Marketing accounts for an increasing percentage of the 
delivered price of products and services. Efficiency in mar- 
keting will offer important competitive advantages in the fu- 
ture. Even independent firms in the United States have dis- 
covered important synergies through marketing alliances 
and comarketing programs. Coordinated marketing in inter- 
market networks also will offer significant advantages in de- 
signing relationship marketing incentives and programs. 

What will be the critical functions for the marketing hub 
of an intermarket network? We believe the strategic plane 
has shifted to marketing, technology, and information man- 
agement. Successful intermarket networks will create syner- 
gies in one or more of these areas. The marketing function 
will need to be proficient in all the areas required to coordi- 
nate vertical networks successfully, that is, engineering 
knowledge to coordinate technical transactions and invest- 
ments and skill in the social sciences to manage multilater- 
al negotiations, interorganizational harmony, and network- 
wide cultural norms. In addition, marketing in the 
intermarket network increasingly will be shaped by the fol- 
lowing realities. 

Multilateral marketing. A significant opportunity for 
marketing in intermarket networks lies in brokering com- 
plex, nontraditional deals among nations, for example, 
barter, countertrade, and “third-country” trade (e.g., helping 
a Malaysian firm sell rubber in Chile). Global transactions 
such as switch trading, buy backs, counterpurchase, and off- 
set agreements (Stern, El-Ansary, and Coughlan 1996, p. 
528) involve complex financial arrangements. Multilateral 
marketing demands an extensive global network of infor- 
mation-gathering and processing offices staffed with requi- 
site marketing, information management, technical, and fi- 
nancial expertise. It would be ideally positioned to engineer 
multilateral exchanges of surplus products across two, three, 
four, ог more markets. Some keiretsu managers visualized а 
similar transformation for the networks' trading companies. 
One executive observed: 

Ultimately, the sogo shosha should become sort of a multi- 

national corporation with its subsidiaries and affiliates op- 


erating in widely diversified industries throughout the 
world. It should play the role of a satellite: gathering, re- 
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laying and transmitting necessary information on econom- 
тс and human activities, as well as money, goods and ге- 
sources (see Gerlach 1992, p. 141). 


Marketing as driver of technology. More and more in- 
dustries are experiencing the effects of technological con- 
vergence. The later part of the twentieth century has been 
dominated by digital convergence. The market for person- 
al computers continues to converge with television, 
telecommunications, and the Internet. Polaroid's long 
reign in the instant photography market is being chal- 
lenged by the instant technology of digital cameras. Its 
competitors now include, for example, Nikon from the 
conventional camera market, Sony from the electronic 
home products market, Microsoft and Adobe in photo- 
graphic software, and manufacturers of printers such as 
Hewlett-Packard. 

The twenty-first century is said to belong to biotechnol- 
ogy. Convergence effects already are visible in the agricul- 
ture, food, and health industries. Firms in the chemical (e.g., 
Monsanto, Dow Chemical, DuPont), pharmaceutical (e.g., 
Hoechst, Rhone-Poulenc, Novartis), and seed (e.g., Pioneer 
Hybrid) industries suddenly find themselves facing one an- 
other and a host of biotech start-ups, resulting in a flurry of 
mergers and alliances. 

Marketing in the intermarket network will need to de- 
velop strong technology-forecasting tools to map shifts in 
market structure and to be more aggressive in driving net- 
work configuration to match changing structures. It will 
need to organize coalitions among firms from relevant pri- 
mary technologies and take the lead in shaping product 
standards from a consumer viewpoint. Marketing will need 
to be a more aggressive driver of markets and technology 
than in the past. Strategic marketing theory will need to shift 
from predicting which technologies are likely to be success- 
ful, given consumer needs and preferences, to predicting 
how consumer needs and market boundaries will evolve, 
given various technological futures. 


Integrated financial marketing. Successful intermarket 
networks are likely to be those that integrate the financial 
and marketing functions. The kinds of strategic decisions 
marketers will make require such an integration. Multilater- 
al global transactions involve complex financing in an often 
volatile currency exchange environment. Organizing tech- 
nological coalitions in the face of shifting market structures 
demands sophisticated investment analysis of long-term 
market potential and revenue flows in the face of uncertain- 
ty. Marketing theory and decision models will benefit from 
more directly incorporating financial theory and models. 
For example, there appears to be considerable scope for 
modeling and evaluating marketing strategy decisions using 
financial options theory and the capital asset pricing model. 


E-marketing. Finally, the continued growth and global- 
ization of electronic marketing promises to be the single 
biggest threat and opportunity facing almost every industry 
in the twenty-first century. Intermarket networks, with their 
multiproduct, multi-industry offerings, will have an advan- 
tage in marketing directly to consumers over the Internet. 
They are in a stronger position to provide customer search 
shopping convenience; bundle products and promotions; 


and offer frequency and cumulative incentives, relational 
programs, customer service, and reputational safeguards. 


Networks Designed to Optimize 
Customer Opportunity 


The opportunity network is organized around customers 
rather than suppliers. At its core is a marketing organization 
specializing in collecting and disseminating market infor- 
mation about customers, markets, and suppliers. It negoti- 
ates, brokers, and processes transactions and coordinates 
custom purchases and projects for customers. It plays the 
key role in regulating product standards, network security, 
and exchange behaviors for its customers and participant 
supplier companies. The quality of its market knowledge 
(about consumers, consumption, and lifestyle-related infor- 
mation, products, and suppliers) represents its primary 
source of coordinating power. The goal of the focal market- 
ing firm is to obtain the best match between customer needs 
and available products and services at the best value. We de- 
fine it as follows: 


A customer opportunity network is a body of customers or- 
ganized around a central information company that serves 
as a Clearing house for the marketing transactions it bro- 
kers and regulates on behalf of its member customers and 
participating suppliers, which represent a range of prod- 
ucts, technologies, and services. 


Prototype customer opportunity networks include direct- 
marketing companies that use various media, such as dedi- 
cated television channels, 800-number telephone lines, and 
the Internet, to market a wide variety of consumer products 
(e.g., Citibank’s Comp-U-Store). These companies have fol- 
lowed the department store model of general merchandising 
but emphasize hard goods. The new breed of customer op- 
portunity networks includes firms such as Amazon.com, e- 
Trade, Travelocity, and CDNow that provide their customers 
access to practically the entire output of an industry or use 
category through the Internet. They are electronic versions 
of the “category killer.” However, network structures over 
the Internet are in an early stage of evolution. Various types 
of access and search services (such as America Online and 
Yahoo) are creating giant networks that link consumers, e- 
retailers, and thousands of direct channels operated by man- 
ufacturers. And companies such as GeoCities have orga- 
nized large electronic interest groups, or “virtual 
communities,” and are networking the communities with re- 
lated commercial interests. 

Evolution of opportunity networks in consumer markets 
is hampered because of uncertainty as to the pace at which 
consumers will switch to e-shopping. Manufacturers are 
faced with the dilemma of having to protect their physical 
channels while they hedge their bets in the electronic mar- 
ketplace. In contrast, opportunity networks are growing 
rapidly in business markets. Networks such as Baxter Tra- 
venol in hospital supplies, McKesson in pharmaceuticals, 
and Sysco in food supplies were among the first 
opportunity-type structures (see also Malone, Yates, and 
Benjamin 1989). They used proprietary computer networks 
to link thousands of customers in a particular industry to 
thousands of suppliers representing almost the entire spec- 


trum of their supply needs. Initially, customers were re- 
stricted to participating suppliers, but this is changing. The 
logic of opportunity networks is to optimize customer 
choice. Thus, they tend to evolve away from restricted, sup- 
plier-oriented networks to more open, customer-oriented 
networks. Networks that started as single-source sales chan- 
nels, such as United Airlines’s flight-booking system Apol- 
lo, quickly gave way to industrywide channels, such as 
American Airlines’s Sabre system. The Sabre group is now 
an independent division and has evolved into a customer op- 
portunity network called Travelocity. 


The Role of Marketing in the Customer 
Opportunity Network. 


As opportunity networks evolve, they are likely to follow 
two broad directions. For business products, and to a lesser 
degree for custom consumer products, the core competency 
of the focal organization is knowledge—not just informa- 
tion, but expert knowledge about product technology and 
the technology of use. The firm will have specialists on its 
staff who can grasp complex technical issues, possess an ex- 
tensive understanding of worldwide suppliers and their tech- 
nical peculiarities and capabilities, and are able to broker 
custom solutions for buyers. 

Such an opportunity network will consist of a global net- 
work of marketing offices and information centers connect- 
ed together by satellite and a computerized information sys- 
tem. The marketing offices operate as semiautonomous 
brokerage firms dealing among themselves, similar to a 
computerized stock exchange. At one end, consumer needs 
and inquiries, market intelligence, and economic trends are 
monitored and fed into the system. At the other end, the mar- 
keting company is hooked into a worldwide directory of 
suppliers of products, with all relevant information about 
product specification, custom design possibilities, prices, 
existing inventory and locations, production time, and terms 
of trade. Existing and potential matches between customer 
needs and suppliers are sorted by expert system software 
and instantly relayed to marketing offices to negotiate trans- 
actions. The negotiations could be conducted т a matter of 
hours by linking together online customers, network mar- 
keting offices, financial or design specialists, and suppliers 
of products or technology. The transaction can be complet- 
ed and simultaneously spliced into the supplier’s or network 
company’s distribution and delivery systems. 

In this form, the marketing function may reach its high- 
est level of development as a customer consulting function. 
Just as professional relationships, such as doctor-patient, 
lawyer-client, or financial consultant-investor, are infused 
with the best interests of the customer, the marketing— 
consumer relationship will become dominant over the mar- 
keting—producer relationship. Because they are dealing with 
multiple supply options rather than marketing one compa- 
ny's products, marketing consultants will be positioned to 
design custom products tailored to the customer's need, put 
these up for bid before (or negotiate with) suitable suppliers 
worldwide, and place the order with the best source. 

In Figure 5, we portray the pattern of exchanges in a 
business opportunity network (Type I). Because the main 
function of the firm is centered on brokering knowledge, it 
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FIGURE 5 
Organization of Transactions In Business Opportunity Networks (Type 1) 










will need to screen prospective suppliers continually, test 
their products, and become an agent in the industry for set- 
ting standards and certifying quality. Consequently, the 
product assortment is likely to be large but focused on a use 
category and related technologies, for example, robotic in- 
dustrial machinery or industrial metals, alloys, and fabrica- 
tions. Similar global networks also may emerge for complex 
consumer products such as electronic systems for the home 
and small businesses. 

In contrast to business networks, there is no limit in the- 
ory to the width and depth of assortments that the opportu- 
nity networker can broker for commodities and relatively 
standardized consumer goods. Instead of depth of knowl- 
edge about product and use technology, the core competen- 
cy of the network company here is the efficient processing 
of transactions. One scenario is that the marketing of stan- 
dardized products will approximate the operation of a com- 
modity exchange, reducing the global marketplace into a gi- 
ant electronic trading pit (Kuttner 1989). The core functions 
of marketing in such networks will revert to the rudimenta- 
ry market functions such as facilitating perfect information, 
product standardization through sorting and grading, and 
regulating the terms of trade. In this event, the world of busi- 
ness will have made an incredible full circle to nearly per- 
fectly competitive markets after more than a century of pro- 
gressive “market failure” and increasing vertical integration. 
Marketing will shift from organizing product assortments to 
organizing markets. 

History suggests, however, that successful marketers are 
those that can differentiate their products and services and 
thus establish buffers against direct price competition. Ex- 
cessive price competition in electronic markets could be in- 
jurious to product quality and innovation because it is diffi- 
cult to verify or promote intangibles through this medium 
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Marketing 
Information 





(Alba et al. 1997). This suggests an alternative scenario in 
which marketing seeks a differential advantage from orga- 
nizing consumers and consumer information instead of or- 
ganizing markets and product information. 

Organizing marketing around the consumer offers at 
least three important opportunities. First is the opportunity 
to capitalize on information about consumers as a business 
asset and, on the basis of its market value, realize appropri- 
ate economic rents for consumers for the use of this infor- 
mation. The information also could be used to shield con- 
sumers, who so choose, from unwanted advertising. Second 
is the opportunity to provide consumers with content and 
use information pertaining to products. Consumers would 
have access to product performance data, repair and warran- 
ty histories, customer comments, sale prices, and promo- 
tional offers. For example, customers of Amazon.com can 
access media reviews and reader comments and get recom- 
mendations for gifts. Third is the opportunity to facilitate 
such interaction by organizing consumers into lifestyle- 
related virtual communities (Hagel and Armstrong 1997), 
such as communities of retirees, sports fans, or outdoor en- 
thusiasts. Gardening enthusiasts can join sites such as Gar- 
den Web, where other gardeners congregate and exchange 
experiences and tips, share ideas, request seeds, and ask 
questions of one another. 

In Figure 6, we depict the structure of consumer oppor- 
tunity networks (Type П). At this stage of evolution, various 
functions of the marketing company, such as providing In- 
ternet access, search engines, demand aggregation, and en- 
tertainment and content information and managing con- 
sumer communities, are being performed by independent 
firms. We predict these will coalesce rapidly. Already, there 
has been a spate of mergers. Some, such as that between the 
search engine Lycos and the Home Shopping Network or 


FIGURE 6 
Organization of Transactions In Consumer Opportunity Networks (Type II) 
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between Walt Disney and Web portal Infoseek, have the 
character of traditional vertical integration. In contrast, 
search engine Yahoo’s purchase of GeoCities (one of the 
largest virtual communities, with 40 different neighbor- 
hoods such as Yosemite for nature lovers and Hollywood 
and Broadway for movie and theater buffs) and Broad- 
cast.com (the largest provider of television, radio, and other 
entertainment over the Web) is more along the lines we pre- 
dict opportunity networks will evolve. 

What will be the major marketing challenges and core 
functions of the consumer opportunity networker? There is a 
dramatic change in moving from marketing as seller’s agent 
to marketing as consumer agent. Here, we focus on the three 
with the most sweeping effects: marketing as Infomediary, 
brand mediator, and manager of consumer communities. 

Mediating information. The Internet confronted market- 
ing with the prospect of large-scale disintermediation. This 
fear was short-lived because commerce on the Internet was 
overcome rapidly by reintermediation. The future may be- 
long to infomediation. Marketing will face one of its biggest 
ethical dilemmas as the battle over consumer information 
versus privacy is waged on the Internet. Consumer informa- 
tion is a valuable business asset, yet its owners receive no 
economic rents for it in the current marketing model. This 
presents an opportunity for the emergence of Infomediaries, 
firms that collect information from participating consumers 
and make it available to companies willing to pay for the in- 


formation in the form of price or value benefits for the con- 
sumers (Hagel and Singer 1999). The opportunity may be 
greater for the network company to assume a more con- 
sumer-privacy—oriented role in the information exchange 
process. The company would offer secure portals and pro- 
tective software and facilitate financial transactions so that 
customers could search commercial Web sites without per- 
sonal information becoming known to the sites and without 
the risk of monitoring agents (“cookies”) being implanted in 
their computers. SuperProfile and PrivaSeek are among the 
first Web-based Infomediary start-ups to emerge, and finan- 
cial services companies such as Citigroup and First USA, 
with their large existing databases, are experimenting with 
the concept. 

The opportunity network, with the consent of its mem- 
ber consumers, also could perform many traditional market- 
ing functions for supplier firms. These functions might in- 
clude marketing research, profiling and segmentation, new 
product testing, the creation of advertising, and targeted 
communications. At a time when consumers are increasing- 
ly sensitive about being bothered at home and skeptical of 
the use to which information about themselves is put, it will 
become difficult for manufacturing firms and their advertis- 
ing and research agencies to perform these functions. 

Thus, the opportunity networker must to safeguard its 
role and image as consumer representative and remain inde- 
pendent of supplier companies. The disclosure that Ama- 
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zon.com had been selling prominent display space to pub- 
lishers rattled investors and consumers. The most valuable 
stock in trade of the opportunity network is consumer trust. 
The network will need to create special mechanisms for nur- 
turing trust and establish clear contractual obligations to its 
members in terms of protection and use of member infor- 
mation (e.g., what happens if the networker is bought or 
merged?). 


Brand mediation. Brokering information about con- 
sumers is only one side of the information equation. The In- 
fomediary has an equally important role to play in mediat- 
ing information about product performance, uses, new 
technologies, and consumer experiences and lifestyles. In an 
electronic marketplace, with its low entry barriers, con- 
sumers will be inundated with product alternatives, product 
information, and multiple channel alternatives. The con- 
sumer is faced with a lot more choices and information but 
not necessarily with the ability to make better choices. 

Thus, a major opportunity for the networker is to mini- 
mize the consumer’s effort in searching for, evaluating, and 
negotiating the best value. Sheth and Parvatiyar (1995) ar- 
gue that consumers often enter into loyalty relationships 
with marketers to reduce choices. The network company 
will screen suppliers, evaluate their products, compare and 
rate them, and collect information on product performance 
and consumer complaints. Some observers believe this will 
lead to the death of conventional vendorcentric branding be- 
cause Infomediaries will be ideally positioned to develop 
customercentric brands (Hagel and Singer 1999). However, 
in developing brand associations and interests of its own, the 
company risks a potential loss in the degree of its objective 
orientation to its consumers and their trust. 

Consumer opportunity networks will change the way 
products are marketed. All but the most differentiated sup- 
pliers will find it increasingly difficult to market directly to 
consumers. More companies will find that consumer mar- 
keting is similar to marketing to professional firms, for ex- 
ample, marketing pharmaceutical products to doctors. The 
task 15 to market the supplier's capabilities, products, and 
unique benefits to the network company, which then ana- 
lyzes its consumer database to evaluate the fit of the product 
with the needs and profiles of its member consumers. 

At other times, suppliers will find themselves facing re- 
verse markets. The network companies will become mar- 
keters of aggregated demand. Business firms receive large 
savings from suppliers for quantity orders and exclusivity 
arrangements. Similarly, network companies will consoli- 
date consumer needs—for example, the travel or grocery 
needs of a network for a year—and seek bids from qualified 
suppliers. Suppliers will market by bidding. 


Managing customer communities. 'The asset structure of 
the consumer opportunity network is founded on the trust of 
its consumer members. The mechanisms that are fundamen- 
tal to building trust and commitment among firms (e.g., 
Achrol 1997) can be used to structure the relationship be- 
tween marketer and customer. These mechanisms, including 
transparency of information, self-regulation, rich social in- 
teractions among members, and a sense of involvement in 
determining the future of the relationship, do not function 
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well in vertical or hierarchical systems. To flourish, the 
mechanisms require the creation of a customer community. 

А customer community is а body of consumers who are 
involved with a company in a social relationship. They are 
involved because the product represents a significant aspect 
of their lifestyle and because they can enhance their satis- 
faction by participating in information- and experience-rich 
exchanges with the company and among themselves. The 
key feature is the ability of customers to interact among 
themselves. It is also the key distinction between conven- 
tional one-to-one relationship marketing programs that fo- 
cus on strengthening vertical relationships with customers 
and the concept of relational networks. 

Japan's intermarket networks were the first to develop 
large customer communities. The networks take care of vir- 
tually all needs for food, clothing, housing, medical care, 
travel, insurance, credit, and leisure for almost a million em- 
ployees and their families. Network membership determines 
the beer they drink, the car they drive, where they invest 
their savings, and even whom they marry. Services provid- 
ed by the Sanwa group include marriage facilitation, tennis 
and baseball tournaments, study groups, and art classes. 

Marketers of recreational vehicles (RVs) have been ear- 
ly practitioners of relational networking in the United States. 
They hold large conventions at which thousands of RV own- 
ers congregate to socialize, exchange experiences, and par- 
ticipate in seminars on RV ownership and recreation. They 
organize sight-seeing caravan tours that owners can join and 
enjoy as a community. 

It is difficult to get customers to contribute the time, en- 
ergy, and commitment to form viable customer communities 
around a single brand of product unless that product is sig- 
nificant in defining a particular lifestyle (RVs) or pastime 
(gardening, cooking, auto repairing). There are exceptions, 
of course, such as the strong brand communities identified 
with Apple Computers, Harley-Davidson, Shiesedo, and 
Nintendo (Kotler 1999). But in most Cases, opportunity net- 
works offering products of many manufacturers and cover- 
ing the full range of needs of a customer segment (elderly 
customers) or interest group (outdoor enthusiasts) have a 
better chance of developing committed, interactive, and par- 
ticipative communities of customers. These communities 
become part of the marketing network through membership 
rules they themselves formulate and regulate. 

Customer communities are not self-sustaining and re- 
quire considerable maintenance. Travelocity employs 110 
telephone representatives and answers some 1000 e-mail 
questions a day. But this kind of corporate maintenance is 
expensive and too hierarchical. Typical Internet communi- 
ties are maintained by the enthusiasm and energy of one or 
more community leaders. The task is to formalize and moti- 
vate this grassroots leadership. Thus far, many organizing 
firms have been able to get away with offering the leaders 
special recognition and titles. For example, community 
leaders in Canadian beer marketer Labat's network are rec- 
ognized on Internet boards with a crown next to their names. 
But at some point, it is likely that community leaders will 
need to be rewarded financially, either with stipends tied to 
group membership or with a percentage of sales generated 
through their community group. Ап interesting variation is a 


program by GeoCities that allows “citizens” to open their 
own electronic store fronts (for a small monthly fee) in their 
neighborhoods and use GeoCities’ order-processing system 
(for 5% of sales). 

Opportunity networks integrated with customer commu- 
nities represent the most dramatic scenario of change for 
marketing in the next millennium. If it should work out this 
way, the implications for marketing theory, research, and 
practice are revolutionary. Markets will be marketers, and 
marketing will become a two-way activity. Practically all 
the tools of micro analysis will need to be overhauled, not 
merely from individual- to dyadic-level concepts, but be- 
yond that to network-level concepts that encompass full- 
fledged customer communities with their own political, eco- 
nomic, and social processes. 


Conclusion 


As the twenty-first century dawns, the Industrial Revolution 
is fast giving way to the Information Revolution. Many gi- 
ant, vertically integrated manufacturing firms, which were 
the product of the Industrial Revolution, are morphing into 
internal and external networks. These managed networks 
promise superior information processing, knowledge cre- 
ation, and adaptive properties to conventional firms. But 
they also create unique operating environments distin- 
guished by reciprocity, interdependence of ties, and non- 
hierarchical means of control. The theory of networks will 
draw more on sociological theory and the politics of coali- 
tion behavior than on neoclassical economic theory and 
power-dependent explanations. 

As network forms grow and multiply, many theoretical 
and managerial questions will arise. For example, are net- 
works that consist of stable relationships among single- 
source partners more flexible in adapting than networks of 
competing multiple partners?6 Are strong, single-source ties 
with suppliers more effective for knowledge generation and 
transfer across technological interfaces? Are weak, multiple 
ties more effective in processing information across diverse 
interfaces, such as the marketing interface with customers? 
Are members more committed and less opportunistic in net- 
works with strong "family" values? Are more committed 
networks slower to adapt to discontinuous change? What is 
the trade-off between how flexible a network is and how co- 
hesive its social norms are? How strong are the consumer 
relationships forged by transparency of information, self- 
regulation, social interaction, and involvement in determin- 
ing the firm's consumer policies? Are such relationships 
stronger than relationships based on financial incentives? 


6The U.S. auto industry is creating an electronic network called 
the Automotive Network Exchange (ANX), which will link to- 
gether all auto manufacturers and several thousand automotive 
suppliers (Evans and Wurster 1997). This industry wide opportuni- 
ty network will reduce information asymmetry and switching 
costs, intensify competition, and improve efficiency (estimated 
savings are $1 billion a year). But this represents an abrupt rever- 
sal of the industry’s recent moves toward close, single-source rela- 
tionships with suppliers. The question is, what will ANX do to re- 
lationships that involve technology development and cooperative 
design? 


Because network organizations are at an early stage of 
evolution, it is premature to hypothesize about which net- 
work structure is likely to predominate in which industry or 
environment. But a few generalizations can be ventured. 
The layered network structure is likely to be most appropri- 
ate for firms in consumer goods industries in which product 
and production technologies are relatively simple (e.g., ce- 
reals, detergents, cosmetics) and markets tend to change in 
small ways. The internal market network will be the struc- 
ture of choice for companies in more technical fields in 
which it is necessary to maintain in-house expertise in vari- 
ous core technologies (e.g., automobiles, air services). Ver- 
tical market networks are likely to predominate in markets 
in which competition demands leadership in production cost 
as well as product innovation and in which marketing is of- 
ten the critical difference (e.g., personal computers). The in- 
termarket network is not industry-specific but may be cul-_ 
ture-specific (being a product of the consensual culture of 
Far Eastern economies). These networks may loosen their 
cohesiveness and adopt more internal market processes as 
they emerge from the prolonged economic depression in 
Japan. In the West, the preferred mode of intermarket orga- 
nization is through conglomerate firms, though the degree of 
conglomerate diversification and interdivisional sharing of 
resources is decreasing. The Type I opportunity networks 
are likely to be successful in markets for industrial products 
or complex, custom, or highly differentiated consumer prod- 
ucts, whereas the Type II will predominate in consumer 
nondurables, relatively standardized products, or differenti- 
ated products that consumers are comfortable evaluating by 
specifications. Both types are adapted uniquely to those con- 
sumer segments that are comfortable conducting business 
through electronic media. 

It goes without saying that network organizations also 
have their limitations. For example, close-knit, reciprocal 
relationships among firms can undermine objectivity and 
lead to ill-advised investments and myopic strategies. Many 
analysts believe that so-called crony capitalism is responsi- 
ble in large measure for the severe economic problems af- 
flicting Asian economies. But it is open to inquiry how fal- 
lible investments and strategic decisions are with 
arm's-length banking, the internal capital market of the mul- 
tidivisional firm, the fraternal banking systems of the Far 
East and Germany, or the hybrid model of the new LBO- 
type corporations. Each has a different degree of access to 
privileged information, ability to assess a firm's strategy and 
management, and long- versus short-term orientation. What 
seems clear is that the nature of commitment in networks 
slows down the process of renewal when cathartic solutions 
are called for (contrast, for example, the handling of the 
banking crises brought on by the collapse of real estate bub- 
bles in the United States and Japan in the 1980s). 

The implications for marketing management in each 
type of network organization were discussed in the article. 
To summarize, the two most important and general implica- 
tions are as follows: More and more marketing activities 
will be characterized by the management of interorganiza- 
tional relations. The firm has dissolved into a network of in- 
ternal units, suppliers, allies, and distributors. Even cus- 
tomers will enjoy an increasing capacity to become 
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organized. In addition, marketing will be more а consumer- 
consulting function than a marketer of goods and services. 
In all the networks, marketing operates less in the service of 
a given function or unit than it does on behalf of the mar- 
ketplace as a whole and its customers. It is likely we will ex- 
perience power transfer to a more organized consumer. Such 
a consumer environment will exacerbate some latent con- 
flicts between producers and consumers, and it will be mar- 
keting’s role to mediate these conflicts. 

The very nature of network organization, the kinds of 
theories useful to its understanding, and the potential im- 
pact on the organization of consumption all suggest that a 
paradigm shift for marketing may not be far over the 
horizon. 


Appendix 
From Hlerarchy to Networks In the Military 


The hierarchical line-and-staff business organization owes 
its genesis to the elaborate control and planning systems de- 
veloped by the military to manage the largest organized op- 
eration in human history, the Second World War. Today, 
even this bastion of hierarchy is crumbling in the face of the 
power of information-based networks. The following is the 
scenario of what future Marine operations may look like, 
some of which were tested in a recent exercise in California 
called “Urban Warrior.” 

The Marines burst from their landing craft, M-16s held 
high, vests stuffed with ammunition, and a computer the 
size of a spread hand strapped to their chests. The comput- 
er screen pops open like a foldout tray. It directly connects 


each Marine by satellite to the entire Marine Corps and 
supporting units. On a color map, it shows each Marine 
where he or she is and where his or her buddies are. When 
they move, their respective dots move with them. Soon, the 
Marine will be able to plug laser range finders or a digital 
camera with cross-hairs into the network. If a Marine lo- 
cates an enemy target, it is immediately visible to every- 
one—fellow Marines in the field and in the command 
room, the pilots in the attack jets overhead, the artillery 
gunners and tacticians manning the precision missiles 
aboard naval ships over the horizon. These data could be 
enhanced with information from robots in the field and tiny, 
almost invisible, unmanned aircraft. Back in the command 
center, computers integrate all these reports in a three-di- 
mensional picture of the battlefield. 

This is command, control, and execution in real time. It 
makes every soldier in the field a commander (“the strategic 
corporal”) and gives every general a God’s-eye view of the 
battlefield. It will give the Marines unprecedented flexibility, 
adaptability, and speed of response. It will make redundant 
the many layers of the traditional military hierarchy, from 
lieutenants to colonels, and transform it into a reflexive, self- 
organizing human network that can metamorphose on the fly. 

Although the new network structures are technology- 
laden systems, planners realize that the key elements to their 
success are the teams and informal human networks that op- 
erate the technology. Human networks are bound together 
by patterns of trust. Mafias, sororities, and military platoons 
all demonstrate predictable patterns of trust, sometimes al- 
most a religious fervor, guiding what they do and how. 

(Garreau 1999) 
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Section IV: What Are 
the Contributions of 
Marketing to 
Organizational 


Performance and 
Societal Welfare? 





Rohit Deshpandé 


"Foreseeing" Marketing 


We shall not cease from exploration, 

And the end of all our exploring 

Will be to find ourselves where we started 
And to know the place for the first time. 


—T. S. Hliot 


hese are interesting times. On the one hand, the world 

f is experiencing one of the most bountiful eras of in- 
dustrial productivity. Across the world, media conver- 
gence leads to a bringing together of peoples of different 
colors, communities, and creeds. Increasingly, barriers to 
free trade are crumbling, and organizations are becoming 
more effective in global logistics. Much of this bounty 
comes from an extremely sophisticated understanding and 
use of marketing concepts and tools. But on the other hand, 
inequity in income distribution persists across countries and 
even, tragically, within some of the most highly developed 
economies, such as the United States. Religious and sectar- 
ian fundamentalism is rife and frequently directed at the 
symbols of corporate munificence, which are perceived as 
hallmarks of an evolved form of technocultural imperialism. 
In academia, postmodern writing often is directed at the pu- 
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tative vagaries of capitalism. Indeed, as political scientist 
Benjamin Barber states, it is a time of “McWorld versus Ji- 
had.” Thus, it is an important time for reflection for all who 
are involved in the conversation on what marketing was, is, 
and should be. 

This is the topic for the three articles in this section that 
explore the question: “What are the contributions of mar- 
keting to organizational performance and societal welfare?" 


Marketing, Business Processes, and Shareholder 
Value 


In their article titled Marketing, Business Processes, and 
Shareholder Value: An Organizationally Embedded View of 
Marketing Activities and the Discipline of Marketing," Ra- 
jendra К. Srivastava, Tasadduq A. Shervani, and Liam Fa- 
hey present a conceptual framework that describes how 
three business processes—new product development, sup- 
ply chain management, and customer relationship manage- 
ment—are linked to three key drivers of shareholder val- 
ue—accelerating cash flows, enhancing cash flows, and risk 
reduction (by reducing the vulnerability and volatility of 
cash flows). Their article provides a neat theoretical linkage 
between the emergent conversation on business process de- 
sign and management and the dominant paradigm of corpo- 
rate finance. Couching their arguments in a future-oriented 
portrayal of marketplace changes, they argue for a strong 
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cross-functional management perspective with cash flow 
metrics for performance measurement. 


Customer Connections 


The article titled “The Role of Marketing,” by Christine 
Moorman and Roland T. Rust, provides a nice complement 
to the preceding article. In this empirical piece, the authors 
suggest that going beyond the implementation of a market 
orientation in a firm will involve the management of three 
key interfaces: between customers and products, between 
customers and service delivery, and between customers and 
financial accountability. Akin to Srivastava, Shervani, and 
Fahey’s, this article makes a dual argument. First, business 
processes (such as supply chain management, service deliv- 
ery, and customer/product knowledge management) are crit- 
ical contributors to the “value of marketing” to the organi- 
zation. Second, financial accountability issues must be 
integrated fully into the management of customer interfaces, 
especially those of customer acquisition, satisfaction, and 
retention. Their empirical study builds on the notion that the 
marketing function will continue to have a key contribution 
to make, even within a firm that is so market-oriented as to 
have such a culture disseminate across the organization, and 
that this links the customer and the business processes. 


Marketing and Its Societal Impacts 


In their article “Marketing’s Contributions to Society,” 
William L. Wilkie and Elizabeth S. Moore broaden the vi- 
sion to a more systemic perspective of how marketing has 
affected the macroeconomic and social benefits experienced 
by consumers and countries. To do this, they use a 100-year 
historical overview, provide an input-output model of an ag- 
gregate marketing system at work, and show the several 
benefits that marketing has provided to society. Wilkie and 
Moore are not apologists for marketing, by any means. Of- 
ten-heard criticisms of marketing are detailed to balance the 
discussion of its benefits. This is significant because this ar- 
ticle develops an argument that might be lost in the rest of 
this special issue: that the aggregate marketing system is 
composed of many more participants than just for-profit or- 
ganizations. In this important sense, this article broadens un- 
derstanding of how marketing contributes to (or negatively 
affects) societal welfare and enables the realization that 
“marketing performance” must deal with more than cash 
flow and shareholder value issues. 

These three articles have a common focus—“customer- 
centricity." Making the customer the core of the enterprise 
(whether for-profit or not-for-profit) is the foundation of the 
marketing concept, as well as the basic idea behind much 
theorizing and, especially, recent measurement of market 
orientation (Deshpandé and Farley 1998). Making an orga- 
nization customercentric allows for focused attention within 
a specific cultural context on the marketing processes (such 
as supply chain, customer relationship, or market knowl- 
edge management) that are needed to deliver organizational 
performance, as well as to affect society (see Figure 1). 

То understand the future, it is helpful to explain the past. 
This Special Issue of the Journal of Marketing is cospon- 
sored by the Marketing Science Institute (MSI). Since MSI 
was founded in 1961 as a nonprofit think tank, bringing to- 
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gether corporate funds to encourage academic research, it 
has helped shape the conversation on the most important 
problems facing the marketing discipline. It has done this 
through a series of biannual Research Priorities, a set of 
rank-ordered research problems in marketing based on a 
survey of the corporate membership of MSI that began in 
1974. 'To this day, it remains the only systematic, continuous 
assessment of the major problems (phrased as research 
needs) of senior executives in some of the world's leading 
organizations. These rank-ordered marketing problems es- 
tablish funding priorities for MSI, but more important, they 
provide a mirror for the discipline on what the intellectual 
agenda has been over the years. 

What can be learned by going back in MSPs history to 
look at the trends in the Research Priorities? Table 1 shows 
a comparison of the top five priorities (of the fifteen or so 
from each survey) from 10 years ago, 5 years ago, and the 
most recent priority-setting process. What is remarkable and 
interesting is not what has changed so dramatically but 
rather what has stayed the same. Ten years ago (and this was 
true going even farther back in the MSI priorities), the top- 
ranked research questions were, as they are today, "big pic- 
ture" or strategic marketing issues, not tactical ones. Topics 
such as developing and maintaining a market orientation, 
customer relationship management, managing market 
knowledge, and leveraging brand equity have dominated the 
rankings. Plus ca change, plus c'est la méme chose. Despite 
common sense intuition to the contrary, the top research 
problems facing the marketing discipline have been, are, 
and, I would argue, will continue to be not the 4Ps but what 
I refer to as the “4Cs” problems: issues that deal with cross- 
functional and cross-cultural problems of a customercentric 
nature that are best addressed through cross-disciplinary 
lenses. 
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TABLE 1 
Comparison of Top Priorities 





1998-2000 1994—1996 1988—1990 

Marketing Metrics and Performance Successfully Introducing Really New Creating, Maintaining, and Expanding 

Measures Products Brand Equity 

Understanding the Customer Market Orientation Developing and Maintaining a 

Experience Customer and Market Focus 

Marketing and the Internet Customer Relationships Quality as a Concept for Delivering 
Customer Value 

Relationship Marketing Information Technology and the Measuring Market Performance 


Information Highway 


Managing Brands, Brand Equity, 


and Product Management Generalizations 


Marketing Engineering and Empirical 


Making Marketing Research More 
Effective 





Yet a quick perusal of the supply side of scholarly re- 
search shows a dramatically different pattern. The majority 
of research articles published in scholarly journals deal with 
quite mundane issues, frequently of a tactical sort, and in- 
creasingly focus on narrower and narrower definitions of 
problems. It is not just the healthy cynic who wonders 
whether what marketing is about is the publication of Type 
II errors. And this pattern of the nature of the supply side is 
reinforced by studying MSI’s own research funding history. 
Despite the continued high ranking of the bigger picture 4Cs 
types of problems, only a few research proposals submitted 
to MSI deal with such issues. Is it any wonder that, at the 
end of the millenium, marketers are concerned with a mar- 
ginalization of the discipline, as Day and Montgomery 
forcefully argue in their preface to this Special Issue? Or as 
Lehmann (1997, p. 135) puts it in his scenario for the future 
of corporate departments, “marketing loses control [of the 
important research agendas] ... and becomes solely an im- 
plementer of the 4Ps ... essentially the department of cents- 
off coupons and blue-light specials.” 


An Agenda for Increasing 
Marketing Knowledge Use 
So what can, or should, be done? Perhaps a start is a better 
understanding of the nature of 4Cs scholarship, its conse- 
quences for what is being done in marketing, and divining 
implications for where marketing should go from here. 


Cross-Disciplinary Focus 


If the marketing discipline is studied from a sociology of 
science perspective, it is clear that intellectual cross-pollina- 
tion always has been the principal source of theoretical in- 
novation (Deshpandé 1983). The marketing science theoret- 
іса] tradition has evolved from fundamental work in 
mathematics, statistics, economics, and operations research. 
The behavioral science/consumer behavior theoretical tradi- 
tion has its parentage in social psychology, sociology, and, 
more recently, anthropology. Rather than retreating from 
such cross-disciplinary borrowing, marketers must invite 
more of it. If anything, marketers must cast their nets wider 
to consider more disciplines as sources of rich constructs, 
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models, and technologies. Folklore, poetry, sociobiology, 
and theater are all fields that can provide new ways to un- 
derstand how markets develop, how consumers experience 
retail settings, and how the Internet stitches together com- 
munities of customers. A recommendation? Make friends 
with scientists in other disciplines. Read more widely in 
journals from disparate fields (a thought encouraged by 
Buzzell’s observation in this Special Issue that some authors 
have heeded this advice already). Consider developing at 
least one research program that is collaborative with a sci- 
entist from another discipline so that Kinnear’s reference to 
the double-edged sword of cross-disciplinary .research can 
be avoided. Take a neuroscientist to lunch. 


Cross-Cultural Focus 


Many of the most interesting marketing problems are glob- 
al, not local. Multinational corporations are extremely inter- 
ested in issues such as the transferability of brand equity 
across cultural geographies, the standardization of pricing as 
border tariffs disappear, and the management of global posi- 
tioning and communications programs. Yet there has been 
little interest in the generalizability of marketing concepts, 
models, and theories to non-U.S./non—Western contexts, 
even though such concepts and models might be theoreti- 
cally inappropriate for emerging markets and transitional 
economies. More to the point, how many marketers can read 
a marketing journal or understand the copy of an advertise- 
ment in a language other than English? A recommendation? 
Use sabbatical or leave away from campus time to develop 
research that is explicitly cross-cultural in nature. 


Cross-Functional Focus 


It is ironic that universities have become the last bastions of 
intellectual siloism. In reading and teaching about business 
management, marketers may observe that firms increasing- 
ly have developed cross-functional processes, decision- 
making mechanisms, and organizational structures. New 
product development comes from engagement by a cross- 
functional business team. Yet the scholarship and teaching 
about new product development comes from faculty work- 
ing within a single field. But business problems know no 
functional parent. Thus, it behooves marketers to comple- 


ment their functional perspective with those from other 
functions. Most company market research is being used by 
nonmarketing managers, yet within-function phenomena 
continually are researched. A recommendation? Work on at 
least one major research project each year that is founded in 
a cross-functional research center or institute so that multi- 
functional perspectives are aired explicitly. Universities, 
colleges, and departments must be encouraged to celebrate 
interdisciplinary, cross-functional research, not to straitjack- 
et it. 


Customercentric Focus 


Day and Montgomery in their preface to this Special Issue 
are correct in wondering about the very real fundamental is- 
sue of what distinguishes marketing from other related 
fields and contributing disciplines. What are the boundaries 
of inquiry, permeable though they should be? The answer is 
customercentricity. Whether marketers are dealing with for- 
profit or not-for-profit organizations, examining marketing 
science or consumer behavior issues, concerned with com- 
panies or competition, they are, in the final analysis, en- 
gaged in a conversation about the centrality of the customer. 
As Peter Drucker (1954, p. 39) wrote, “Marketing is the 
whole business seen from the customer’s point of view.” As 
Webster (1997) points out, this is the bedrock of marketing’s 
most taken-for-granted ideology, the marketing concept. 
Customercentricity is what makes the field so intellectually 
vibrant with potential for further inquiry, brings in collabo- 
rators from other disciplines and sciences, and demarcates 
the discipline. A customercentric focus, as Figure 2 indi- 
cates, also helps integrate the other three Cs of disciplines, 
cultures, and functions into a single field of intellectual in- 
quiry. It draws together “Big M Marketing” (the corporate 


FIGURE 2 
Broadening the Target of Inquiry 
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function) with “small m marketing” (business processes 
such as customer acquisition, satisfaction, and retention). 

In summary, this is a wonderfully interesting time. The 
intellectual challenges facing marketers are quite clear. The 
territory is easy to see, or “foresee,” if marketers were to use 
the 4Cs framework suggested here for corralling the agenda. 
It is time to start work on the big issues. 


—————— OÜ———— J———— H————Á——— — ———— 
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Rajendra К. Srivastava, Tasadduq А. Shervani, & Мат Fahey 


Marketing, Business Processes, 
and Shareholder Value: 
An Organizationally Embedded 
View of Marketing Activities and 
the Discipline of Marketing 


The authors develop a framework for understanding the integration of marketing with business processes and 
shareholder value. The framework redefines marketing phenomena as embedded in three core business processes 
that generate value for customers—product development management, supply chain management, and customer 
relationship management—which in turn creates shareholder value. Such a conceptualization of marketing has the 
potential to introduce dramatic shifts in the scope, content, and influence of marketing in the organization. The au- 
thors highlight the implications of an organizationally embedded view of marketing for the future of marketing the- 


ory and practice. 


practice must confront directly two widely noted 

but largely neglected challenges in the marketing 
literature: connecting marketing to cross-functional business 
processes (Webster 1992) and to its cash flow consequences 
(Anderson 1982). As Day (1997*, p. 89) so pointedly notes, 
the contribution and status of marketing within an organiza- 
tion will be determined partly by its answer to the following 
question: 


М arketers committed to enhancing both theory and 


What are the core processes, and what is the contribution 
of the marketing function to the direction and integration 
of these processes? 


There is also a growing recognition that, if marketing is 
to help ensure business renewal and growth, winning and re- 
taining customers also must result in superior cash flows, a 
critical prerequisite to augmenting shareholder value (Day 
and Fahey 1988). Others have argued that the influence of 
marketing, as both a discipline and a function, has been di- 
minished because of the absence of conceptual linkages and 
a language that would enable it to engage in a meaningful 
dialogue with financial and top management (Anderson 
1982; Barwise, Marsh, and Wensley 1989*; Srivastava, 
Shervani, and Fahey 1998). 


* Authors were limited in the number of references used in text, 
therefore, those references marked with an * are available at 
www.ama.org/pubs/jm and at www.msi.org. 
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The purpose of this article is to develop a conceptual 
framework that facilitates a broadening of our understanding 
of the role that marketing can play within business processes 
that create customer value and, in turn, shareholder value. The 
intent of the framework is to highlight how marketing must be 
infused as an input to business processes and how it results in 
outputs that create and sustain customer and shareholder 
value. More specifically, the goals of this article are threefold: 


1. To articulate the role of marketing as the primary generator 
and integrator of market or customer inputs in core business 
processes; 

2. To illustrate how marketing, through its influence on core 
business processes, can affect cash flows positively and re- 
duce risk; and 

3. То indicate broadly the implications of the relationship 
among marketing, business processes, and cash flows for 
the theory and practice of marketing. 


The rest of this article is structured as follows: First, we 
examine the nature and scope of business processes and ex- 
plicate the role of marketing in these business processes. 
Second, we provide a framework that links business 
processes to the drivers of shareholder value and highlights 
the informational and integrating role of marketing activities 
within inherently cross-functional processes. Third, we 
close with a discussion of the theoretical, practical, and ped- 
agogical contributions of the article. 


Business Processes: The Role of 
Marketing 


Whether viewed as a discipline, function, or set of specific 
activities, marketing scholars long have held that the core 
objective of marketing is to attract and retain customers. To 
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do so requires that the organization provide superior value 
to customers compared with current and potential rivals. 
But to achieve this goal, the organization must design and 
execute many work practices, most commonly referred to 
as “business or operating processes” (Davenport 1993; 
Hammer 1996*), that go considerably beyond those prac- 
tices traditionally viewed as falling within the domain or 
control of the marketing function. These processes demand 
an integration of a sequence of related work tasks to ac- 
complish organizational goals. Execution of these 
processes requires assets such as personnel, knowledge, 
and a physical plant that commingle and "come alive” as 
organizational capabilities (Grant 1991*). A resource-based 
view (RBV) of the firm provides a conceptual framework 
to connect marketing and business processes and supports 
the recognition of customer and distributor networks, as 
well as market information, as assets and marketing exper- 
tise as a valuable capability. 

If marketing is to instill a customer or, more broadly, a 
market perspective into organizations, it must directly influ- 
ence the business processes that explicitly contribute to gen- 
erating and sustaining customer value. But what might be 
relevant processes within which we might examine market- 
ing contributions? 


Three Core Business Processes 


Four criteria guided our choice of core business processes. 
First, in view of the largely exploratory nature of this arti- 
cle, we sought to identify a small set of processes that ad- 
dresses fundamental but common business tasks that are 
critical to achievement of the organization's goals. Second, 
because our explicit purpose is'to demonstrate the relevance 
of marketing, each process should manifest a prima facie 
case that it contributes to customer value creation. Third, be- 
cause we want to explicate the linkages between individual 
marketing activities and business processes, each process 
should be more macro- than microlevel. Fourth, because 
every process connects to other processes, the set of selected 
processes should manifest clear (macro and micro) interac- 
tions and interrelationships. 

At a macrolevel, customer, value creation necessitates 
the accomplishment of three central organizational tasks: 


*The development of new customer solutions and/or the rein- 
vigoration of existing solutions; 

*Continual enhancement of the acquisition of inputs and their 
transformation into desired customer outputs; and 

*The creation and leveraging of linkages and relationships to ex- 
ternal marketplace entities, especially channels and end users. 


To execute these tasks, an organization must design, 
foster, and leverage three core business processes. The 
first task is accomplished through a product development 
management (PDM) process that aims to create solutions 
that customers need and want. The second task is imple- 
mented through a supply chain management (SCM) 
process that incorporates acquisition of all physical (and 
increasingly informational) inputs, as well as the effi- 
ciency and effectiveness with which they are transformed 
into customer solutions. The third task is executed 


through a customer relationship management (CRM) 
process that addresses all aspects of identifying cus- 
tomers, creating customer knowledge, building customer 
relationships, and shaping their perceptions of the organi- 
zation and its products. 

Defined as highly macrolevel processes, each core busi- 
ness process subsumes a large number of subprocesses (see 
Table 1). For example, the SCM process involves sub- 
processes as distinct as identifying and qualifying potential 
vendors; managing product assembly; acquiring, installing, 
and maintaining process technologies; and orchestrating 
outbound logistics, distribution, and customer service net- 
works, as well managing costs, pricing, and order process- 
ing and fulfillment. Many of these subprocesses can be re- 
fined further into more microlevel processes. For example, 
order processing and fulfillment might be segmented into a 
sequence of more fine-grained subprocesses around specific 
work task clusters, including order taking, internal order 
transmission, order completion, order shipment, and pay- 
ment completion (cf. Day 1994*). 

These processes are consistent with three of the four 
processes (new products, customer management, and 
value/supply chain management) suggested by Lehmann 
(1997*) in his projection of the future of core marketing 
courses. Lehmann's fourth, information use and research 
process, plays a critical role in the formulation and execu- 
tion of the three business processes examined here. Other 
important processes, such as human resource, technology, 
and finance management, do not meet the criteria previously 
noted for choice of core business processes and, for our pur- 
poses, can be considered support processes to the three core 
business processes here. Finally, it is important to note that 
the three core business processes that we focus on are not in- 
dependent. Exploiting their interdependencies is more likely 
to lead to marketplace success than a focus on just one. For 
example, if a company's market strategy calls for made-to- 
order SCM processes, modular product designs and product 
platforms should be part of their PDM process. In addition, 
it is important to recognize that some elements of core busi- 
ness processes can be outsourced. For example, Nike fo- 
cuses on PDM and CRM processes and outsources most of 
its SCM process. However, outsourcing a process does not 
mean that management can avoid its responsibilities. Nike is 
still responsible for SCM outcomes and therefore maintains 
an active presence in managing product quality. 


Infusing Marketing into Core Business Processes 


If marketing as an intellectual and operating discipline is to 
be institutionalized in organizations, it must not only per- 
vade the minds of managers within the organization, but 
also infuse and energize their actions. In short, it must in- 
fluence the processes by which work gets done. Only in this 
way can marketing as a discipline and, more narrowly, indi- 
vidual marketing activities be linked directly to central op- 
erating tasks within an organization and, as a consequence, 
to both marketplace and financial returns. 

Central to the core proposition of this article is that, if 
marketing is to realize its potential contribution to the or- 
ganization's marketplace and financial performance, it 
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ТАВ(Е 1 


Sample Subprocesses Within the Three Core Business Processes 





Product Development 
Management Process 


Ascertaining new customer needs 


Designing tentative new product 
solutions 


Developing new solution prototypes 


Identifying and managing internal 
functional/departmental 
relationships 

Developing and sustaining networks 
of linkages with external 
organizations 


Coordinating product design activities 
to speed up business processes. 


Supply Chain Management 
Process 


Selecting and qualifying desired 
suppliers 

Establishing and managing inbound 
logistics 

Designing and managing internal 
logistics 

Establishing and managing outbound 
logistics 

Designing work flow in 
product/solution assembly 

Running batch manufacturing 


Acquiring, Installing, and maintaining 
process technology 


Order processing, pricing, billing, 
rebates, and terms 


Managing (multiple) channels 


Managing customer services such as 
installation and maintenence to 
enable product use 


Customer Relationship 
Management Process 
Identifying potential new customers 


Determining the needs of existing 
and potential new customers 


Learning about product usage and 
application 

Developing/executing advertising 
programs 

Developing/executing promotion 
programs 

Developing/executing service 
programs 

Developing/executing sales programs 

Acquiring/leveraging information 
technology/system for customer 
contact 


Managing customer site visit teams 
Enhancing trust and customer loyalty 


Cross-selling and upselling of product 
service offerings 


—————————————Ó —À——— MÀ —— HÉÓàà 


must connect to the three core business processes previ- 
ously noted in at least two (highly interrelated and rein- 
forcing) ways. First, it must do so as a discipline. Second, 
individual marketing tasks must be connected to specific 
subprocesses within each core business process and to co- 
ordinating, integrating, and streamlining the work inherent 
in subprocesses across the core business processes. We 
briefly outline each way. 


Marketing as a discipline. Processes are meaningless 
when viewed in isolation of those people charged with im- 
plementing them. Typically, a team of individuals creates, 
manages, and drives each process, irrespective of the 
process's level. Thus, teams guiding each core process must 
be infused with marketing capability, that is, the means to 
bring a marketing perspective to every subprocess. Unfortu- 
nately, in the case of many firms, attaining this goal will ne- 
cessitate a significant transition and transformation from a 
product-dominated to a market-driven view of each core 
business process. 

Although PDM, SCM, and CRM processes can be 
viewed as prime drivers of both customer and shareholder 
value, their design depends on the macroenvironmental and 
competitive factors within which they exist. Changes in this 
environment affect the role of marketing and necessitate al- 
terations in process design. Such change has become con- 
tinuous and disruptive and has dramatic implications for 
marketing theory and practice. Although others have noted 
many of the same marketplace shifts (for example, see the 
compilation of essays in Lehmann and Jocz 1997), we em- 
phasize five that we believe broadly characterize the com- 
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petitive context in which marketers will need to navigate as 
we move into the new millennium: 


1. A product focus is giving way to the need to address cus- 
tomer functionality. 


2. Product differentiation is evolving into solution customiza- 
tion. 

3. Transaction-based exchanges are being replaced by rela- 
tionship-based customer intimacy. 

4. Stand-alone competition is frequently giving way to net- 
worked rivalry 

5. Economies of scope and increasing returns are being added 
to economies of scale. 


Some key elements in the required change in business 
process perspectives given marketplace shifts are summa- 
rized in Table 2. The change to a market-driven PDM 
process entails shifting from an emphasis on designing the 
most technically superior product to creating a solution that 
enables customers to experience the maximum value and 
benefit from its use. It emphasizes the design and develop- 
ment of solutions that can be customized to create and sat- 
isfy individual customers' needs. Often, physical products 
are only a part, sometimes only a small part, of the overall 
solution. Rather than largely unrelated relationships with 
disparate internal and external entities, the organization de- 
velops and leads some networks and participates in others 
with the intent of spawning, nurturing, and devising solu- 
tions that otherwise would not be possible. 

The change to a market-driven SCM process entails 
shifting from a focus on obtaining the functionally best in- 
puts at the cheapest possible prices to designing, managing, 


Marketplace Shifts 
From product focus 


To customer functionality 
focus 


From product differentiation 


To solution customization 


From transactions 


To relationship-based 


intimacy 


From stand-alone 
competition 


To networked rivalry 


From economies of scale 


To economies of scope and 
increasing return 


TABLE 2 
Marketplace Shifts: Impact on Business Processes 


Product 
Development 
Management Process 


Design, develop, and 
engineer the functionally 
best possible product 


Create the product that 
enables the customer to 
experience the maximum 
value and benefits from its 
use 


Design and develop products 
that can be mass- 
marketed to convey and 
deliver superior value 
compared with current and 
anticipated rivals 


Design and develop 
solutions that can be 
customized to create and 
satisfy customers’ needs 


A set of one-off arm's-length 
interactions with other 
units within the 
organization and entities 
external to it 


A set of ongoing, tightly 
bonded relationships 
internal and external to the 
organization 


Complete dependency on 
own knowledge, expertise, 
skills, capabilities, and so 
on 


Leading and participating in 
multiple networks to 
spawn, nurture, and 
integrate the development 
of products that otherwise 
would be impossible 


An emphasis on resource 
use efficiencies in 
designing and developing 
products 


Leveraging resources to 
create products that serve 
interrelated customer 
segments/markets and 
provide the basis for 
increasing returns 


Business Processes 


Supply Chain 
Management 
Process 


Design and mange the 
supply chain to obtain and 
use the functionally best 
raw materials and supplies 


Design, manage, and 
integrate own supply chain 
with that of both suppliers 
and customers 


Procure, move, and use raw 
materials, components, 
and so forth, so that the 
product is more 
differentiated against 
current and potential rivals 


Manage and integrate all 
supply chain elements to 
facilitate the design, 
development, production, 
and delivery of solutions 


A set of independent 
contracts with external 
suppliers and disconnected 
arrangements with internal 
units 


Developing relationships with 
external suppliers for next 
generation of supplies 


A tendency to emphasize 
ownership and control of 
each supply chain element 


Leading and participating in 
multiple supply chain 
networks to create 
supplies that otherwise 
would not be possible, 
enhance supply chain 
efficiencies, and so on 


An emphasis on efficiencies 
in vendor relationships, 
inventory control, logistics, 
production, and so on 


Leveraging all facets of the 
supply chain to facilitate 
greater product/customer 
scope and increasing 
returns 


Customer 
Relationship 
Management Process 


Manage relationships with 
customers solely as a 
means to sell, deliver, and 
service the product 


Manage relationships with 
customers as a means to 
learn about their needs 
and how best to satisfy 
them 


Customers as the 
focus/recipients of products 
and related advertising, 
service, sales activities, 
and so forth to establish 
product value superiority 


Working with individual 
customers so that the total 
solution is tailored to their 
individual needs 


Identifying, targeting, selling, 
delivering, and servicing 
customers as independent 
transactions 


Developing, fostering, and 
leveraging relationships 
with individuals and sets 
of customers 


Managing all facets of all 
interactions with all 
customers 


Developing and managing 
a network of relationships 
with other entities (such 
as rivals, channels, end 
users, and market 
professionals) to identify, 
reach, and satisfy 
customers in ways that 
otherwise would be 
impossible 


An emphasis on efficiencies 
in all phases of marketing 
activities 


Leveraging all marketing 
resources to create the 
types of customer 
relationships that facilitate 
multiple forms of product 
and market linkage 


и —MMMMM————————— 


Shareholder Value / 171 


and integrating the firm’s own supply chain with that of both 
suppliers and customers. The value and benefits experienced 
by end customers is the driving obsession, not internal goals 
such as supplier delivery cycles, production schedules, and 
operating costs. It emphasizes the coordination and integra- 
tion of supply chain tasks and activities to facilitate design, 
development, and delivery of solutions rather than just the 
procurement and transmission of materials, supplies, com- 
ponents, and finished products. As a critical means to do so, 
it partners with external entities to develop the next genera- 
tions of materials, components, and supplies and often de- 
velops and avails of networks. 

The change to a market-driven CRM process entails 
shifting from a modus operandi that views customer rela- 
tionships as solely means to sell, deliver, and service a prod- 
uct to one that regards them as means to learn about cus- 
tomers’ needs and wants and how best to create, satisfy, and 
sustain them. Customer transactions give way to intimate 
and sustained relationships. Customer intimacy and partner- 
ing are prerequisites not only to tailor solutions that enhance 
customer functionality, but also to the collective and coop- 
erative determination of new customer functionalities. Net- 
works of customer relationships involving channel mem- 
bers, end users, and other marketplace entities such as 
advertising agencies and consulting organizations facilitate 
the development of scope economies and increasing returns 
that otherwise would be impossible. 

These marketplace shifts thus result in business process 
redesign and realignment. For example, a shift away from 
vertical integration to horizontal alliances reinforces the 
need to move from stand-alone competition to networked ri- 
valry. The “best” products do not necessarily win. The best 
networked firms usually do. Thus, marketing strategy re- 
quires that a firm be in the right product system and then en- 
sure mechanisms to get a fair share of the alliance (network) 
value created. Furthermore, horizontal alliances require a 
focus on greater collaboration, information sharing, and 
trust across supply/value chains. 


Marketing tasks. Marketing as a discipline infuses a cus- 
tomer orientation into the subprocesses noted in Table 1 
through the medium of individual marketing tasks. Market- 
ing tasks can be defined broadly as the specific items of 
work that marketing professionals typically do; that is, what 
they are expected to accomplish in their day-to-day assign- 
ments. With specific focus on customers, some critical mar- 
keting tasks include identifying and categorizing customer 
segments; determining a customer’s current and potential 
needs; visiting customers to learn about the uses and appli- 
cations of individual products; developing and executing the 
individual components of sales, advertising, promotion, and 
service programs; assessing customers’ price sensitivities; 
and determining customers’ responses to rivals’ current and 
potential offerings. Each CRM subprocess (Table 1) in- 
volves many marketing tasks. 

Infusing a market- or customer-driven perspective and 
inputs into subprocesses can be accomplished in two related 
but distinct ways. First, CRM subprocesses often must be 
reinvigorated with a genuine customer or market orienta- 
tion. This tendency long has been exemplified in the dis- 
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tinction between a marketing and a sales orientation (Kotler 
1977*). Sometimes, execution of these subprocesses degen- 
erates into mere work or task routines—that is, people be- 
come accustomed to doing their jobs in only one way—or 
into easy-to-accomplish task procedures—that is, people al- 
locate among themselves the work involved in a specific 
task. To cite one example, in executing the subprocess learn- 
ing about customers’ product use and application, the expe- 
rience of some firms indicates that members of customer 
Site visit teams often merely “go through the motions” of 
asking predetermined questions, asking rudimentary follow- 
up questions, completing detailed questionnaires, and de- 
scribing observations of customers’ behaviors in a largely 
perfunctory manner. 

Second, the marketing-specific tasks inherent in CRM 
subprocesses can be linked directly and indirectly to indi- 
vidual subprocesses in both the PDM and SCM processes. 
For example, many of the tasks noted in the preceding para- 
graph that pertain to the subprocess learning about cus- 
tomers’ product use and application can generate data and 
information that should serve to inform design and execu- 
tion of several subprocesses in the other two core business 
processes. 


Marketing, Business Processes, 
and Shareholder Value 


The previous section focused on the impact of marketplace 
shifts on the core business processes and how a market-dri- 
ven orientation should influence each process. The role of 
marketing activities in these cross-functional business 
processes varies greatly (Deshpandé, Farley, and Webster 
1993*; Kohli and Jaworski 1990*; Narver and Slater 
1990*). Marketing is likely to emerge as a lead function in 
managing customer relationships. It plays an important role 
in the articulation (i.e., by defining the value proposition and 
positioning in the market), navigation (i.e., through market 
sensing and information dissemination), and orchestration 
(i.e., process management and coordination) of the CRM 
process (Day 1997*). However, the role of marketing activ- 
ities in the PDM and SCM processes is likely to be in the do- 
main of articulation and navigation. When these processes 
are dominated by technology- and engineering-driven cul- 
tures, marketing often is reduced to a subordinate selling 
role. 

Investments Required to Develop Business 
Process Capabilities 


Investment in research and development (R&D), engineer- 
ing and development of new technology platforms, net- 
works, and alliances can be viewed as enabling PDM 
processes that result in both tangible assets, such as superior 
products, and intangible ones, such as intellectual property. 
Similarly, infrastructure investments in SCM, such as elec- 
tronic channels and plants and equipment, can be viewed as 
leading to largely tangible assets that support the supply 
chain infrastructure. However, intangible assets, such as re- 
lationships with suppliers and distributors, are also invalu- 
able. And, CRM process investments that nurture brand de- 


velopment and customer support and that enhance the size 
and quality of the customer-installed base result in market- 
based assets. These are typically intangible assets such as 
brands, customers, and distribution networks (Aaker 1991*; 
Lane and Jacobsen 1995*; Srivastava, Shervani, and Fahey 
1998). 

Because CRM investments lead to less tangible assets 
(e.g., brands, customers, distributors), they are typically 
harder to justify. But assets resulting from investment in 
business processes create sustainable competitive advan- 
tages and capabilities. Therefore, they represent resources 
that firms can tap in driving shareholder value. For example, 
differentiated brands are more responsive to advertising and 
promotions (Keller 1993*), and brand loyalty can be tapped 
to reduce marketing expenditures in times of cash flow 
crunch (Srivastava, Shervani, and Fahey 1998). 

The recognition of customers, distributors, and brands as 
market-based assets raises the question of whether market- 
ing expenditures should be treated as operating expenses or 
capital investments (Srivastava, Shervani, and Fahey 1998). 
For management purposes, the treatment of marketing ex- 
penditures as capital investments could provide brands with 
a defensible claim when competing for resources with other 
capital expenditures, especially in industries in which 
off—balance-sheet assets are a large proportion of market 
value for firms (Hunt and Morgan 1995*; Lusch and Harvey 
1994*). 


Financial Valuation Methods for Assessing the 
Impact of Business Processes 


There is considerable debate regarding how economic value 
is created by strategic initiatives and how it should be mea- 
sured (Day and Fahey 1988; Pessemier and Root 1973*; Sri- 
vastava, Shervani, and Fahey 1998). Although valuation 
methods include multiple approaches, such as price/earn- 
ings multiples, market-to-book value ratio, economic value 
added (EVA), cash flow return on investment (CFROT) be- 
yond cost of capital, market value added (MVA), and share- 
holder value (SHV), approaches based on cash flow (EVA, 
CFROI, SHV) have received greater support. In particular, 
EVA, combined with attendant value-based management ap- 
proaches that link compensation and incentive systems to 
factors that help create EVA, has gained popularity in recent 
years. 

Unfortunately, though ЕМА is relatively easy to measure 
from current performance information (it is equal to net op- 
erating profits after taxes [NOPAT] less the cost of capital 
employed in creating NOPAT), it has been criticized for its 
short-term focus and undervaluation of growth potential and 
intangible assets (Elliott 1997*; Luehrman 1997*). In con- 
trast, SHV is created by a business process and is based on 
the net present value (NPV) of future projected cash flows 
during the period. This is a daunting and subjective task that 
requires difficult projections. 

On balance, the dominant financial perspective is that 
market value created by strategic initiatives is best reflected 
by the NPV of all future cash flows expected to accrue to the 
firm (Martin 1998*). The importance of this perspective is 
underscored by the large proportion of the value of firms 


that is based on perceived growth potential and associated 
risks. More often than not, value is based on growth expec- 
tations as opposed to a mere continuation of past perfor- 
mance. The challenge, therefore, is to demonstrate and mea- 
sure the value created by resources devoted to marketing 
activities in terms of their impact on current outcomes and 
on perceptions of future financial performance. 

Although measurement difficulties abound, the princi- 
ples of SHV creation are simple. Because of the time value 
of money (discounting for risk), earlier cash flows are more 
highly valued, and certainly higher levels are preferred to 
lower ones. Reduced risk is valued as well. As we (1998) 
previously have discussed, the SHV—based planning ap- 
proach proposed by Rappaport (1986) is based on four 
“уаше drivers": 


1. Acceleration of cash flows; earlier cash flows are preferred 
because risk and time adjustments reduce the value of later 
cash flows; 

2. Enhancement of cash flows by increasing revenues and re- 
ducing costs, working capital, and fixed investments; 

3. Reduction in the risk associated with cash flows by decreas- 
ing both their volatility and vulnerability and, indirectly, the 
firm's cost of capital; and 

4. Augmentation of the long-term value of the business (at the 
end of the planning horizon) through investments in 
processes that result in both tangible and intangible assets. 


Typically, the last value driver is simply an outcome of 
8 finite planning horizon. If we define a finite planning hori- 
zon over which to project cash flows, the long-term value at 
the end of the horizon should be discounted back to the pre- 
sent. But, if we adopt an infinitely long time horizon, the last 
of the four drivers is incorporated automatically into the val- 
uation and is an outcome of the first three. Therefore, in this 
article, we focus on the first three to illustrate, rather than 
provide an exhaustive assessment of, how marketing activi- 
ties infuse business processes and drive shareholder value. 
Examples of these relationships are summarized in Table 3. 

We turn now to a discussion of how marketing mind-set 
and activities provide a link among the three core business 
processes and the three drivers of shareholder value. Al- 
though each business process potentially can influence 
every driver of shareholder value, for reasons of brevity, we 
discuss a subset of all the possible linkages. The goal is to 
illustrate rather than provide an exhaustive assessment of 
how marketing activities influence and link business 
processes to the drivers of shareholder value. 


Accelerating Cash Flows 


Cash flows are accelerated by developing products faster, 
moving them faster through the supply chain, and reducing 
the time for market acceptance. Inculcating the marketing 
discipline into the mind-set of those that lead and participate 
in each core business process and integrating specific mar- 
keting tasks into the work of each subprocess play central 
roles in deciding more quickly both to do the right things 
and to do them faster and better. 

Getting the right market inputs, such as customer ге- 
quirements, assistance in ensuring appropriate product use, 
and an assessment of competitors' potential product offer- 
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TABLE 3 


Business Processes and Drivers of Shareholder Value 





Business Processes 





Product Development 


Shareholder Value Drivers Management Process 


Supply Chain Management 


Process 


Customer Relationship 
Management Process 





Accelerating cash flows Speed up cycle time for 
technologies 

Speed up product 
development, reduce time 
to market 


Product differentiation to 
enable higher prices and 
margins 

Cannibalize existing 
products by higher 
price/margin innovations 

Simplified designs to reduce 
costs 

Customer inputs to eliminate 
unnecessary features and 
costs 

Sharing modular designs 
across products to reduce 
costs; reusing designs 

Acquinng/licensing 
technology 

Design for manufacturability 
and assembly to reduce 
costs and time 


Enhancing cash flows 


Reducing risk (vulnerability 
and volatility of cash 
flows) 


Ramp rate of innovation to 
keep ahead of competition 

Technology and strategic 
alliances to establish 
market-driven standards 

Continuous focus on 
differentiation—designing 
hard to copy products; 
creating unique 
product/service bundles 

Market-driven product 
designs and configurations 

Planned product line 
migration (and product 
obsolescence) 

Maximize synergies across 
product portfolio (е.д., 
products with 
countercyclical demand 
patterns but common 
resource requirements) 


Speed up adoption by 
channels and original 
equipment manufacturers 

Speed up adoption of 
components and supplies 

Reduce order delivery cycle 
time 

Reduce time to volume 


Supply chain process 
reengineering to minimize 
costs (e.g., by reducing 
problem incidence rates) 

Reduce working capital 
through just-in-time 
methodologies 

Reduce capital investments 
by outsourcing low value- 
adding eiements of the 
supply chain 

Use market information and 
forecasts to reduce costs 
and inventories and 
enhance capacity use for 
higher-value products 
(е.д., dynamic pricing/yield 
management) 


Increase switching costs for 
distributors by providing 
service, incentive, and 
loyalty (“entanglement”) 
programs 

Minimize conflict with 
distributors; manage 
competition across and 
within delivery channels 

Design hard to copy order 
delivery processes 

Demand-driven flexible 
manufacturing and order 
delivery systems; integrate 
manufacturing and 
marketing using everyday 
low price, not high-low 
pricing approaches 

Outsource uncertain demand 
delivery; “insource” 
supplies (е.д., vendor 
managed inventory) 


Reduce time for market 
acceptance (i.e., market 
penetration cycle time) 

Minimize customer solution 
development cycle time 


Support high margins with 
branded products and 
superior service 

Cross-selling parts, 
consumables, and 
complementary services 

Maximize customer value 
(and revenues) by 
assembling customer 
solutions (including 
competitive products and 
services) 

Acquire customers; grow 
installed base 

Refine the quality of 
customer base (to reduce 
receivables and inventory); 
customer management 

Lower product launch costs; 
lower sales and service 
costs 


Customer retention and 
loyalty versus acquisition 
and attraction programs; 
loyalty programs 

Increase customer switching 
costs by bundling products 
and servicos 

Excellence in delivery of 
intangibles, experiential 
attributes, and services 

Leverage market-based 
assets (value networks) 

Customer education/training 
programs 

Leasing programs 

Price concessions for long- 
term delivery contracts 

Cross-selling parts, 
consumables, and 
complementary services 





ings, to the teams involved in each РОМ subprocess can 
help eliminate or reduce false starts and delays in conceptu- 
alization, specification, and prototyping of customer solu- 
tions. Let us briefly consider two PDM subprocesses. De- 
veloping a solution concept, such as a new form of 
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integrated hardware and software system architecture or a 
new way of washing and drying clothes in the home, in- 
creasingly involves many forms of inputs from and interac- 
tions with different categories of customers. One systems in- 
tegrator organizes a series of intensive exploratory sessions 


with а small set of its most demanding customers to gener- 
ate potential system architectures that may be radically dif- 
ferent from prevailing designs. Such intense customer in- 
volvement is intended to avoid the animosity and 
subsequent time-consuming redesigns that often occur when 
potential solution concepts first are developed by product 
development personnel and then presented to customers 
(Eisenhardt and Brown 1998*; House and Price 1991*). A 
failure to manage time to market results in false starts, de- 
lays, and missed opportunities. These are sometimes ex- 
tremely costly in terms of both time and money. 

Reducing cycle times in each SCM subprocess con- 
tributes significantly to customers getting the right products 
in the desired form and getting them faster. Reducing time 
to market, time required to commercialize products, and 
time to volume are driving mantras in most organizations. 
Yet an absence of market inputs and perspective all too of- 
ten retards the speed of commercialization and thus the re- 
ceipt of cash flows. To get products to market faster, firms 
increasingly select suppliers that are willing to develop 
components and specialized inputs jointly and offer the sup- 
pliers inducements to speed up component development. 
When viewed as transmitting data and information rather 
than moving physical goods, even some SCM subprocesses, 
which may not have evident or obvious connections to cus- 
tomers’ needs, requirements, and interests, such as inbound 
logistics, internal logistics, and assembling components, 
contribute to speeding commercialization and sustaining 
market penetration. Electronic data interchange and Inter- 
net-based communications networks now instantaneously 
connect market data, such as sales data and location of prod- 
uct sales by store outlet and geographic region, to suppliers’ 
production schedules, logistics firms’ delivery timetables, 
and internal materials handling routines through a virtual in- 
tegration of the supply chain (Magretta 1998*). At the other 
end of SCM, understanding channel motivations enables 
firms to create the right programs to educate distributors and 
the right incentives to streamline and speed up outbound 
distribution and, thereby, adoption by channel partners. 

Most companies understand the importance of time to 
market because of the time value of money and competitive 
uncertainties along product life cycles. Yet many such com- 
panies fail to realize that inadequate attention to barriers to 
market acceptance can delay product adoption and diffusion 
and, thus, cash flows. Such CRM subprocesses as advertis- 
ing and promotion build more rapid product awareness, en- 
tice early product trials, and promote repeat purchases. In 
addition, customers adopt and refer to branded products 
more quickly (Zandan 1992*), market seeding facilitates 
diffusion of innovations (Jain, Mahajan, and Muller 1995*), 
and network externalities linked to the size of the customer- 
installed base foster market acceptance (Arthur 1989*). 
Each of these results supports cash flow acceleration based 
on CRM. 

Unfortunately, companies often balk at spending 
amounts for channel and market development that are an or- 
der of magnitude lower than product development costs. 
Cooper (1993*, р. 26) finds that, in the case of industrial 
new product development, 78% of total effort as measured 
by person-days went to technological and production activ- 


ities, compared with only 16% for marketing activities. As 
Robertson (1993*) highlights, this can be an expensive mis- 
take because many products have failed to realize their po- 
tential because of inadequate attention to speeding up the 
market acceptance cycle for products. Such speeding up of 
market acceptance is more likely to occur if companies mea- 
sure (e.g., half-life or time required to reach 50% market 
penetration; percentage of the available market that tries a 
new product within a targeted time period) and reward re- 
duction in the product commercialization cycle time. A bet- 
ter balance of resource allocation between time to market 
and penetration can lead to faster time to money (House and 
Price 1991*). 


Enhancing Cash Flows 


Although the conceptual approaches to enhancing cash 
flows vary across business processes, the reason for doing 
so remains consistent: Augment revenues by increasing 
sales volume and/or prices and enlarge margins (in part) by 
reducing costs. The PDM subprocesses contribute uniquely 
to enhancing cash flows when they collectively create solu- 
tion platforms that facilitate further product design, cus- 
tomization of solutions, and adaptation of product use by 
customers. Solution platforms include similar product de- 
sign specifications and shared components and supplies, as 
well as shared production processes. These enable firms to 
eliminate significant costs and manufacture products in high 
volumes that can be tailored to meet the needs of distinct 
customer groups and, in many cases, of individual cus- 
tomers (Robertson and Ulrich 1998*). 

In short, solution platforms often enable firms to deliver 
product variety that otherwise either is unattainable or could 
be accomplished only with a disproportionate upsurge in 
costs. Consider Kodak's response to Fuji's 1987 introduc- 
tion of the QuickSnap 35 millimeter camera in the U.S. mar- 
ket. Kodak did not have a comparable model of its own, de- 
signed a rival product, and then introduced three more 
models. All four models shared a common platform, which 
enabled Kodak to develop and produce its products faster, 
resulting in considerably greater product variety than Fuji 
and clear market domination by 1994 (Clark and Wheel- 
wright 1996*). 

The PDM subprocesses also may contribute to control- 
ling or even reducing costs. Product design simplifications 
often significantly reduce costs. Astute use of alliance net- 
works to access unique types of research and technical 
knowledge serves to lower the costs associated with devel- 
oping tentative solution designs and product prototypes. 

Market inputs also can enhance cash flows through their 
influence on SCM subprocesses. Projections of customers’ 
product needs aid in determining input requirements, estab- 
lishing sufficient inbound logistics capability, determining 
and acquiring appropriate product process technologies, and 
choosing the most effective distribution channels. Compa- 
nies such as Benetton, Amazon.com, and Dell have been 
successful in using market information to identify higher- 
demand colors, titles, and product configurations, respec- 
tively. By promoting these “best-sellers,” they drive the 
market to enhance revenues and reduce costs simultane- 
ously. Better market information can be used to reduce pro- 
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curement costs and inventory levels. In addition, market in- 
formation enables companies to postpone actions until they 
are needed. This allows for just-in-time commitment of re- 
sources and higher efficiency. 

In managing costs, marketing also plays an important in- 
formational and navigational role. For example, market in- 
formation (e.g., customer orders) and forecasts are used to 
drive down finished goods and component inventories at 
Dell, for which inventory levels recently have averaged 
eight days, or 40 inventory turns per year. Periodic forecasts 
by American Airlines’s vaunted Sabre System enable it to 
release lower-priced seats contingent on demand forecasts 
for higher-price tickets. This dynamic pricing approach en- 
ables American to derive higher economic value from fixed 
capacity. 

Many might argue that a fundamental purpose of CRM 
is to augment sales revenues. Each CRM subprocess con- 
tributes to identifying customers needs; adapting solutions 
as these needs change; and promoting, selling, and servicing 
delivered or installed solutions. Research indicates that 
branded products lead to “imperfect” markets, and the mo- 
nopolistic power they afford supports higher prices and mar- 
gins (Boulding, Lee, and Staelin 1994*). Intimate customer 
relationships provide a point of leverage to realize 
economies of scope (Treacy and Wiersema 1995*). For ex- 
ample, the customer base can be leveraged to enhance rev- 
enues by cross-selling complementary products and services 
or upselling to higher-quality substitutes. The cash flow— 
enhancing potential of customer relationships has led to the 
recognition that customers are market-based assets (Srivas- 
tava, Shervani, and Fahey 1998). Finally, in recent years, the 
potential of CRM to contain and reduce costs has received 
explicit attention. It has been shown that better customer 
management results in lower sales and service costs and 
higher buyer retention and, therefore, lower customer re- 
placement expenditures (Reichheld 1996). 


Reducing the Vulnerability and Volatility of Cash 
Flows 


Projected cash flows can be vulnerable to competitive ac- 
tion and subject to volatility because of demand fluctua- 
tions. Therefore, marketing as a discipline and the execu- 
tion of individual marketing tasks can contribute to the 
reduction of the vulnerability and volatility of cash flows, 
especially when the root causes of such risks are outside the 
organization. 

Marketing as a discipline infuses market inputs, such as 
changing customer needs, potential technological break- 
throughs, and competitors’ likely product introductions, into 
each PDM subprocess with the intent of keeping the firm’s 
stream of new products ahead of current and emerging ri- 
vals’ offerings. Intel, Merck, Motorola, IBM, and many 
other firms endeavor to reduce product vulnerability by 
committing extensive resources to subsequent generations 
of product(s) while the next generation is under develop- 
ment. Moreover, though a reputation for excellence in prod- 
uct development can be a driver for performance and differ- 
entiation (e.g., Intel can demand loyalty), success of product 
platforms may depend heavily on the successful execution 
of marketing tasks that support value networks (e.g., the In- 
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tel Inside campaign). In addition, firms can take advantage 
of multiple product lines by creating unique product/service 
bundles (e.g., Microsoft’s Office Suite) that others cannot 
duplicate. Or, they might manage migration of customers 
across product lines during their family life cycle. Thus, sus- 
tainable competitive advantages can be developed by defin- 
ing and renewing value propositions and marketing strate- 
gies that guide product development. Such advantages 
mitigate risk. 

Managing product innovation, and thus additions and 
deletions to product portfolios, greatly aids in managing 
volatility of cash flows. Maintaining products in markets 
that are countercyclical reduces cash flow volatility because 
negative correlation between cash flows from individual 
products leads to lower variance and, therefore, lower risk. 
Moreover, market inputs that portend change in the growth 
rates of market segments guide the commitments of re- 
sources to development of products for emerging growth 
segments. Such informed commitments reduce risk in the 
future. 

Cash flow vulnerability may be reduced by the SCM 
process through process innovation. For example, Gillette 
reduces risk by designing hard-to-copy manufacturing 
processes, including the machine tools used for production. 
Risk also may be reduced by management of distribution re- 
lationships. Manufacturers can increase switching costs for 
distributors with “entanglement programs,” such as incen- 
tives to distributor sales personnel, or with services. 

The SCM process also may be managed to minimize 
volatility in cash flows. Demand-driven flexible manufac- 
turing and order delivery systems reduce cash flow uncer- 
tainty. For example, Procter & Gamble is emphasizing 
everyday low price instead of high-low price promotions 
because the latter cause peaks and valleys in demand pat- 
terns that wreak havoc in manufacturing operations and in- 
crease the volatility of cash flows. Other firms seek to re- 
duce potential susceptibility to volatility in demand by 
building capacity to cover projections of steady demand and 
outsourcing production to cover uncertain demand. 

Strategists long have understood the importance of bar- 
riers to entry, such as investments in R&D and manufactur- 
ing systems. However, the emerging literature suggests that 
the barrier to entry that is hardest to overcome might be cus- 
tomer loyalty. Successful implementation of CRM зиђ- 
processes can contribute to greater customer switching costs 
and loyalty (Reichheld 1996), thus lowering cash flow vul- 
nerability. To cite some examples, higher customer retention 
is fostered by loyalty programs (e.g., American Airlines 
AAdvantage) and by increasing switching costs through 
bundling products/services and leasing programs (e.g., auto 
leasing programs result in substantially higher repurchase 
rates). 

Some firms now routinely coordinate and leverage pro- 
motion, advertising, selling, and service subprocesses to 
cross-sell consumables (e.g., toner and ink for printers in the 
case of Hewlett-Packard) and services as one means to re- 
duce volatility in cash flows. Other firms leverage their re- 
lationships with particular customers by granting price con- 
cessions in exchange for longer-term purchase contracts, 
thus enhancing the likelihood of stable cash flow for a spec- 


ified period. Typically, both the vulnerability and volatility 
of cash flows are undervalued when a short-term transaction 
perspective displaces a longer-term relationship mentality. 
One irony is that customer retention strategies and the role 
of marketing are likely to gain greater recognition as their 
implications for the vulnerability and volatility of cash flow 
gain wider appreciation and the long-term value of customer 
purchases is compounded over time (Srivastava, Shervani, 
and Fahey 1997). 


Discussion 


The ability of marketers to influence marketplace perfor- 
mance will be increasingly dependent on the extent to which 
core business processes are infused with a marketing per- 
spective and shaped by marketing-generated data. The need 
to adopt a cross-functional perspective was underscored by 
a workshop sponsored by the Marketing Science Institute 
that focused on management of corporate fault zones (Mont- 
gomery and Webster 1997). Papers presented in this work- 
shop emphasized that marketing success or failure no longer 
can be denominated only in traditional product market per- 
formance metrics such as sales and market share. Marketing 
investments and commitments must be assessed for their 
impact on efficiency and effectiveness of business 
processes, financial outcomes, and creation of shareholder 
value. In the discussion that follows, we focus on the impli- 
cations of this framework for marketing theory, practice, 
and teaching. 


Implications for Marketing Theory 


Although marketing scholars long have issued innumerable 
admonitions to stipulate, test, and accumulate marketing 
theory, a recent plaintive cry manifest in the literature has 
called consistently for new theories that embrace new con- 
cepts and variables that address how and why marketing 
succeeds or fails (Lehmann 1997*; Webster 1997*). Ex- 
tending existing theoretical frameworks may no longer be 
sufficient to reflect marketplace shifts and guide marketing 
practice in the fundamentally new competitive context and 
conditions that will characterize the new millennium. 

The framework presented here offers a potentially fruit- 
ful approach to developing marketing theory that expressly 
responds to emerging change in both organizational and 
competitive contexts, with the intent of explaining success 
and failure (Anderson 1982; Day 1992*). Although exten- 
sive conceptual and empirical work lies ahead, the frame- 
work presented here suggests that marketing scholars must 
address the following more explicitly: 


•Тће specification of intraorganizational conditions, specifi- 
cally core business processes, as a component of marketing 
theories; 

The postulation of cause-and-effect linkages between market- 
ing and the design and execution of core business processes; 
*The postulation and testing of cause-and-effect linkages be- 
tween core business processes and both marketplace and 

shareholder value variables; and 
*The value-added contribution of marketing to the enterprise, 
in which value is denominated in terms of meeting organiza- 
tional prerequisites, marketplace performance, and share- 
holder value. 


From theory to practice. Marketing tasks do not exist in 
a vacuum. They are subprocesses within broader business 
processes. Marketing theory therefore must incorporate 
these processes explicitly as an input to marketing strategy 
choices and decisions that affects both marketplace and fi- 
nancial performance. Attention to core business processes 
extends the domain and complexity of marketing theory to 
include organizational factors as determinants of marketing 
success and failure. Adding a cross-functional dimension to 
marketing practice raises the hurdle for marketers. Their 
success would require functional (marketing) excellence 
and depth, as well as cross-functional process competence to 
ensure the implementation of marketing ideas. Unless other 
functions appreciate the value of what marketers have to of- 
fer, little progress can be expected in terms of businesses 
embracing marketing concepts. 

The framework also suggests that marketing theories no 
longer can address only marketing outcomes as the criteria 
of success. They must connect marketplace performance 
measures, such as brand loyalty, with financial dimensions, 
such as reducing the vulnerability and volatility of cash 
flows. Rich theoretical insights thus might be derived when 
marketplace-financial performance links are postulated. For 
example, might companies with greater customer switching 
costs and retention rates face lower risks and, therefore, 
lower costs of capital and higher price-earnings multiples? 


Theories of exploration and exploitation. At a somewhat 
more fine-grained level, the framework facilitates develop- 
ing and refining distinctions between market-focused theo- 
ries of exploration and exploitation (cf. March 1991). Ex- 
ploration theories focus on creating new business 
opportunities. At their core, market-focused theories of ex- 
ploration address the development and testing of opportuni- 
ties that will take the organization's marketing strategy in 
new directions. They focus on creating truly new products 
or solutions and changing the nature of competition by 
changing the business processes that deliver them. Their 
outcome might constitute a new theory of the business 
(Drucker 1994*), fundamentally new customer functionali- 
ties (Hamel and Prahalad 1994*), or specific insights about 
how to shape the future rather than be shaped by it (Fahey 
and Randall 1998). Explorative activities on the part of busi- 
nesses typically require insights regarding customers and 
competitors, assumptions about future success criteria, and 
investments that are risky but that may result in major pay- 
offs. Such investments in infrastructures that facilitate 
PDM, SCM, and CRM processes typically provide strategic 
options to participate in new product platforms, channels, 
and market segments. Thus, an options theory approach to 
assessing the value of projected cash flows may be more ap- 
propriate than traditional methods (Luehrman 1998). 

Exploitation theories, in contrast, address the execution 
and leveraging of existing marketing strategies. The empha- 
sis is on how core business processes contribute to imple- 
menting a given strategy more efficiently and how the strat- 
egy can be adjusted to create and avail of related 
opportunities more effectively. Thus, exploration addresses 
building competitive advantages, whereas exploitation fo- 
cuses on leveraging these assets and capabilities in enhanc- 
ing product market performance. А conceptualization of 
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marketing as a subprocess, embedded in the core business 
processes and explicitly linked to cash flow consequences, 
can facilitate the development of theory pertaining to the 
role of marketing in organizational efficiency and effective- 
ness. To the best of our knowledge, such a theory has not 
been attempted. Our framework is a step in that direction. 


Implications for Empirical Research 


The theoretical implications previously noted suggest sev- 
eral interrelated empirical research directions. Our particu- 
lar interest here is to identify research issues and directions 
that largely have been ignored in the marketing literature but 
that the framework developed here suggests will become in- 
creasingly central to marketing’s emerging empirical re- 
search agenda. Propositions of interest can be linked to the 
role marketing plays in business processes, as well as a vi- 
sion of the future. In this sense, assertions made in Table 2 
provide rich opportunities for research. 

For example, as we move from stand-alone competition 
to networked rivalry, it appears we must learn to move from 
a complete dependence on our own capabilities to managing 
a network of relationships. But, how a firm does so is de- 
batable and therefore worthy of investigation. 


*What will be the best approaches to managing teamwork and 
integration across functions and business partners in develop- 
ing new products? 

*What are best practices for participation in and virtual inte- 
gration of supply chain/value networks? Why? 

*How should a firm manage a network of relationships across 
channel partners, customers, partners, and competitors? Why? 

*What are the best ways to measure superior performance in 
network management (versus performance of stand-alone 
products and services)? 


Although some of these issues, such as teamwork in 
new product development, are under academic investiga- 
tion, others, such as virtual integration across suppliers and 
channel members, are understood better by marketing prac- 
titioners employed by industry leaders (e.g., Dell). Similar 
issues can be raised with respect to assertions related to 
marketing's role in business processes for each of the other 
marketplace shifts in Table 2. Other questions worthy of 
empirical investigation stem from the influence of market- 
place shifts on core business processes, how core business 
processes and marketing subprocesses relate to product 
market performance and shareholder value, and how a fo- 
cus on shareholder value in turn influences the design and 
management of core business processes and marketing 
subprocesses. 


*What 15 the influence of core business processes on product 
market performance? 

*What is the influence of core business processes on share- 
holder value? In what ways do the three core processes indi- 
vidually and collectively affect the three drivers of share- 
holder value? 

*What is the influence of product market performance on share- 
holder value? How do individual marketplace results such as 
increase in brand loyalty affect measures of shareholder value 
such as market-to-book ratios and price earnings multiples? 

*What is the impact of shareholder value on product market 
performance? For example, how does brand equity influence 
brand performance? 


178 / Journal of Marketing, Special Issue 1999 


*What is the influence of shareholder value on core business 
processes? How might shareholder value goals affect out- 
sourcing, coordination, and integration of business processes? 


Implications for Marketing Practice 


А central implication of the framework presented here is the 
need for many practitioners to alter their mental model of 
marketing radically. An understanding of the role of market- 
ing within core business processes may require a paradigm 
shift in the way many marketing managers understand the 
scope and content of marketing, how it is executed, how its 
results should be assessed, and, more important, how they 
can communicate with and influence managers in the top 
echelon. 

An initial implication is that unless marketing managers 
understand these central marketplace shifts, the forces dri- 
ving them, and their implications for marketing action, they 
will be unable to craft and execute successful strategies. In 
short, in view of the discontinuities evident in marketplace 
shifts (again, say from stand-alone competition to net- 
worked rivalry), it seems safe to suggest that traditional 
marketing perspectives almost certainly contain within them 
the seeds of marketplace failure. 

A pervasive implication is that if marketing is to be the 
energizing source of creating and exciting customers, it 
must infuse and integrate the activities that fall within the 
organization's core organization processes. Managers there- 
fore must understand the domain, role, and contribution of 
each core process, the connections among them, and their 
broad consequences for marketplace and financial success. 
More specifically, marketing managers must understand 
how individual activities within each core process—for ex- 
ample, product design within PDM and concurrent engi- 
neering within SCM—can create customer success, such as 
ease of product use and ability to adapt the product to mul- 
tiple uses. 

In the interest of developing winning strategies, market- 
ing managers also must carefully analyze and identify how 
marketing can contribute to the design, development, exe- 
cution, and integration of organizational processes. They 
therefore must assess which marketing-generated data can 
serve as inputs to specific activities within each core 
process, to integration within each process, and to coordina- 
tion among them. Marketing managers should be positioned 
ideally to develop projections of change within and across 
marketplace shifts and to posit how these changes would af- 
fect product variety within the PDM process, economies of 
scale within the SCM process, and increasing returns in the 
CRM process. Put bluntly, it is our contention that the artic- 
ulation of these types of connections is a sine qua non of 
marketing success in the emerging marketing era. 

A new and unavoidable challenge for marketing man- 
agers is the need to assess the cash flow consequences of 
their decisions, commitments, and investments. Two impli- 
cations immediately arise: Managers must learn both cash 
flow analysis methodology and the underlying thought 
process. Regrettably, the latter often is underappreciated. 
However, as is evident in this section, it is essential to the 
framework presented here. Thus, cash flow measures must 
become a central component of managers' mental models of 


strategy evaluation. Dependence on product market mea- 
sures is no longer sufficient. 

Assessment of cash flow consequences also has feed- 
back implications in strategy development and execution. 
Managers must use cash flow analysis as an input in deter- 
mining core process configuration and execution and in the 
development and choice of strategy alternatives. For exam- 
ple, the ability to project the cash flow consequences of al- 
ternative marketing programs enables managers to question 
the desirability and viability of individual strategies. Thus, it 
encourages them to consider how strategies might be 
amended to achieve results in the product marketplace that 
would lead to superior financial returns relative to internal 
and external performance criteria. 

Performance metrics can be benchmarked against both 
internal (say, against other divisions or product groups or 
performance levels achieved in the past) and external 
(against best practices or performance levels achieved by 
competitors or “best in class" companies in other industries) 
standards. Of particular interest is an emerging focus on do- 
ing things faster and using fewer resources. Several leading 
companies now focus on "velocity metrics" that track the 
rate of change in measures they deem as central to their 
source of sustainable advantages and marketplace perfor- 
mance. Rather than focus on the absolute level of measures, 
such as market share, return on assets, or cycle time for or- 
der delivery processes, they track continuous improvement 
(either change or rate in change) on these dimensions. This 
is based on the belief that stock market analysts track and re- 
ward momentum, or rate of positive changes in performance 


measures (Meredith 1998*). In addition, the framework can 
be used to provide new normative benchmarks that are 
linked to logic and process knowledge. For example, if a 
made-to-order delivery process takes one day, then the com- 
ponents inventory requirement of (say) three days should be 
adequate. 

Marketplace trends present additional measurement 
challenges. What are appropriate performance metrics, 
given market conditions and competitive environments? 
How does the relative importance of these metrics change 
over the product life cycle, as management priorities 
change, as new competition emerges, as technology-enabled 
process management gets underway, as the pendulum shifts 
from vertical integration to virtual (horizontal) integration 
and back to vertical? Should the balanced scorecard be used 
to control business processes, or should the scorecard pur- 
posely be unbalanced to ensure a focus on practices de- 
signed to create an uneven playing field and change the na- 
ture of the competitive game? If marketers can address these 
questions successfully, they will be able to (1) influence 
marketing activities in every business process of the organi- 
zation and (2) ably articulate, in the language and method- 
ologies of finance and top management, the contributions of 
marketing (Buzzell and Sisodia 1997*). In affording direct 
linkages to core processes and cash flows, the framework 
presented here enables marketing scholars to develop and 
test new marketing theories and exhorts practitioners to re- 
consider established marketing practices. We would argue 
that doing so must become the hallmark of the marketing 
profession as we enter the new millennium. 
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Christine Moorman 4 Roland T. Rust 


The Role of Marketing 


As marketing gains increasing prominence as an orientation that everyone in the organization shares and as a 
process that all functions participate in deploying, a critical issue that arises is the role of the marketing function. 
Specifically, what role should the marketing function play, and what value does the marketing function have, if any, 
in an organization that has a strong market orientation? The authors take the view that though a firm's market ori- 
entation is undeniably important, the marketing function should play a key role in managing several important con- 
nections between the customer and critical firm elements, including connecting the customer to (1) the product, (2) 
service delivery, and (3) financial accountability. The authors collect data from managers across six business func- 
tions and two time periods with respect to marketing’s role, market orientation, the value of the marketing function, 
and perceived firm performance. The results show that the marketing function contributes to perceptions of firm |- 
nancial performance, customer relationship performance, and new product performance beyond that explained by 
a firm’s market orientation. Marketing’s value, in turn, is found to be a function of the degree to which it develops 
knowledge and skills in connecting the customer to the product and to financial accountability. For service firms, 
the value of the marketing function also is related positively to marketing's ability to connect the customer to ser- 


vice delivery. 


tice, it appears that during the past ten years there has 

been a movement toward thinking of marketing less 
as a function and more as a set of values and processes that 
all functions participate in implementing. In this view, mar- 
keting becomes everybody's job, which potentially diffuses 
the marketing function's role but increases marketing's in- 
fluence (Greyser 1997). As McKenna (1991, p. 68) notes, 
"Marketing is everything and everything is marketing," or 
as Haeckel (1997, p. ix) states, "Marketing's future is not a 
function of business, but is the function of business." 

The empirical literature on market orientation is the 
most profound indication of this change in perspective. Al- 
though it has been defined in a variety of ways, several em- 
pirical studies of business organizations indicate that an or- 
ganizationwide market orientation has a positive impact on 
the financial performance of firms and their new products 
(Day and Nedungadi 1994; Deshpandé, Farley, and Webster 
1993; Jaworski and Kohli 1993; Kohli, Jaworski, and Ku- 
mar 1993; Moorman 1995; Narver and Slater 1990). Like- 
wise, important advances have been made in conceptualiz- 
ing the key capabilities exhibited by market-oriented firms 
(Day 1990, 1994; Kohli and Jaworski 1990; Webster 1992, 
1997). 


| ooking broadly at the marketing literature and ргас- 
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As marketing gains increasing prominence as a set of 
processes that all functions participate in deploying, a criti- 
cal issue that arises is the specific contributions of the mar- 
keting function. Specifically, what role should the marketing 
function play, if any, in a firm that is market-oriented? Re- 
flecting this concern, the Marketing Science Institute's 
1996—1998 research priorities included investigations into 
“Marketing as a function (big M) in relation to marketing as 
a process and a vision (little m) in the future" (Marketing 
Science Institute Research Priorities 1996*, p. 6). In re- 
sponse, Day (1997, p. 69) suggests that many find a trade- 
off between "developing deep functional expertise through 
specialization vs. subordinating functions to teams manag- 
ing linked processes." Likewise, Workman, Homburg, and 
Gruner (1998) refer to this as the “cross-functional disper- 
sion of marketing activities" and predict that it will lead to a 
reduction in the need for a strong marketing function. 

In this article, we argue for the value of the marketing 
function beyond an organizationwide market orientation. 
These arguments suggest that the marketing function can 
and should coexist with a market orientation and that the ef- 
fectiveness of a market orientation depends on the presence 
of strong function that includes marketing. To make our 
case, we present a framework that defines the scope of the 
marketing function and how it operates in the cross-func- 
tional world of a market-oriented firm. At the heart of this 
framework is the idea that the marketing function facilitates 
the link between the customer and various key processes 
within the firm (Day 1994). We examine both the value of 
the marketing function and its scope in a large-scale empir- 
ical effort. 


* Authors were limited in the number of references used in text, 
therefore, those references marked with an * are available at 
www.ama.org/pubs/jm and at www.msi.org 
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The Marketing Function т а 
Market-Oriented Firm 


Structural Approaches to Marketing Organization 


The question of how to structure an organization to maxi- 
mize performance has been a source of enduring debate in 
organizational research, strategy research, and marketing. 
Within this broad topic, the specific question we address 
pertains to the proper organization of marketing in firms. 
Two specific structures that currently are being scrutinized 
by practitioners and that offer distinctive theoretical ap- 
proaches for scholars are examined here: a functional mar- 
keting organization and a process marketing organization. 

A functional marketing organization refers to the con- 
centration of the responsibility for marketing activities 
(knowledge and skills) within a group of specialists in the 
organization.! The benefits of functional structures are well 
documented and include enhanced efficiency and ability to 
develop specialized, distinctive capabilities (e.g., Thompson 
and Strickland 1983). The risks include the challenge of co- 
ordination between specialized functions, interfunctional 
conflict, functional myopia, and overspecialization. A mar- 
keting process organization refers to the dispersion of mar- 
keting activities (knowledge and skills) across nonspecial- 
ists in the organization (Workman, Homburg, and Gruner 
1998). This approach can take a variety of forms. For exam- 
ple, Kohli and Jaworski (1990, p. 3) define market orienta- 
tion as the organizationwide generation, dissemination, and 
responsiveness to market intelligence. Consistent with a 
process structure, they suggest that a market orientation in- 
volves multiple departments sharing information about cus- 
tomers and engaging in activities designed to meet cus- 
tomers needs (see also Narver and Slater 1990). Day (1994, 
p. 38) describes two key cross-functional processes of mar- 
ket-driven organizations: market-sensing and customer- 
linking activities. 

A great deal of commentary suggests a tension between 
these two approaches to marketing organization in firms 
(Day 1996*). For example, some scholars have suggested 
that firms are reducing the size and resources associated 
with formal marketing functions, even as they move toward 
embracing an organizationwide market orientation. Greyser 
(1997, p.14) refers to this as “a simultaneous upgrading of 
the orientation and downsizing of the formal function.” 
Webster (1989, p. 6) notes, “Marketing in many companies 
has been ‘pushed out’ into the operating units of the busi- 
hess, especially in those companies that are consciously 
‘disintegrating’ their organizations ... I think that marketing 
as a stand alone function in the typical organization will be- 
come extremely rare." Wind (1996, p. iv) likewise states, 
"Marketing, as a management function, appears to be in de- 
cline. Marketing as a management philosophy and orienta- 
tion, espoused and practiced throughout the corporation, is 
however seen increasingly as critical to the success of any 
organization." 


Ил reality, a firm can outsource a marketing function as well as 
maintain one internally. Our predictions are expected to hold 
across both internal and external marketing functions. We address 
possible differences subsequently. 


Other anecdotal evidence points to a de-emphasis on the / 
formal marketing function as its work is either outsourced 
(Cook 1993*; Curtis 1997*; Leggett 1996*; Morrall 1995*; 
Moulton 1997*) or assigned to cross-functional teams 
(Brady and Davis 1993*; Doyle 1995*) or other organiza- 
tional units (Sheth and Sisodia 1995*). More formal exami- 
nations indicate that the loss of marketing as a function and 
its integration across functions may be less common than 
these observations suggest (Piercy 1998*). 

In this article, we are not interested in whether market- 
ing as a function is actually on the decline. We take no stand 
on this issue. Instead, we examine the contribution of a dis- 
tinct marketing function as organizations adopt a process or 
cross-functional structure to the management of marketing. 


Theoretical Issues т Marketing Organization 


In addition to the critical substantive questions surrounding 
different forms of marketing organization, this topic also 
raises important and enduring theoretical questions related 
to the value of what have been termed variously as shared or 
integrated knowledge and skills in organizations (e.g., 
Dougherty 1992; Lawrence and Lorsch 1967). Contempo- 
rary research focusing on the value of shared knowledge and 
skills in organizations suggests that integrated approaches 
are necessary because most of the work in organizations cuts 
across different knowledge and skill domains, such as prod- 
uct development or supply chain management (e.g., Day 
1994). This view would be consistent with the cross-func- 
tional dispersion of marketing or the process marketing or- 
ganization. Integrated knowledge and skills have been 
linked to reduced conflict (Frankwick et al. 1994; Gupta, 
Raj, and Wilemon 1986*) and increased communication 
(Griffin and Hauser 1992*; Moenaert and Souder 1990*, 
1996*) in organizations. Stronger functional orientations, 
conversely, have been found to reduce information sharing 
within firms (Fisher, Maltz, and Jaworski 1997*). 

Other research points to the value of specialized or dif- 
ferentiated knowledge and skills. Hambrick, Cho, and Chen 
(1996*) recently provided evidence that higher levels of 
functional heterogeneity among top management team 
members were significantly related to growth in market 
share and profits in the airline industry. Bantel and Jackson 
(1989*) find that top team function heterogeneity increased 
the level of innovation in the banking industry. Reed and 
DeFillippi (1990*) suggest that differentiation is an impor- 
tant source of causal ambiguity in an organization that can 
erect competitive barriers to imitation (see also Madhavan 
and Grover 1998*). Still other work suggests a contingent 
view of the value of specialized knowledge and skills in or- 
ganizations. For example, in a study focused on new prod- 
uct development, Moorman and Miner (1997) demonstrate 
that higher levels of specialized knowledge and skills had a 
positive impact on new product innovation levels only in 
conditions of high environmental turbulence. Likewise, 
Dougherty (1992) claims that the value of specialized 
knowledge and skills is dependent on the presence of effec- 
tive routines for managing complex and novel interdepart- 
mental relations. 

Itis our opinion that there is room for a third view on the 
value of specialized (differentiated) versus shared (integrat- 
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ed) knowledge and skills that suggests that both аге impor- 
tant to organizational performance. Other conceptual ap- 
proaches support this view. Grant’s (1996) model of organi- 
zational capability as knowledge integration suggests an 
architecture of integration that moves from individual man- 
ager knowledge to functional knowledge to cross-function- 
al capabilities. Dougherty’s (1990) grounded theory of mar- 
ket knowledge creation suggests distinct stages that involve 
building unique departmental knowledge and then moving 
to an integrated view of new product opportunities that cuts 
across departments. Finally, Fiol’s (1994) two-year case 
study of cross-functional activities in a Fortune 100 finan- 
cial services firm finds that consensus still allowed for con- 
siderable diversity in meaning between managers from dif- 
ferent functions. 

Following from this research, we take the view that there 
is a significant role for the marketing function in an organi- 
zation with a strong market orientation. This position does 
not negate the value of the entire firm becoming market- 
oriented. Instead, it suggests that the marketing function has 
value to an organization beyond the value achieved through 
the cross-functional dispersion of marketing activities. We 
propose the following: 


H,: The marketing function will contribute to the (a) financial 
performance, (b) customer relationship performance, and 
(c) new product performance of the firm beyond the con- 
tribution of an organizationwide market orientation. 


The Management of the Marketing 
Function 


Working from the assumption that the marketing function 
con® butes to firm performance beyond an organization- 
wide market orientation, the critical question is then how the 
marketing function should be designed to provide the great- 
est value for organizations. In this section, we develop a 
framework that defines the scope of the marketing function. 
At the heart of this framework is the idea that the marketing 
function's key contribution is to serve as a link between the 
customer and various processes within the firm (Day 1994). 
Therefore, we expect that, as the marketing function devel- 
ops knowledge and skills related to each of these connec- 
tions, the perceived value of the function within the organi- 
zation will increase. To clarify terms, we define the value of 
the marketing function within the firm as the degree to which 
it is perceived to contribute to the success of the firm rela- 
tive to other functions. The value of the marketing function 
relative to other functions was selected to provide a com- 
mon frame of reference across firms for thinking about the 
marketing function's contributions. This definition does not 
preclude other functions contributing to the firm; it only 
measures marketing's contributions on a relative scale. 


The Central Elements and Processes of Business 
Organizations 


In Figure 1, we show a simplified diagram of the central el- 
ements of business organizations. We define the central ele- 
ments of the firm as the five nodes: customers, product, ser- 
vice delivery, financial accountability, and top management. 
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Customers refer to those intermediate and end consumers 
who purchase and/or use the firm's goods or services. Prod- 
uct is used broadly in this model to refer to the goods or ser- 
vices offered by the firm. Service delivery refers to the an- 
cillary actions involved in providing a firm's goods and 
services to the customer. Therefore, even in a service busi- 
ness, product and service delivery are distinct; the product 
refers to the designed offering (e.g., an insurance policy), 
whereas service delivery refers to how well the customer is 
actually served before, during, and after the transaction 
(e.g., insurance sales, claim handling; Rust, Zahorik, and 
Keiningham 1996*). Financial accountability refers to the 
links between firm actions and profitability. Top manage- 
ment refers to organizationwide leadership and decision 
making. 

Using these nodes, Figure 1 delineates nine connections 
that reflect key firm knowledge and skills, including those 
contained in human resources, technologies, behavioral rou- 
tines, and material artifacts owned or contracted by the firm 
(Moorman and Miner 1997). It could be argued that firms 
historically have focused on developing node-specific 
knowledge and skills. For example, operations would be- 
come experts in product issues, marketing in customer is- 
sues, and accounting in financial accountability issues. The 
approach in Figure 1, in contrast, emphasizes developing 
knowledge and skills related to managing the connection be- 
tween nodes, such as the customer-service delivery node 
(e.g., Day 1994). 

Drawing on Figure 1, we suggest that the marketing 
function should play a role in connecting the customer with 
(1) the product, (2) service delivery, and (3) financial ac- 
countability. Of these three connections, the traditional role 
of marketing has been to link the customer with the product. 
Identification of the other two connections with marketing is 
a fairly recent development, made germane by trends in in- 
formation technology and the growing dominance of the 
service economy. As we show in Figure 1, our approach 
does not suggest that the marketing function has complete 
purview over a certain customer connection, nor does it pre- 
clude other cross-functional activities. On the contrary, our 
view supports the role of both functional and cross-func- 
tional influences. 

This approach follows other frameworks in marketing 
that address customer connections. Howard's (1983, p. 99) 
marketing theory of the firm, for example, suggests that the 
customer gives “marketers a rationale for their planning, 
which facilitates their interfacing with other functions in the 
design and implementation of strategy." In his constituency- 
based theory of the firm, Anderson (1982, pp. 23—24) sug- 
gests that "One of the marketing area's chief functions in the 
strategic planning process is to communicate this perspective 
to top management and the other functional areas.... Market- 
ing's objective, therefore, remains long run customer support 
through customer satisfaction." Hauser, Simester, and Wern- 
erfelt (1996*) suggest that marketing must demonstrate the 
criticality of the external customer to the exchanges that oth- 
er organizational functions engage in with internal customers 
and external suppliers (see also Cespedes 1996*). 

This connection view also is expressed by marketing 
practitioners. For example, Boston Consulting Group's 


Daniel Leemon (1995*) states that “Тће marketing function, 
with its unique perspective on customers, products, and 
competitors, should take the lead in defining marketing op- 
portunities and rallying the whole organization to support 
them.” Likewise, a study by The Marketing Society points 
to the same conclusion: “The challenge is for marketing to 
impose and coordinate quality control over the growing 
number of customer interfaces” (Curtis 1997*, p. 20). 

Our view of the marketing function’s perspective on the 
proposed connections follows this work. Specifically, we do 
not expect marketing or any other function to be neutral 
with regard to the two nodes that constitute the connection. 
Instead, we expect that the marketing function will tend to 
emphasize a customer vantage point, or what Day (1994) 
has referred to as an "outside-in" or external perspective. 
This unique perspective is what provides the marketing 


function with a specialized or differentiated knowledge and 
skill base. 


The Three Customer Connections 


The customer-product connection. This connection per- 
tains to linking the customer to the focal offering provided 
by the firm. In the traditional domain of marketing—the do- 
main of the 4Ps—marketing often is perceived as develop- 
ing a product that will suit the customer, promoting the 
product to the customer, pricing the product to be acceptable 
to the customer, and distributing the product to the customer. 
In our framework, marketing's emphasis in this linkage is on 
providing knowledge and skills that connect the customer to 
product design or quality issues. This emphasis underlies 
many contemporary methodologies for new product devel- 
opment and for managing the customer-product interface 


FIGURE 1 
Functional Influences on the Connections Between Central Elements of the Firm 
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(Hauser and Clausing 1988). Specifically, by beginning with 
the discovery of customer specifications and then turning to 
engineering specifications, the customer, not technology, 
leads and, in some cases, even may create product activities 
(von Hippel 1986*). 

We also acknowledge that the presentation of the prod- 
uct to customers (through advertising and promotion) and 
pricing the product play a role in this linkage, given adver- 
tising’s ability to address the connection between the cus- 
tomer and the product and the role of the price in influenc- 
ing value perceptions. However, we believe these are 
secondary aspects of the customer-product linkage (see 
Lehmann 1997). 

Although the marketing function traditionally has con- 
centrated on the "external" side of the customer-product 
connection, other functions focusing on this link have tend- 
ed to be more internally driven. For example, research and 
development (R&D) might concentrate on the technology or 
the invention and operations on cost issues. Both the exter- 
nal and the internal focus are essential to the firm and are 
complementary. 


The customer-service delivery connection. Service de- 
livery used to be less important, largely because the service 
sector was much smaller, but also because it used to be hard- 
er to mass-customize service (Varki and Rust 1998*). But 
the trend throughout the twentieth century, in every devel- 
oped economy in the world, has been a drastic increase in 
the percentage of the economy devoted to service. For ex- 
ample, in 1900, the United States was a 3096 service econo- 
my (in percentage employed in services), whereas by the 
1990s, it was 8096 (Quinn 1992*). In addition to the growth 
of the service sector, the service components of goods busi- 
nesses also has grown (Payne 1993*). The result is that ser- 
vice now dominates every developed economy (Godbout 
1993*). 

The customer-service delivery connection involves the 
design and delivery of ancillary actions involved in provid- 
ing a firm's goods and services to the customer. The focus 
of this connection is generally the frontline employee, 
whether an industrial salesperson, a retail salesperson, or a 
customer service representative who facilitates pre- or post- 
purchase aspects of the process. This connection also can 
subsume channel management activities, as when frontline 
employees provide services involved in moving products 
from one firm to another. 

А marketing approach to this linkage is predominantly 
external in orientation. The focus is on ensuring that cus- 
tomers are satisfied with the delivery of services offered by 
the firm, measuring customer satisfaction with services, and 
changing internal processes that stand to have the greatest 
impact on the customer (Kordupleski, Rust, and Zahorik 
1993). An internal approach, typically found in service op- 
erations or quality management, is more likely to have the 
goal of maximizing the internal efficiency of service 
processes by increasing productivity and decreasing costs 
(Deming 1986*). As a by-product, customers presumably 
will become more satisfied. Although such internally driven 
approaches to service delivery are undoubtedly essential to 
any business (no business can afford to be too inefficient), 
recent work by Anderson, Fornell, and Rust (1997) has pro- 
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vided evidence that, in service-sector businesses, customer 
satisfaction and internal efficiency tend to trade off against 
each other. This suggests a certain degree of conflict in ad- 
dition to the potential complementarities. 


The customer-financial accountability connection. The 
customer-financial accountability connection refers to efforts 
focused on linking customers to financial outcomes. Histori- 
cally, internally focused functions, such as accounting and 
management information systems, have been natural leaders 
in the management of this connection—accounting because 
of its ownership of the customer financial numbers and its 
ability to perform sophisticated activity-based accounting and 
management information systems because of its control over 
the distribution of customer financial information. 

Marketing as a field has some history with building gen- 
eral frameworks that value marketing investment decisions 
directed at customers (Anderson 1979*, 1981*; Day and Fa- 
hey 1988*; Srivastava, Shervani, and Fahey 1998). Other 
work has tried to dissect the connection between the cus- 
tomer and financial outcomes, with an eye toward managing 
the connection for greater accountability. For example, there 
have been attempts to measure the impact of marketing 
strategies on brand equity and link brand equity to incre- 
mental cash flows (e.g., Simon and Sullivan 1993*) and to 
stock price changes (Lane and Jacobson 1995*). Still other 
approaches investigate the customer satisfaction—financial 
accountability relationship at the industry level by linking 
quality to stock price changes (Aaker and Jacobson 1994) 
and customer satisfaction to profitability and customer loy- 
alty (Anderson, Fornell, and Lehmann 1994*; Fornell 
1992). Finally, research provides theory that links customer 
satisfaction and customer value to the bottom line at the firm 
level (e.g., Bolton and Drew 1991, 1991*; Danaher and Rust 
1996*; Fornell 1992; Heskett et al. 1994*; Nelson et al. 
1992*; Rust, Zahorik, and Keiningham 1995). 

The marketing function in many firms does not manage 
this linkage, and the inevitable result is that financial ac- 
countability is perceived largely in terms of costs. Given 
marketing’s external vantage point, we expect that the func- 
tion’s greatest contribution will be in understanding the link 
between customer satisfaction and revenues by developing 
and analyzing individual-level databases that tie customer 
attraction efforts (i.e., advertising) and customer retention 
efforts (1.е., service improvements and relationship manage- 
ment programs) to financial outcomes. 


Connections Drive the Value of the Marketing 
Function 


Our discussion to this point leads us to put forth hypotheses 
about the relationship between the marketing function’s 
knowledge and skills in the management of these three cus- 
tomer connections and its value within the firm. We contend 
that, as the marketing function’s knowledge and skills in- 
crease in these three areas, the value of the function will in- 
crease as well. We predict the following: 


H3: The more the marketing function develops knowledge and 
skills related to managing the customer-product соппес- 
tion, the greater the function's value to the organization. 

На: The more the marketing function develops knowledge 
and skills related to managing the customer-service de- 


livery connection, the greater the function’s value to the 
organization. 

H4: The more the marketing function develops knowledge and 
skills related to managing the customer-financial account- 
ability connection, the greater the function's value to the 
organization. 


Marketing Function Connections Relative to Or- 
ganizationwide Market Connections 


Having specified the nature of the customer connection 
knowledge and skills the marketing function should develop 
to increase its value within the organization (Н.Н), we be- 
lieve it is fruitful to return to our original prediction that the 
marketing function will contribute to firm performance be- 
yond the contribution of an organizationwide market orien- 
tation. Specifically, considering the types of customer con- 
nection knowledge and skills, we predict that developing 
marketing function knowledge and skills in the areas of cus- 
tomer-product, customer-service quality, and customer-fi- 
nancial accountability will contribute to firm performance 
beyond the contribution of the cross-functional market ori- 
entation knowledge and skills. We predict the following: 


Hs: The more the marketing function develops knowledge and 
skills related to managing the three customer connections, 
the more it will contribute to the (a) financial performance, 
(b) customer relationship performance, and (c) new prod- 
uct performance of the firm beyond the contribution of an 
organizationwide market orientation. 


Method 


Sample and Procedure 


The data collection was performed in two separate stages. 
The first stage involved asking managers about firm perfor- 
mance, the value of the marketing function, relevant firm 
control variables, and the marketing function's knowledge 
and skills related to the three customer connections. The 
second stage of the data collection followed the first review 
of the article and was prompted by reviewer feedback. In 
this stage, we sent an additional survey to our original re- 
spondents that included two market orientation scales (Ja- 
worski and Kohli 1993; Kohli, Jaworski, and Kumar 1993; 
Narver and Slater 1990). 


Stage I procedures. The initial sample consisted of 1200 
managers from six different functions from a sample of U.S. 
business organizations. The six different functions were 
marketing, human resources, R&D, operations, accounting, 
and finance. The samples were drawn from the membership 
lists of four professional organizations: American Marketing 
Association (marketing managers), Institute of Management 
Accountants (accounting and finance managers), Society of 
Manufacturing Engineers (R&D and production managers), 
and Society for Human Resource Management (human re- 
source managers) Approximately 200 managers of each 
type were sampled from relevant lists. 

Each manager was mailed a copy of the questionnaire 
and a cover letter explaining the study goals. A dollar at- 
tached to the cover letter and an advance copy of the results 
were offered as incentives for participating. Three weeks 


following the initial mailing, nonrespondents were sent an- 
other copy of the questionnaire. Two weeks after the re- 
mailing, nonrespondents were telephoned and encouraged 
to complete and return the questionnaire. Tests of nonre- 
sponse (Armstrong and Overton 1977*) indicated no sys- 
tematic differences between those who responded before 
and those who responded after the second mailing on the 
key variables in the study.2 

Response to the questionnaire was reasonable. Of the 
1200 in the original sample, 106 managers had left the or- 
ganizations or their organizations had no marketing func- 
tion, reducing the eligible sample to 1094. Of the 1094, 330 
responded to the questionnaire, for an overall response rate 
of 30.496. In Table 1, we show that this response was simi- 
lar across the functions examined in this study, including 
marketing (32.3%), human resources (27.7%), operations 
(31.1%), R&D (27.196), accounting (34.296), and finance 
(28.5%). Other key descriptive statistics are contained in 
Table 1. 


Stage 2 procedures. Stage 1 respondents were sent a fol- 
low-up survey approximately nine months following the ini- 
tial questionnaire. Of the original 330 respondents, 30 had 
left their organizations, the organizations had gone out of 
business, or the respondent had died between the mailings, 
reducing the eligible sample to 300 respondents. Of these, 
128 responded to the follow-up mailing, for a response rate 
of 42.696. There was again reasonable response across the 
six functions examined in this study, including marketing 
(44.8%), human resources (36.196), operations (44.8%), 
R&D (47.9%), accounting (52.496), and finance (41.6%). 
An analysis of the composition of respondents in the two 
stages of data collection (see Table 1) indicates no differ- 
ence in terms of the industry orientation of the firms, the 
size of the firms, the size of the marketing functions, or the 
number of marketers who serve as principals for the firm. 


Measurement 


The Appendix contains all of the measures as well as their 
sources. All measures were at the organizational level. If the 
organization had only one strategic business unit (SBU), re- 
spondents were asked to focus on the overall firm as the unit 
of analysis. However, if the organization had multiple 
SBUS, respondents were asked to focus on their SBU as the 
unit of analysis. 

The marketing function's knowledge and skills for each 
of the three connections was assessed using multi-item mea- 
sures that used seven-point Likert scales. The three connec- 
tions measures paralleled one another structurally, but the 
content of the measures varied depending on the focus of the 
connection. For example, in measuring the marketing func- 
tion's knowledge and skills related to the customer-product 
connection, we asked respondents to rate the degree to 





2The results of these tests (where ER = early responders and 
LR = late responders) are as follows: customer—product connection 
(ER = 4.14, LR = 4.13, F5 = .10), customer-service delivery 
link (ER = 3.51, LR = 3.38, Fg25) = .48), customer-finance link 
(ER = 4.08, LR = 4.04, F(327) = .16), firm financial performance 
(ER = 4.51, LR = 4.35, Ед) = 1.31), customer relationship per- 
formance (ER = 4.91, LR = 4.98, F324) = .50), and new product 
performance (ER = 3.97, LR = 3.90, Едіт = .26). 
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which (1) marketing is effective at translating customer 
needs into technical specifications for new products/ser- 
vices, (2) they would be willing to rely on marketing to 
translate customer needs into technical specifications for 
new products/services, (3) their firm's (division’s) ability to 
translate customer needs into technical specifications for 
new products/services resides in marketing, and (4) market- 
ing has the knowledge and skills to translate customer needs 
into technical specifications. The sets of measures compos- 
ing each variable were reliable, including the marketing 
function’s knowledge and skills of the customer-product 
connection (X = .871), the customer-finance connection 
(& = .861), and the customer-service delivery connection 
(a = .916). Descriptive statistics of these measures are con- 
tained in Table 2. 

Because of the centrality of the value of the marketing 
function measure to this study, the domain was assessed us- 
ing ten items that reflect two aspects of value: (1) the im- 
portance of the marketing function to the firm and (2) the 
weight given to the marketing function in decision making. 
Both were measured on seven-point Likert scales. Together, 
the items had adequate reliability (x = .929). 

A firm's market orientation was measured using the pub- 
lished scales in Narver and Slater's (1990) and Kohli, Ja- 
worski, and Kumar's (1993; Kohli and Jaworski 1990) 
work.? Narver and Slater (1990) propose three dimensions 
to a firm's marketing orientation that we measured with ad- 
equate reliability: customer orientation (œ = .831), inter- 
functional coordination (0 = .821), and competitor orienta- 
tion (0 = .837). Kohli, Jaworski, and Kumar (1993) and 
Jaworski and Kohli (1993) also propose three dimensions 
that we measured with adequate reliability: organization- 
wide market information acquisition (0 = .708), information 
dissemination (& = .684), and responsiveness (а, = .813). 

The next set of variables was measures of firm perfor- 
mance. There are a variety of ways to measure performance, 
ranging from objective, secondary measures to more subjec- 
tive measures that involve the use of managerial percep- 
tions. Because of the size of the sample, typical unwilling- 
ness to share actual performance data, and the difficulty of 
creating valid measures of performance across industries, 
we followed most strategy research and opted to collect 
managers' subjective perceptions of performance. Previous 
studies have found a strong correlation between subjective 
assessments and their objective counterparts (e.g., Dess and 
Robinson 1984*). In our study, we asked managers to rate 
firm performance relative to their firm's or SBU’s stated ob- 
jectives. This approach has been taken in prior literature 
(e.g., Gatignon and Xuereb 1997*; Jaworski and Kohli 
1993; Olson, Walker, and Ruekert 1995*) and found to 
compare well to evaluations of firm performance relative to 
competitors (Moorman 1995). 

The subjective performance measures focused on three 
domains. Firm financial performance reflects the firm's or 
SBU’s perceived profitability and market performance. The 
four-item scale was found to be reliable (о = .800). Cus- 


3Kohli, Jaworski, and Kumar (1993) refine Jaworski and Kohlt’s 
(1993) work by suggesting that 12 of the original 32 items in the 
market orientation scales may be dropped. 


tomer relationship performance refers to the firm's or 
SBU's perceived ability to satisfy and retain customers by 
offering quality products and services (о = .853). Finally, 
new product success assessed the firm's or SBU's perceived 
financial performance, speed, and creativity of new prod- 
uct/service development (a = .852). 

These measures were subjected to a purification process 
that involved undimensionality and discriminant validity as- 
sessments (Gerbing and Anderson 1988*). To assess unidi- 
mensionality and discriminant validity, a series of factor 
analysis models was examined. In the first step, the items 
expected to be associated with each scale were examined in 
a single factor analyses. The results followed our expecta- 
tions, in that the items associated with a measure formed a 
single dimension in all but one case.4 The items associated 
with the value of the marketing function formed two dimen- 
sions (the importance of marketing and the weight given to 
marketing in decision making) with eigenvalues greater than 
1. However, because of the items’ high cross-loadings, the 
high correlation between dimensions (p = .71), and the 
strong theoretical linkage between the dimensions, we ex- 
pect that this measure is multidimensional yet reflects a sin- 
gle domain: the value of the marketing function. To con- 
Struct a single measure from the two dimensions, a partial 
aggregation approach (aggregating across the items within a 
dimension and then summing the dimensions; Bagozzi 
1994*) was used. 

The second and perhaps more important step in the val- 
idation process was to examine pairs of related variables in 
the same factor analysis model. Following our predictions, 
we examined (1) each of the market orientation measures 
with the value of the marketing function measure, (2) each 
of the customer connection measures with the value of the 
marketing function measure, (3) each of the performance 
measures with both the market orientation measures and the 
value of the marketing function measure, and (4) each of the 
three customer connections measures and the three firm per- 


4Although validated by quite a bit of prior empirical research, 
the dimensions of each market onentation measure also were ex- 
amined in a single factor analysis model. Results indicate that four 
of the six market orientation measures formed single dimensions 
(i.e., interfunctional communication and competitor onentation 
from Narver and Slater 1990; intelligence acquisition and intelli- 
gence responsiveness from Kohli, Jaworski, and Kumar 1993). 
However, there were also two cases in which the proposed scale 
formed two dimensions with significant levels of cross-loadings 
between the dimensions. For example, Narver and Slater's (1990) 
customer orientation measure formed two dimensions relating to 
customer commitment (items 1—3) and customer service (4—6). 
Likewise, Kohli, Jaworski, and Kumar’s (1993) measure of intelli- 
gence dissemination formed two dimensions in which two items 
relating to the sharing of information regarding something impor- 
tant about competitors, customers, or the market (items 15 and 18) 
split from the other three items, which pertain to more routine 1п- 
formation dissemination activities (items 12, 13, and 16). Despite 
this, because of the prior validation activities undertaken by the au- 
thors of these scales and the small differences found in the scale 
structure, we followed the formulations they report. 
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formance measures.5 In each case, the pairs of measures 
formed unique dimensions with eigenvalues of greater than 
1, high factor loadings, and по cross-loadings. These results 
indicate discriminant validity between measures. 


Results 


How the Marketing Function Contributes to Per- 
formance Beyond a Market Orientation 


A hierarchical regression model was used to test Ну. Specif- 
ically, following our predictions, the variables were entered 
into the models predicting firm performance in three steps: 
control variables (step 1), organizationwide market orienta- 
tion (step 2), and the value of the marketing function (step 
3). The changes in R? and the F-statistic for the third step are 
used as an indication of the importance of the marketing 
function beyond a market orientation (Cohen and Cohen 
1983*). 

Three control variables were used in these models. First, 
a measure of the location of the majority of the organiza- 
tion's products/services in the product life cycle was used 
because the value of marketing may vary over the life cycle 
(Lambkin and Day 1989*). The measure was a continuous 
seven-point measure in which (1) was the "introduction 
stage, no dominant product/service accepted yet; high dif- 
ferentiation" and (7) was the "maturity stage, product/ser- 
vice is viewed as commodity; price competition is high." 
Respondents were asked to assess where most of the firm's 
products/services lie on this continuum, as perceived by the 
manager. The resulting mean of 5.54 (standard deviation = 
1.51) suggests that we picked up a reasonable distribution of 
positions within the product life cycle. 

Second, a measure of whether the organization operates 
in consumer or industrial markets was entered, on the 
premise that the value of marketing might vary across in- 
dustries (Homburg, Workman, and Krohmer 1999). Respon- 
dents were asked to check one industry from a list of indus- 
try descriptions. А categorical variable, with all the 
consumer industries (retailing, services, durable consumer 
products, and nondurable consumer products) coded as “1” 
and the nonconsumer industries (wholesale distribution, in- 
dustrial/commercial products, and governmental products) 
coded as “0,” was used. In our sample, 72% of the firms pro- 
duced consumer goods and services. 

Third, given the importance of firm size to performance, 
a measure of firm size was entered as a continuous variable 
that reflected the number of employees in the SBU. The av- 
erage size in our sample was 4542 employees. 

The three dependent perceived performance measures 
(financial performance, customer relationship performance, 
and new product development performance) and the two 
different measures of market orientation (Kohli, Jaworski, 





5We believe it is important to provide evidence of discriminant 
validity between variables that are related in a model, because if 
they represent the same domain, suggesting that one predicts the 
other is not appropriate. Therefore, we tested for discriminant va- 
lidity between independent and dependent variables in the last 
three models, as well as between sets of independent variables in 
the first model. 


and Kumar 1993; Narver and Slater 1990) led to the exami- 
nation of six models to test the impact of the marketing 
function. Variance inflation factors were estimated to exam- 
ine collinearity for each of these models and all subsequent 
models and were found to be well below harmful levels 
(Mason and Perreault 1991*). In all six cases, the overall 
models were significant, and the value of the marketing 
function was found to contribute significantly to perceived 
performance beyond the contribution of an organization- 
wide market orientation. In Table 3, we report the changes 
in R2 and the associated F-statistic for each step in all six 
models. These results support Hy. 


How Customer Connection Knowledge and Skills 
Drive the Value of the Marketing Function 


Given that the value of the marketing function contributes to 
perceived firm performance beyond that explained by an or- 
ganizationwide market orientation, the question then be- 
comes: What types of knowledge and skills does a valued 
marketing function possess? We proposed that three distinct 
types of knowledge and skills, related to managing connec- 
tions between customers and products, service delivery, and 
financial accountability, would improve marketing’s contri- 
bution to the firm. 

To test the relationships between marketing’s effective- 
ness in managing key connections and the value of the mar- 
keting function, a hierarchical regression model again was 
estimated. The three variables reflecting the marketing func- 
tion’s ability to manage the three customer connections 
were entered as predictors. In addition, because we expect- 
ed the connection between customers and the operations of 
frontline employees to be more important in organizations 
with direct customer interface (service providers), a variable 
reflecting the interaction of marketing’s management of the 
customer-service quality connection and the extent to 
which the organization is a service provider also was en- 
tered into the model. The constituent variables in this inter- 
action were a seven-point semantic differential scale that re- 
flected whether the nature of the firm is (1) a goods 
producer versus (7) a service provider and the measure of 
marketing’s ability to manage the customer—operation con- 
nection. Both variables were mean centered, and their prod- 
uct was used to create the interaction, thereby reducing the 
multicollinearity between the main and interaction effects in 
model estimation.§ 

Our hypotheses predict that the main effects of the 
customer-product connection and the customer-financial 
accountability connection will be positive and significant 
and that the interaction of the customer-service delivery 





6Interactions involving firm nature and the other connections 
were not modeled because the connections were not expected to 
occur at different rates in certain types of firms. Marketing's cus- 
tomer-product connection knowledge and skills, for example, ex- 
amined marketing's effectiveness “at translating customer needs 
into technical specifications for new products/services,” which is 
inclusive of both service providers and goods producers. Likewise, 
marketing’s customer-financial accountability connection knowl- 
edge and skills examined marketing's effectiveness "at linking cus- 
tomer satisfaction/retention to financial outcomes," which also 
should be generic to all organizations. 
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connection and firm nature will be positive and signifi- 
cant. Table 4 contains the overall results and the results by 
function. 

Results indicate that the overall model is significant (ad- 
justed R? = .242, F(5,319) = 21.35, р < .000), and parameter 
estimates indicate support for the hypothesized relation- 
ships. Specifically, there is a positive and significant rela- 
tionship between marketing’s customer—product connection 
knowledge and skills and the value of marketing within the 
firm (b = .281, t = 4.844, р < .000), in support of Но. Like- 
wise, there is a positive and significant relationship between 
marketing’s customer-financial accountability connection 
knowledge and skills and the value of marketing within the 
firm (b = .193, t = 3.172, р < .001), in support of Нз. Final- 
ly, though the main effect of marketing’s customer-service 
delivery connection knowledge and skills was not a signifi- 
cant predictor of marketing’s value within the firm, the in- 
teraction of this connection and the nature of the firm is a 
marginally significant and positive predictor (b = .044, t = 
1.869, р < .06). This indicates that marketing’s customer- 
service delivery connection knowledge and skills have an 
impact on the value of marketing within the firm when the 
firm is more a service provider than a goods producer. This 
result provides conditional support for H4. 


How the Marketing Function’s Customer 
Connections Contribute Beyond the Contribution 
of a Market Orientation 


In this section, we extend our analysis by examining the ef- 
fect of specific marketing function knowledge and skills on 
firm performance. In particular, we test the proposition that 
the more the marketing function develops knowledge and 
skills related to managing the three customer connections, 
the more it will contribute to firm performance beyond the 
contribution of an organizationwide market orientation. 

This extends H,, which focused on the more general 
point that a valued marketing function contributes beyond 
an organizationwide market orientation. To test this predic- 
tion, we used the same procedure to test Н;. Specifically, a 
hierarchical regression model was examined in which the 
three control variables (step 1), organizationwide market 
orientation (step 2), and marketing's knowledge and skills 
related to the three connections (step 3) were entered into 
the model. Because we were interested in the overall impact 
of marketing function knowledge and skills, not a specific 
set of knowledge or skills, we created a new variable that re- 
flected the summation of the marketing function's three cus- 
tomer connection knowledge and skills. This multidimen- 
sional variable was entered in the third step. The changes in 
R? and the F-statistic associated with this step then were ex- 
amined as a test of Hs. 

As with Ну, the effect of the marketing function's cus- 
tomer connection knowledge and skills was found to explain 
a significant level of variance in perceived firm performance 
beyond the variance explained by an organizationwide mar- 
ket orientation for all six models, in support of Hs (see Table 
5). An examination of Tables 3 and 5 also suggests that the 
marketing function customer connections contribute more to 
firm performance than the more general construct of the val- 
ue of the marketing function. 


The Future of Marketing in 
Organizations 

The preceding empirical findings support the contention 
that, though market orientation is undeniably important, the 
marketing function continues to have an important role to 
play. In this section, we explore the theoretical and substan- 
tive issues raised by our findings. Our ideas focus on pro- 
viding the field of marketing with a stronger basis for build- 
ing critical connections in firms and developing a 
sustainable knowledge base that can drive marketing educa- 
tion and practice in the twenty-first century. 


Organizing a Strong Marketing Function into a 
Market-Oriented Firm 


There are various organizational structures that allow for the 
integration of strong functions in a process structure such as 
market orientation. The appropriateness of any structure for 
the marketing function depends on several contingencies in 
both the environment and the organization (Workman, 
Homburg, and Gruner 1998), as we highlight subsequently. 

One approach has been referred to as a “hybrid organi- 
zation” (Day 1997) or “matrix management" (Davis and 
Lawrence 1977*). However, as opposed to traditional ma- 
trix management, which involves a temporary overlay of 
project groups on a functional design, the organizational 
scheme we suggest overlays the customer connections on 
the functional design in a more permanent way. This could 
be implemented by functions having subgroups that reflect 
the connections they help manage. Therefore, the marketing 
function might have three subgroups related to product, ser- 
vice delivery, and financial accountability. Likewise, opera- 
tions would have product and service delivery subgroups. 
Managers in these subgroups then would be members of 
horizontal, cross-functional teams and activities. 

If the marketing function were organized into a sub- 
group for each connection, it probably would appear as fol- 
lows: The customer-product subgroup would be similar to 
the existing marketing group in many companies. This 
group would manage products and brands and be responsi- 
ble for product-related decisions, such as price, promotion, 
and product design and redesign. The customer-service de- 
livery subgroup would be similar to a typical customer sat- 
isfaction/retention group. Its responsibilities would include 
measuring, monitoring, and improving customer satisfac- 
tion and service delivery and managing the organization's 
loyalty and retention programs. The customer-financial ac- 
countability subgroup would be similar to the customer in- 
formation system and database management group at a 
modern financial services company. This group's responsi- 
bilities would include collecting and storing information re- 
lated to customer profitability and the effect of the firm's 
product and service delivery initiatives on that profitability. 
The current attention to "data mining" to determine prof- 
itable customer initiatives is typical of the activities appro- 
priate for this subgroup. 

Another organizational approach that is less a formal 
structure and more a reflection of information flows is what 
Day (1997, p. 91) refers to as the establishment of a central 
guidance marketing function that would facilitate the "artic- 
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ulation, navigation, and orchestration” of customer connec- 
tions. Therefore, the marketing function’s chief responsibil- 
ity would be to provide information about various connec- 
tions in the framework. The key to this organizational 
approach is an extremely effective, highly used formal and 
informal marketing information system. This information 
optimally would be housed in corporate intranets and em- 
bedded in cultural systems within the organization to im- 
prove its value and ease of use. Systems would need to be 
constructed in such way to capture experience, knowledge, 
and insight related to critical customer connections. 

Operationalizing such an information system might in- 
volve a database of the firm's customers, complete with his- 
torical and/or expected purchase volume, customer satisfac- 
tion and repurchase intention, measures of brand equity, 
advertising and promotion exposure, and information about 
customer switching costs. Such a system would provide di- 
agnostic information about both the customer-product 
(brand equity, advertising exposure) and the customer-ser- 
vice delivery (relationship strength, customer satisfaction, 
repurchase intention) connections, with financial account- 
ability as the lingua franca that ties the system together. That 
is, all efforts, whether related to product or service delivery, 
would be evaluated in terms of their ability to increase the 
financial lifetime value of the firm's customers. 


Implications for Teaching 


Our results suggest that the field's current emphasis on the 
customer-product connection is partially justified. It ex- 
plains the highest level of variance in our model that pre- 
dicts the value of the marketing function in organizations. It 
is not clear, however, whether this explanatory power is due 
to the inherent value of the connection or to how well- 
developed the methodologies are for facilitating this link- 
age. We think it is likely the latter. 

The customer-financial accountability linkage is also 
important in our model. A review of most marketing man- 
agement textbooks reveals that marketing's role in this link- 
age is not well understood or built into the pedagogy in a 
systematic way. For example, many textbooks introduce fi- 
nancial assessments in a single chapter (e.g., Lehmann and 
Winer 1994*) but fail to teach systematically the detailed 
ways in which marketing should manage financial account- 
ability. Other approaches focus only on financial considera- 
tions as a barrier or constraint to marketing decision making 
(Rossiter and Percy 1987*, p. 75). If marketing managers 
are going to be able to conceptualize linkages between the 
customer and financial accountability, curricula must be ex- 
panded to account for profitability considerations in attract- 
ing and retaining customers (e.g., Kaplan and Norton 
1996*). 

Although significantly important only in service envi- 
ronments, we expect that the high (and steadily increasing) 
percentage of every developed economy that is service- 
oriented would suggest that the customer-service delivery 
connection also must receive greater emphasis in core mar- 
keting courses. Currently, issues of service delivery, service 
quality, and customer satisfaction tend to be relegated large- 
ly to one course in service marketing. Our results suggest 
that managing the interface of the customer and frontline 
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employees that deliver ancillary services to end and inter- 
mediate consumers contributes to marketing’s value and 
firm performance. We predict that this connection also will 
increase in importance as tools for enacting it improve. 

An increased emphasis on the customer-service delivery 
connection also would seem to have implications for the 
time focus of marketing. Whereas the customer-product 
connection involves activities (e.g., pricing, advertising, 
product design) related to attracting customers and conclud- 
ing a transaction, the customer-service delivery connection 
tends to involve functions (e.g., relationship management, 
customer service) related to satisfying and retaining cus- 
tomers in an ongoing relationship. We suspect that this will 
imply a shift in emphasis from more short-term, transac- 
tional marketing to more long-term, relational marketing. In 
other words, less attention in the marketing curriculum 
might be paid to decisions that promote one-time, immedi- 
ate product sales, and more attention might be paid to con- 
tinuing efforts to build customer relationships. Likewise, 
relatively less attention might be paid to current-period 
product profitability, and more attention paid to long-term 
customer profitability. 

Finally, the recent trend toward team teaching and cross- 
disciplinary classes is consistent with our framework. Just as 
organizations may be managed both horizontally and verti- 
cally, business curricula may be taught both horizontally and 
vertically. Functional identity is important to establish depth 
of knowledge; interdisciplinary study is important to ex- 
plore the deep relationships between the internal and exter- 
nal focus in the customer connections. 


Research Agenda 


The research agendas that arise from this study may be both 
descriptive (understanding how marketing operates in orga- 
nizations) and normative (developing models and systems to 
implement marketing's expanded role). In both cases, we 
believe it is fair to say that marketing scholarship accepts a 
schism between consumer research and marketing organiza- 
tion or strategy research. Separate scholars, separate theo- 
ries, and distinct values tend to guide research in these areas. 
We recommend that scholars reconsider the interface of con- 
sumer behavior and marketing strategy or organization as a 
fundamentally important area for research. Therefore, we 
ask marketing academics to do what our framework sug- 
gests marketing practitioners should do—link key content 
areas of the firm (e.g., product, service delivery) with cus- 
tomers. These activities must go beyond tactical-level ex- 
aminations of the impact of a marketing strategy on cus- 
tomers and the impact of customers on marketing strategies. 
Instead, we encourage research to develop strategic-level 
approaches that integrate custom- and firm-level theories 
(e.g., Howard 1983).7 





7Howard's (1983) “marketing theory of the firm" is a good ex- 
ample of a strategic-level integrative approach. It suggests that 
marketing organization and strategy design should accept the cus- 
tomer as the source of the product life cycle (through customer re- 
sponse patterns), competitive structure (through customer product 
hierarchy beliefs), and power shifts іп marketing relationships 
(through factors influencing customer decision making). 


~ 


Descriptive organizational research. Studying the inte- 
grative and specialized role of marketing in organizations 
points to several important research issues. First, a common 
approach taken in the literature is a contingency approach, 
in which the structure of an organization depends on factors 
in the environment. Early conceptual work by Nonaka and 
Nicosia (1979*) and Weitz and Anderson (1981), followed 
by empirical efforts by Ruekert, Walker, and Roering 
(1985*) and Ruekert and Walker (1987), points to dynamics 
in the environment that influence organizational design de- 
cisions. A more complex and turbulent environment usually 
means more integrative structures (and corresponding 
knowledge and skills). There is, however, evidence suggest- 
ing that turbulence may indicate the need for specialized re- 
sources, especially if innovation is a desired outcome (Ban- 
tel and Jackson 1989*; Moorman and Miner 1997). 
However, specialized functional resources also have been 
found to slow down firm activities (Hambrick, Cho, and 
Chen 1996*; Smith et al. 1991*). We need more research on 
the value of different levels of integration and specialization 
in different contexts. 

Second, research could examine further the types of or- 
ganizational factors that influence the role that marketing is 
assigned. Workman, Homburg, and Gruner (1998) provide 
an interesting set of propositions that attempts to predict 
whether marketing activities are dispersed or held within a 
function. They predict that a consumer industry context, a 
differentiation strategic orientation, a high degree of relation 
between marketing and sales tasks across business units, and 
a lack of customer concentration will increase the cross- 
functional power of marketing. To these, we might add 
whether the functional background of senior management in 
the firm is marketing, the degree of formalization, the de- 
gree to which the firm culture is a market, and the perceived 
importance of marketing in firm success. 

Third, this framework raises the issue of the impact of 
building a marketing function internally or contracting with 
another organization to provide marketing function knowl- 
edge and skills. The value of an external organization is the 
increase in specialization, including new insights, it affords 
the contracting organization. The cost may be that an exter- 
nal organization's expertise is not integrated into the con- 
tracting organization's repertoire of knowledge and skills, 
thereby leaving the organization without the value of expe- 
rience. This lack of knowledge and skills, in turn, may affect 
the ability to learn in the future (Cohen and Levinthal 
1990*). We expect that contracting with an external organi- 
zation also will bring increased coordination and monitoring 
costs that are likely to reduce information flows across the 
different connections. It may be, however, that a single con- 
nection could be outsourced with fewer costs and losses. 

Fourth, the nature of the knowledge systems that en- 
able strong functions to feed and not deter from vibrant 
cross-functional processes should be investigated. Re- 
search has not provided much empirical insight into the 
content and structure of the explicit and tacit knowledge 
systems that may underlie hybrid organizations. Research 
has found that firms that use knowledge about the market 
are better performers across several important indicators. 
However, we have little insight into how to design knowl- 


edge systems, both formal and informal, so that knowl- 
edge facilitates superior functional and cross-functional 
activities. 

Fifth, research could examine the separate effects and 
the interface of individual, organizational, and technical as- 
pects of how market knowledge systems work and work 
best. What skill sets equip managers to be experts and col- 
laborators? What organizational characteristics, such as cul- 
ture, structure, and routines, facilitate the interaction of 
functional and cross-functional activities? How can tech- 
nologies be designed to help managers and organizations do 
a better job of balancing the integration task? How do these 
individual, organizational, and technical factors work in a 
complementary fashion? We believe it may be fruitful to 
perform several depth studies of how organizations achieve 
success in managing the tensions inherent in the strong 
functional/strong cross-functional view we are proposing. A 
depth approach would allow, in particular, for insight into 
the belief systems of the managers and organizations that 
have found ways to negotiate this world. 

Sixth, other research might perform studies on the gen- 
eralizability of our framework as it relates to other func- 
tions. It may be that the lack of a unifying node—such as the 
“customer” in marketing—makes negotiating the function- 
al/cross-functional balance more difficult as, for example, 
operations managers are pulled among product, service de- 
livery, and customer constraints. 


Normative research. In addition to providing better un- 
derstanding of the organizational environment, research can 
contribute to the implementation of that understanding by 
developing models and practices that bridge the gap be- 
tween academic understanding and management practice. 
For example, our framework implies that customer prof- 
itability should be addressed in an integrated way, cutting 
across both customer-product (e.g., product, advertising, 
price) and customer-service delivery (e.g., service improve- 
ment efforts, relationship management) activities. This per- 
spective implies the usefulness of broad models of customer 
lifetime value that are capable of addressing the impact of 
marketing decisions—not just the traditional 4Ps, but the in- 
tegration of the impact of service delivery into the same 
framework. Such work heretofore has been localized in ei- 
ther customer attraction or retention, but our extended 
framework demands greater integration of models of finan- 
cial accountability, probably based on the unifying concept 
of customer equity (Blattberg and Deighton 1996). 


Conclusions 


On the basis of an extensive study of managers across a 
wide range of business types and six different functional af- 
filiations, we draw the following conclusions: 


1. Marketing 1s best viewed as the function that manages соп- 
nections between the organization and the customer. The 
primary connections may be viewed as the customer-prod- 
uct, the customer-service delivery, and the customer-finan- 
cial accountability connections. 

. The extent to which the marketing function manages these 
connections contributes to financial performance, cus- 
tomer relationship performance, and new product perfor- 
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mance, beyond the impact of an organizationwide market- 
ing orientation. 

3. The marketing function can improve its contribution to 
the firm by expanding its scope beyond the traditional 
customer-product connection to include more emphasis 
on service delivery and financial accountability. Market- 
ing education also should be expanded to include this new 
focus. 


Appendix 


Study Measures 


The Marketing Function's Customer-Product Connection 
Knowledge and Skills New Scale 
(7-point scale where 1 = strongly disagree and 7 = strongly 
agree) 
*Marketing is effective at translating customer needs into tech- 
nical specifications for new products/services. 
*I would be willing to rely on marketing to translate customer 
needs into technical specifications for new products/services. 
*My firm's (division's) ability to translate customer needs into 
technical specifications for new products/services resides in 
marketing. 
*Marketing has the knowledge and skills to translate customer 
needs into technical specifications. 


The Marketing Function's Customer—Financial Account- 
ability Connection Knowledge and Skills New Scale 
(7-point scale where 1 = strongly disagree and 7 = strongly 
agree) 
*Marketing 15 effective at linking customer satisfaction/reten- 
tion to financial outcomes. 
*I would be willing to rely on marketing to link customer sat- 
isfaction/retention to financial outcomes. 
*My firm's (division's) ability to link customer satisfaction/re- 
tention to financial outcomes resides in marketing. 
*Marketing has the knowledge and skills to link customer sat- 
isfaction/retention to financial outcomes. 


The Marketing Function's Customer-Service Quality Con- 
nection Knowledge and Skills New Scale 
(7-point scale where 1 = strongly disagree and 7 = strongly 
agree) 
*Marketing is effective at linking customer needs to the opera- 
tions of frontline employees. 
*I would be willing to rely on marketing to link customer needs 
to the operations of frontline employees. 
•Му firm's (division's) ability to link customer needs to the op- 
erations of frontline employees resides in marketing. 
*Marketing has the knowledge and skills to link customer 
needs to the operations of frontline employees. 


The Value of Marketing Function Within the Firm 
Several items adapted from Kohli and Zaltman (1988) 
(7-point scale where 1 = strongly disagree and 7 = strongly 
agree) 
*The functions performed by marketing are generally consid- 
ered to be more critical than other functions. 
*Top management considers marketing to be more important 
than other functions. 
eMarketing tends to dominate other functions in the affairs of 
the organization. 
*Marketing is generally regarded as being more influential 
than other functions. 
*In general, how much weight does the firm (division) give to 
marketers' opinions? 
*To what extent do decisions generally reflect the views of 
marketing? 


Relative to other functions within your firm (division), 
marketing is: 
*Valued. 
*Considered important to the success of the firm (division). 
*Respected. 


*Viewed as a benefit to the firm (division). 


Financial Performance 

Adapted in part from Moorman (1995) and Griffin and Page 
(1993) 

(7-point scale where 1 = worse, 4 = on par, and 7 = better) 


Relative to your firm's (division's) stated objectives, how 
is your firm (division) performing on: 

*Costs. 

eSales. 

«Profitability. 

eMarket share. 


Customer Relationship Performance 
Adapted in part from Griffin and Page (1993) 


Relative to your firm’s (division’s) stated objectives, how 
is your firm (division) performing on: 

*Customer satisfaction. 

*Customer retention. 

*Product/service quality. 


New Product Performance 
Adapted in part from Moorman (1995) and Griffin and Page 
(1993) 


Relative to your firm's (division's) stated objectives, how 
is your firm (division) performing on: 
*Financial performance of new product/service development. 
*Speed of new product/service development. 
«Creativity of new product/service development. 
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William L. Wilkie 4 Elizabeth 5. Moore 


Marketing’s Contributions to Society 


At this unique point in time, К is appropriate to step back and deliberate on the scope of the marketing field and the 
contributions it offers to society. The authors adopt several perspectives to do this, looking across time, across so- 
cieties, and into the operations and structure of the aggregate marketing system itself, which emerges as a huge 
and complex human institution. A large number of contributions to society are illustrated, ranging from aggregate 
inputs to the nation’s economic health to individual benefits felt by some consumers. However, the system is not 
perfect; a range of criticisms and system problems also is summarized. The article closes with a look at lessons 


learned and future challenges in the century ahead. 


Our Goals for this Paper 


e are honored to have this opportunity to address 

the topic: “What does marketing contribute to so- 

ciety?” We originally chose to study the field of 
marketing because we found it to be among the most stimu- 
lating, complex, and intellectually challenging of academic 
areas in a university setting. In curious contrast to its gener- 
al reputation as a "soft" area, we have found that this field 
welcomes insights from many disciplines, including eco- 
nomics, psychology, history, mathematics, sociology, law, 
political science, communications, anthropology, and the 
creative arts. Its scholarship combines elements of objectiv- 
ity and subjectivity, demands both quantitative and qualita- 
tive insights, requires persistence yet rewards creative leaps, 
and allows freedom of imagination and nuance yet grounds 
its efforts in real actions with measured consequences. Fur- 
thermore, marketing can be studied from several intriguing 
perspectives. 

In the spirit of this special "Millennium Issue" of the 
Journal of Marketing, we view this article as an effort to 
clarify, illustrate, and celebrate, but not without a critical 
eye, some of the special aspects of the marketing field and 
its relationship to society. We did not wish to be naive about 
this and so, in developing this article, have undertaken sev- 
eral allied efforts with regard to the history of marketing 
thought, shifting criticisms of marketing, and current em- 
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phases in this area, details of which are available elsewhere 
(Moore and Wilkie 2000; Wilkie and Moore 1997, 2000). It 
is clear that the marketing system today is providing more 
and different benefits than in times gone by. Formal market- 
ing thought has advanced much since its inception as the 
new academic area of "market distribution," shortly after 
1900 (Bartels 1988).! 

As the field nears its 100th birthday, its focus is square- 
ly on firms, markets, and household consumers. Relatively 
few persons, even in the mainstream of the field, have re- 
cently been able to examine marketing’s contributions to so- 
ciety. However, this subject is worthy of consideration by 
the broad college of thinkers in the field. It is worthy of ex- 
posure to thoughtful practitioners, to students in MBA and 
undergraduate programs, and to emerging scholars in doc- 
toral programs (likely why the Marketing Science Institute 
named it a key topic for this Special Issue). Thus, our pur- 
pose here is to provide a different look at marketing, one 
that engages thoughtful deliberation on the larger system 
and its contributions. Taken together, the issues in this do- 
main help us better determine both the nature of marketing 
and the remarkable potentials of the field. 


One Hundred Years of Marketing 


Three early insights we gained in this project were that mar- 
keting’s contributions (1) accumulate over time, (2) diffuse 
through a society, and (3) occur within the context of every- 
day life. This can make them hard to discern at any given 
point in time. We begin, therefore, with an informal look 
over a very long period. 


A View Across Time: Marketing's Impact on Daily 
Life in the United States, or, “It’s a Wonderful Life.” 
Here we join Mary Bailey as she reads a diary her 
mother recently had given her as a family heirloom. 
It had been written by Mary’s great-grandmother 
Anne at the turn of the century, 100 years ago. As she 
settles under her lamp on a cold winter’s evening in 





Пп this project, we were fortunate to be able to find and consid- 
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build on their thoughts here. 
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Bedford Falls, Магу is imagining her ancestor’s 
times and how very much life has changed. 

(Daily activities) As she reads, Mary is surprised to 
discover how Anne spent her days.? Largely depen- 
dent on walking or horses, families centered on the 
home and local community. Daily life meant physi- 
cal labor. Equipped with only a scrub board, the typ- 
ical housewife spent 7 hours a week doing laundry 
and carried 9000 gallons of water into the house 
each year, which she then had to boil before using 
(only 2596 of homes had running water). Cooking, 
baking, and food preservation required substantial 
time, some 42 hours per week! Products that now 
routinely are bought, such as clothing, often were 
produced in the home. Central heating would not ar- 
rive until the 1920s; Anne's family heated only the 
kitchen for the winter, using fuel hauled in daily by 
family members. Only 396 of households had elec- 
trical lighting, so most families relied on coal, 
kerosene, or oil to light their homes. As she reads on 
under her bright lamp, Mary wonders how bright the 
lighting had been for the author whose words she 
was reading. 

(Health and safety improvements) Mary is reading 
deeply as Anne described relief that her baby Aaron 
had survived; infant mortality was common in Bed- 
ford Falls at the time (about one in every ten births). 
In checking the family tree, Mary finds that Anne 
herself had died at a relatively young age (life ex- 
pectancy in 1900 was only 47 years of age). In con- 
trast, life expectancy today is nearly 80 years of age, 
and Mary has not had to worry seriously about infant 
mortality (now significantly less than 196) or death 
from infectious disease. Thinking more about this, 
Mary realizes that her family's health, safety, and 
ability to enjoy life have been assisted by the fruits 
of advances in diagnostic equipment, pharmaceuti- 
cals to combat disease, pain relievers, bacteria-safe 
foods, safety-tested products, and so forth. 


(Impacts of technology and growth of the marketing 
system) The academic field of "marketing" began 
about the time Anne was writing her diary. During 
the ensuing century, we have experienced many 
changes in daily life in the United States. The aggre- 
gate marketing system, in conjunction with the oth- 
er aggregate systems with which it interacts (e.g., 
technology, finance, production) has delivered most 
of these changes to society. For example, the avail- 
ability of home electricity was followed by the cre- 
ation of many new appliances—clothes washers and 
dryers, vacuum cleaners, air conditioners, dishwash- 
ers, music systems, television, and so forth—that 
bring efficiency and enjoyment to homes today. 
Home refrigeration and supermarkets mean fewer 
trips to the store; together with use of appliances, 
this has allowed the average time spent on food 





2Comparative numbers are from a variety of sources, especially 
Lebergott (1993) and U.S. News and World Report (1995*). 


preparation to fall from 42 hours to less than 10 
hours per week! With economic growth (gross na- 
tional product is 400 times greater than a century 
ago), higher incomes, and technological innovations 
have come new possibilities and opportunities. A 
vast array of goods and services is now available. 
Moreover, real prices for many goods (e.g., televi- 
sion, autos) have fallen to the point that they are ac- 
cessible to almost every member of U.S. society 
today. 

Mary Bailey closes her diary and begins to think 
about other changes as well. She and her family are 
informed readily about national and global events 
and easily can drive or fly from Bedford Falls to 
points of interest anywhere in the world. Her fami- 
ly's daily life is far, far removed from that of her an- 
cestor's. As she ponders this, she realizes that the 
world for her children will be different from hers to- 
day, in as yet unknown ways, as the aggregate mar- 
keting system continues to deliver change to their 
society in the future.... 


The Importance of Perspective 


Viewing a topic from a single perspective highlights certain 
characteristics but can hide other aspects that also may be 
important. For example, a person looks different from the 
front than from the back and different again if viewed from 
the side. To understand a topic well, it is helpful to walk 
around it mentally, adopting different perspectives on it. For 
example, four perceptual barriers in this topic involve time, 
system limits, culture, and personal experience. The Mary 
Bailey illustration addresses the issue of slow diffusion of 
marketing's contributions over time by contrasting two ex- 
tremes. When viewed in this way, contributions the aggre- 
gate marketing system has delivered to society are apparent; 
it is clear that Americans today are living very differently, 
and mostly in better ways, than did their ancestors a centu- 
ry ago. With respect to system limits, not only is the mar- 
keting system vast (as we shall demonstrate shortly), but its 
operations converge and coordinate with the operations of 
other aggregate systems within a society's larger economic 
system. (In a Venn diagram, we might conceive of aggregate 
systems in marketing, finance, technology, production, and 
so forth as partially overlapping large circles that reflect ar- 
eas in which activities are in common and those in which ac- 
tivities lie only in that field.) 

With respect to culture, marketing is a social institution 
that is highly adaptive to its cultural and political context. 
Thus, we can move easily around the world to locate soci- 
eties with very different marketing systems. In some global 
locations, we would find rudimentary marketing systems of- 
fering none of the conveniences Mary Bailey is enjoying; 
people there may be living as Anne did a century ago. Else- 
where, as in parts of Brazil, we would find people just dis- 
covering installment credit and using it to obtain the first 
home conveniences they have ever enjoyed. In parts of Chi- 
na, we would find incredible levels of investment—one of 
every five construction cranes in the world is reportedly at 
work just in Shanghai—to bring modern elevators, air con- 
ditioners, and other conveniences to the citizenry. Thus, 
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coverage of aggregate marketing systems is culture-bound. 
We must take care to distinguish which lessons are general- 
izable and which are not. With regard to personal experi- 
ence, many marketing contributions are “behind the 
scenes,” unseen by those not directly involved. It is thus im- 
portant that we remain mentally open to discovery of new 
possibilities about marketing and its relationship to society. 
We have come away from this project with a new and rich- 
er view of our field and hope that readers will as well. 

The article consists of four major sections. The first sec- 
tion is an overview of marketing as an aggregate system, 
starting with an “up close” illustration of its operations. Our 
second section profiles the range of benefits marketing of- 
fers to society. The third section adds balance in summariz- 
ing criticisms and controversial aspects of this field, and our 
fourth section draws conclusions and implications for the 
future. 


The Aggregate Marketing System 


Studies have shown that the less familiar a person is with the 
marketing field, the more likely he or she is to equate mar- 
keting with advertising or selling. As a person learns more, 
the view broadens and he or she begins to appreciate the 
richness of the field of marketing (Kasper 1993*). We now 
turn to the aggregate marketing system. Although originally 
a central theme in marketing thought, we have not found 
much of this idea in recent years, in favor of an emphasis on 
managerial decisions. We begin with an illustration of one 
small part of the system to determine what tt does. If mar- 
keting thinkers are to appreciate the range of contributions 
our field makes, it is good to remind ourselves about the 
scope and details of the work that it undertakes. 


The System at Work 


Our illustration begins with a U.S. household at breakfast. 
Here, the outputs of a small number of marketing channels 
are brought together for the purpose of consumption. 


“Breakfast at Tiffany’s.” [Note: The idea for this il- 
lustration is based on Vaile, Grether, and Cox’s 
(1952) classic textbook on marketing, though our 
description is different and updated. We join Tiffany 
Jones and her family in New York as Tiffany reach- 
es for her breakfast pastry and blows softly across 
her cup of coffee....] 


(A cup of coffee) Although a commonplace enough 
event, a breakfast represents an interesting conflu- 
ence of forces from the aggregate marketing system. 
Let us first consider Tiffany’s coffee and how it got 
to this morning’s meal. Tiffany has chosen a leading 
brand that delivers a consistent color, scent, and taste 
that is favored by its many customers. How exactly 
does this brand’s marketing system achieve this? 
The coffee Tiffany has prepared is a combination of 
beans grown in different countries, then brought to 
the United States, and blended into a specified пих- 





*Authors were limited in the number of references used in text, 
therefore, those references marked with an * are available at 
www.ama.org/pubs/jm and at www.msi.org. 
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ture to deliver this brand's unique qualities. Because 
of different growing seasons and bean characteris- 
tics, the source nations for the coffee change as the 
year progresses; coffee is grown in some 50 nations 
around the world. 


As shown in Figure 1, Panel А, we assume that some 
beans in this cup came from a Colombian hillside, 
handpicked (to ensure ripeness) in the grower's 
field. The process was highly structured: From bas- 
ket, to tractor, to truck, the beans were transported to 
the coffee grower's depulping mill, where the inner 
beans were separated from their cherries. Still wet 
and protected by a parchmentlike cellulose shell, the 
beans were spread on a sun-filled patio to dry for 
several days. They then were milled (removing the 
parchment sheath to produce a green bean) and 
graded against set national coffee standards. Sam- 
ples of the beans were sent to buyers and the gov- 
ernment coffee board to check the grading process. 
The beans then were put into 60 kilo (132 pound) 
burlap or polyester bags bearing the grower's name 
and quality level and warehoused at the grower's fa- 
cility. Brokers and large buyers were contacted by 
the grower to arrange for sale and delivery. In the 
case of Tiffany's brand, this process continued a 
long-term business relationship with this grower, 
based on trust in the quality of the beans, his capa- 
bility to deliver needed quantities at agreed on times, 
and his willingness to stand behind agreements. This 
seller has similar views about buyers and will only 
deal with certain buyers. Thus, the actual agreement 
on these beans was sealed with a handshake. 


Continuing with Panel А, the beans were loaded on 
trucks and driven from the mountains to the port city 
(ocean humidity levels could damage the beans had 
they been warehoused there). They were loaded di- 
rectly into 20-ton "piggyback" containers designed 
to transport seamlessly among ships, trains, and 
trucks. After four or five days at sea, the beans ar- 
rived at the port of New Orleans, were tested again 
for quality, and given over to a warehouse service. 
This service handled custom's clearance, then un- 
loaded the bags into trucks driven to the coffee 
firm's "silo" facility. Here, loads of different beans 
were stored, then blended together into 20-ton hop- 
per trucks, and sent to the firm's New Orleans roast- 
ing plant (alternatively, they might have been sent to 
the firm's Midwest or Southwest roasting plants in 
80-ton hopper cars). The final coffee was prepared 
carefully, tested for quality, and packaged into the 
familiar red cans or bricks. As indicated in Panel A, 
from this point, the route depends on the purchaser. 
It may be shipped in large volume to one of the 
firm's seven regional distribution centers, thence to 
be sold to wholesalers, and then to retail outlets, or, 
in the case of very large national accounts, trucked 
directly from the plant in 40,000-pound loads. Be- 
cause Tiffany bought her coffee from the neighbor- 
hood IGA supermarket, it had taken the longer route. 
Even so, the vacuum-packed containers had kept it 


quite fresh and lent pleasure to her сир this morning. 
Thus, we demonstrate how one marketing system 
has operated to provide a branded cup of coffee to a 
U.S. family on a typical morning. 


(A breakfast pastry) Although coffee provides useful 
insights, it is yet a relatively simple product. We can 
move to a further level of complexity with another 
item in Tiffany’s meal: a new breakfast pastry pro- 
duced by a major food marketer to compete in the 
fast-growing “premium” breakfast segment. Its mar- 
keting system is shown in Panel B of Figure 1 (for 
ease of communication, we have shown only por- 
tions of this system to complement points of the cof- 
fee channel; neither system is portrayed to its true 
complexity). Note at the left of Panel B that the pre- 
production marketing system is much more involved 
than the linear system for coffee, as there are 15 in- 
gredients in each unit of this pastry. Although not 
shown in the panel, each ingredient has its own sys- 
tem, similar to coffee’s, for collection and transport 
to its processors. The pastry brand is similar to the 
coffee brand in requiring a high level of uniformity 
in the brand units sold to consumers. Thus, we find 
exacting product specifications for each ingredient at 
the left side of Panel B. 


The next set of activities focuses on product man- 
agement decisions. Excited by consumer research 
showing unmet demand for bakery-quality pastry 
that can be stored at home and concerned by the suc- 
cess of competitors’ new entries, this firm began a 
major new product development project. Experts in 
food science and nutritional technologies were chal- 
lenged to translate this benefit concept into an actu- 
al food product. A long process ensued, as many at- 
tributes—size, icing, taste, consistency, flavoring, 
shelf-life, preparation, packaging, reasonable costs 
for pricing, production feasibility, and so forth— 
needed to be brought to acceptable levels. The 
process included consumer research on reactions to 
prototypes, in-home use tests, and BehaviorScan 
controlled store tests of pricing and promotions (in- 
cluding studies of purchase substitution patterns). 
The firm’s board of directors had to decide whether 
to launch the product. Key factors included internal 
rate of return over a six-year period, capital needs 
(new plant versus conversion), options for copack- 
ing or outsourcing production, and effects on the 
firm’s current product line. Because this would be a 
“bakery-quality” item, the board was concerned 
about the system at the left of Panel B—that the in- 
gredients be regularly available, cost-controlled, and 
geared to precise recipe quality. The board gave the 
green light, and the entire marketing mix was final- 
ized and implemented. The distribution system 
(right side of Panel B) was similar to that for coffee, 
as was the consumer’s purchase and use system 
(which, we note, concludes with a disposition ser- 
vice purchase for trash removal). In terms of the sys- 
tem’s dynamics, each consumer purchase feeds back 
into stocking and production plans; through feed- 


back derived from both internal accounting and for- 
mal market research projects, this firm will monitor 
and adapt its management of this offering. Over 
time, therefore, consumers' actual use satisfactions 
and repurchases will determine its success or failure. 


(Further considerations) Although the illustration is 
getting long, we are only a little way toward captur- 
ing the true scope of the aggregate marketing sys- 
tem. However, we now dispense with details and 
simply point to key issues. We have covered only 
two breakfast items; as shown in Panel C, the four 
family members have different preferences that the 
aggregate marketing system is able to accommodate 
easily. Also, the breakfast depends on more than 
food, and an entire kitchen support system is avail- 
able to assist this consumption episode. In terms of 
our broader topic, it is important to recognize that all 
aspects of Panel C have been brought to the Jones 
household through the aggregate marketing system, 
some many years ago (e.g., the plumbing and the 
furniture) and others more recently (e.g., the new 
dishwasher bought last week and the coffee, pastry, 
and fresh fruit bought yesterday). Also, each element 
listed in Panel C has its own complex marketing sys- 
tem that brought it to this point. Global sourcing was 
involved in some systems—the coffeemaker from 
Germany, artwork from the Far East, microwave 
from Korea, and so forth. In every case, a complete 
system was planned, created, and run to deliver these 
products to households such as Tiffany's and, in 
most cases, had to compete and win out over others' 
systems to gain Tiffany's purchase. If we were to an- 
alyze each system, many pages would be used; the 
total number of system interactions needed to create 
this meal is truly impressive. When we further rec- 
ognize that the aggregate marketing system routine- 
ly provides breakfast for 100 million U.S. house- 
holds every morning and that breakfast is only a 
trivial element of its total activity, we are ready to 
appreciate its immensity and significance. 


The Scope and Size of the System 


The foregoing illustration is a useful basis for summarizing’ 
system scope. Panel D of Figure 1 provides a partial listing 
of system activities that enabled this breakfast to occur. Sev- 
eral points emerge: 


)There are a surprisingly large number of entries; the aggre- 
gate marketing system undertakes a wide range of activities 
to provide for a simple breakfast meal. 

There are participants other than marketers in the aggregate 
marketing system. Organizational customers and ultimate 
consumers are key players (buying is crucial at every stage), 
and governments provide services intended to facilitate sys- 
tem operations (shown at the right in Panel D, these cross all 
stages). 

As indicated by the keyed entries in Panel D, marketing man- 
agers control (1) only some of the activities of the aggregate 
marketing system. Other necessary activities are carried out 
by persons who do not consider themselves marketers. In 
most of these cases within organizations, marketing managers 
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serve as influences (2) on these actions, whereas in some cas- 
es (3), necessary system activities may be carried out with lit- 
tle or no direct influence from marketers (note that this 1s par- 
ticularly apparent in the consumer realm). This property of 
the system calls for a perspective on marketing that reaches 
beyond a sole focus on a manager’s controllable decisions. 
(Note that numbers assigned to each activity are generalized. 
Readers may wish to consider whether they would agree.) 

bThe three classes of participants all engage in activities apart 
from the aggregate marketing system. The system is very 
broad but not entirely dense. Some parts of virtually every or- 
ganization work on tasks only indirectly related to the mar- 
keting activities listed and carry these out independently 
(shown as “п” in the bottom right of Panel D). We would not 
define these as marketing system activities, nor would we in- 
clude activities of government agencies or consumers that are 
directed entirely toward other sectors of society and life. 
Thus, our visual conception of the aggregate marketing sys- 
tem would resemble a cross-section of fine swiss cheese or 
steel mesh, similar to Panels A and B, with many linkages be- 
tween organizations as we move across to the consumer sec- 
tor but with holes inside each organization to represent parts 
where the work arguably is outside the marketing system. 

Finally, Panel D significantly understates system activity. 
Most listings have many detailed steps (e.g., advertising, 
promotion, merchandising, transportation, as in the leftmost 
column). 


Panel E of Figure 1 next depicts an approach to assess- 
ing the scope of the U.S. aggregate marketing system. Hor- 
izontally, note that it extends from extraction of raw materi- 
als/crops at the left through many levels of value creation to 
end consumption and disposition in far-off locales at the 
right. (Again, the preceding Venn diagram analogy should 
clarify our conception that some of these activities are re- 
garded properly as also belonging to other intersecting ag- 
gregate systems.) Vertically, we first add all competing cof- 
fee and pastry systems, then add all other food systems, then 
add all other goods and services. In concept, this process 
will include all organizations that engage in marketing sys- 
tem activities of the types shown in Panel D, all levels of 
government activities that affect this system, and all forms 
of consumer participation by all societal members. Our next 
illustration provides estimates of the magnitudes involved. 


"From Here to Eternity." The aggregate marketing 
system is huge and growing rapidly As we move 
past the year 2000, in the United States alone, there 
are some 275 million final consumers arrayed in 100 
million households, all on the consumption side of 
the system. They spend $5 trillion each year, or two- 
thirds of the nation's gross domestic product (GDP). 
To place this spending in perspective, if we were to 
try to count it at the rate of $1 per second, it would 
take more than 150,000 years, or much longer than 





3For a classic effort to assess magnitudes of the U.S. distribution 
system alone, see Cox, Goodman, and Fichandler (1965). The fig- 
ures reported in the illustration are from the Statistical Abstract of 
the United States (1996*), tables 12, 66, 685, 691, 1003, 1252, 
1253, 1255, 1272, 1274, 1278, 1279, and 1280. Calculated com- 
parisons are by the authors. The advertising spending estimate is 
from Advertising Age (1997*). 
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the history of civilization. Although the aggregate 
marketing system in the United States may not 
stretch quite to “eternity,” it certainly does stretch a 
very long way. 


Furthermore, we should recall that yearly data are 
compiled merely for convenience and easily can un- 
derstate true impacts. For example, as in Tiffany’s 
kitchen, households accumulate many consumer 
durables that continue to provide benefits to them for 
years. As opposed to annual sales then, consider that 
some 200 million motor vehicles currently are regis- 
tered for road use in the United States. All of these 
have been provided through the marketing system 
(and many are used to carry out its functions on a 
daily basis). In terms of the work of marketing, a sig- 
nificant portion of Americans are employed entirely 
or in part assisting the system to perform its func- 
tions. Although exact figures are elusive because of 
categorization problems, it appears that more than 
30 million Americans work directly within the ag- 
gregate marketing system, with salespersons ac- 
counting for the largest portion. There are almost 20 
million businesses acting as buyers, 3 million of 
which are retailers that resell to consumers, and an- 
other one-half million wholesaling firms (because of 
multiple steps in the wholesale channel, total sales of 
wholesalers are greater than those of retailers). Ad- 
vertising spending is huge and growing, now some 
$200 billion per year. Other areas of recent growth 
include services (now more than half of all consumer 
spending) and direct marketing, which has doubled 
in recent years. 


Even though these numbers are huge, we still have 
understated the true scope of the aggregate mar- 
keting system in U.S. society. Professional prac- 
tices (attorneys, accountants, architects) were not 
included in these counts but must engage in ac- 
cepted forms of marketing to build and maintain 
their clientele. Many persons in not-for-profit or- 
ganizations, also not included in our formal num- 
bers, employ marketing actions both in garnering 
resources and carrying out their missions. Govern- 
ment workers at local, state, and federal levels 
regularly negotiate contracts, buy goods and ser- 
vices, and monitor marketing performance. Fur- 
thermore, because marketing is an intrinsic func- 
tion in those 20 million business firms previously 
noted, a portion of the responsibilities of many po- 
sitions, from chief executive officer to quality in- 
spectors to shipping and fulfillment clerks, is in- 
volved with carrying out the firm’s marketing 
activities. Finally, the U.S. aggregate marketing 
system in no way stands alone in the world. By not 
including other nations’ numbers, we have under- 
stated by many times the actual impacts of mar- 
keting around the globe. (As an aside, this analy- 
sis also helps us appreciate the enormity of the 
challenges faced by command systems, which can- 
not hope to replicate the millions of allocation de- 


cisions being made within a market system each 
day.) 


Characteristics of the Aggregate Marketing 
System 


Figure 2 completes our background on the system with a 
summary of key properties. Propositions 1, 3, and 4 have 
been discussed at length, but the others deserve brief com- 
ment. Proposition 2 provides a system perspective that we 
long have perceived as powerful: the concept of continuous 
flows in various modalities, including physical, persuasive, 
informational, and monetary. Flows occur in both directions 
(e.g., money flows backward in the system in payment for 
goods; information and influence flow forward from adver- 
tising and sales efforts but also backward with marketing re- 


FIGURE 2 
Propositions on the Aggregate Marketing System 


The Aggregate Marketing System: 


> 


. Incorporates many activities, including the classic dis- 
tribution functions, marketers’ plans and programs, and 
actions by consumers and government; 

2. Is composed of planned and continuous flows among 
participants, including flows of goods and materials, ser- 
vice deliveries, dollar payments, and flows of information 
and influence; 

3. Is extensive, in several respects, 

a. Extending all the way from the collection of raw mate- 
rials through multiple intermediate processes to use 
and disposition at each individual household, 

b. Combining materials/goods from around the globe into 
market offerings, 

c. With multiple sets of marketers, acting as competitors, 
performing activities in parallel, and 

а. In its geometric exchange activity, with multiple pro- 
ducers selling to multiple purchasers and multiple buy- 
ers purchasing from multiple sellers; 

4.Is sophisticated structurally, relying on a massive 
physical and communications infrastructure that regular- 
ly and routinely creates and delivers goods and services 
across the society; 

.Is a key basis for resource allocation in a market 

economy, because consumer responses to market offer- 

ings determine which goods and services are created in 
the future; 

Is governed by forces for efficlency, most notably self- 

interest, competition, and characteristics of market de- 

mand; 

. 18 constrained by social forces, including laws, govern- 
ment regulations, cultural norms, and ethical codes of 
business and consumer conduct; 

8. Relies on coordinated processes, with producers and 
resellers seeking interdependent purchases to fit pre- 
specified standards with the later expectation of pur- 
chase by consumers; 

9. Operates through human interactions, experience 
and trust as participants develop and maintain market- 
place relationships as a basis for conducting their system 
activities; and 

10. / an open system, geared toward growth and inno- 

vation, as participants seek to solve problems and pur- 

sue opportunities, investing with faith in the future opera- 
tions of the market. 


a 


© 


~ 





search). Some are simultaneous, but many аге not; for ex- 
ample, the investment flow forward (in plant, labor, produc- 
tion, and promotion in advance of sales) represents levels of 
risk-taking and confidence in marketing activity.4 Mean- 
while, Proposition 5 reflects that, in a market-based system, 
consumers’ response to marketers’ offerings drive supply al- 
locations and prices. Depending on a society’s decisions on 
public versus private ownership, the aggregate marketing 
system plays a greater or lesser role in allocating national re- 
sources.) The United States has given substantial freedoms 
to its aggregate marketing system. Apart from certain re- 
strictions, a person may choose to produce almost any good 
or service he or she desires, in any form and name; offer it 
for sale at places, prices, and terms of his or her choosing; 
and advertise it or not, using virtually any appeal believed to 
be effective. Although restrictions exist in each of these ar- 
eas, they are primarily to protect the rights of competing 
marketers or consumers. 

Proposition 6 reflects that the aggregate marketing sys- 
tem does more than physically deliver goods and services; it 
also works to bring a dynamism to society that encourages 
continual growth and progress (Vaile, Grether, and Cox 
1952). Marketers know that observed demand is not really 
fixed and that consumers can be highly responsive to differ- 
ent marketing programs. Thus, competition is the main dri- 
ving force, leading marketers to search for areas of compar- 
ative advantage that will lead to greater financial success.$ 
New competitors are attracted to areas of opportunity; over 
time, prices can be adjusted downward through competition 
and/or production efficiencies. New buyers join in buying 
the favored offerings, and some markets grow while others 
wither away. Not all marketing system programs are suc- 
cessful; the effort to support dynamism can lead to excess- 
es, failures, and sometimes unforeseen consequences. 

Proposition 7 reflects this underlying tension by reflect- 
ing the need for controls. À market system needs a legal in- 
frastructure for property rights, performance of contracts, 
freedom of choice, and so forth. The role of government as 
society's representative is thus central, though this can be 


4We are unsure whence the concept of marketing flows onginat- 
ed but have found it in Vaile, Grether, and Cox's (1952), McInnes's 
(1964*), and Kotler's (1976*) work. This analysis also highlights 
marketing's contributions at the firm level by demonstrating mar- 
keting to be the function that reaches out from a firm to the outside 
world (marketplace) with flows of products, information, and pro- 
motion activity and further shows marketing as using its learning 
about that world (through an inward flow of research) to influence 
decisions within the firm. Finally, marketing generates an inward 
flow of dollars to sustain the firm's continued existence, which 
earns it the title of “lifeblood of the business." 

5As societal boundaries become more permeable, especially 
through immigration and trade, the linkages of production, em- 
ployment of human resources, and end consumption become more 
complex. 

6This has been the subject of significant recent theoretical de- 
velopments within marketing that challenge the tradition of equi- 
librium economic theory (e.g., Dickson 1992, 1996*, 1999*; Hunt 
and Morgan 1995, 1996*). 
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contravened if politicians allow cynical, зе -зее пр inter- 
ests to circumvent either competition or desirable restraints. 
Thus, the issue of government achieving a proper balance to 
serve a society’s goals best becomes a key issue for aggre- 
gate marketing systems.” 

Propositions 8 and 9, meanwhile, refer back to the bond- 
ing forces that constitute the heart of the marketing effort. 
The existing infrastructure requires coordination in space, 
time, and fit, because offerings require intermarriage of 
components within a context of high efficiency. We have 
been impressed by the serious attention given to process 
quality control within this system. Furthermore, we have 
been reminded that, at its roots, this is a human institution in 
which both experience and trust play major roles, a point 
that also has emerged recently in relationship marketing 
thought. Even economists have recognized the role of trust 
within the system. As Kenneth Arrow (1972), Nobel Laure- 
ate in Economics, explained, “virtually every commercial 
transaction has within itself an element of trust ... much of 
the economic backwardness in the world can be explained 
by the lack of mutual confidence." In asking why all soci- 
eties do not become equally wealthy and successful, recent 
work by Hunt (1997*) and others (e.g., Etzioni 1988*) 
points to differences in societal institutions that promote 
trust and personal moral codes as a key differentiator. 

Finally, Proposition 10 notes that this “open system” 
stresses achievement, growth, and progress. These are the 
elements of the U.S. aggregate marketing system that have 
brought huge, positive changes to the daily lives of its soci- 
ety’s members, as was indicated in our first illustration, “It’s 
a Wonderful Life."8 

We now turn to the system's contributions. Our discus- 
sion here is presented in three sections: (1) benefits to eco- 
nomic well-being, (2) benefits to buyers, and (3) several 
broader perspectives on benefits.? Although most entries 
will not be new to marketing thinkers, we are hopeful that in 
combination they will prove useful in stimulating further 
thought about the field and its value to society. 


Marketing's Contributions to 
Economic Well-Being 


Contributions to the Larger Economic System 


Whatever the political choices, an aggregate marketing sys- 
tem is integral to a society's economic system. In Figure 3, 
Part A, we list ten areas in which marketing contributes in 
the United States. It offers employment and incomes for the 





"Unfortunately, extensive discussion of government's role is be- 
yond the purview of this article. Readers may wish to access the 
excellent volume by Stern and Eovaldi (1984) for discussions 
pointed to marketing. 

8Any aggregate system will bring serious issues as well. For ex- 
ample, probing questions can be posed about destruction of natur- 
al resources, social inequality in life chances, the nature of growth 
in affluence, and others. We discuss these in our section on contro- 
versies and criticisms. 

?Although the aggregate system includes marketers, customers, 
and public policymakers, given the purpose of this article, we con- 
centrate on contributions emanating from the marketing sector of 
the system. 
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FIGURE 3 
Marketing's Contributions to Economic 
Well-Being 


A. Ten Contributions to the Larger Economic System 
—Employment and personal incomes 
—Freedom of choice in consumption 
—Delivery of a standard of living 


—Assistance in infrastructure development (e.g., trans- 
portation, communications, financial sector) 


—Tax payments for public purposes 
—Mass-market efficiencies 

—Diffusion of innovations 

—Enhanced balance of trade accounts 
—nternational development 

—integral to economic growth and prosperity 


B. Insights on Marketing and Economic Development 
—Marketing employment/gross domestic product rela- 
tionship 


—Roles depend on stage of development: 
* Traditional subsistence: assure prices 
«Transitional: infrastructure 
*Market-oriented: financing, credit 


—РНојез depend on government policies 
—Roles depend on consumers and culture 
—Marketing expertise and systems are key 


—Marketing's development functions: 
*Organization of networks «Spatial connectivity 
*Speculation in time *Capital accumulation 
*Equalization *Entrepreneurial entry 





millions of persons engaged in this field, enabling them to 
be productive and earn money needed for consumption. As 
noted, consumers' exercise of freedom of choice means that 
the preferences of society's members largely are reflected in 
the system's goods and services, which should mean that 
aggregate satisfaction is enhanced in this sector of life. As 
Adam Smith pointed out in his classic Wealth of Nations 
(1776*, p. 385), "Consumption is the sole end and purpose 
of all production." In this regard, the aggregate marketing 
system is involved directly in delivering the standard of liv- 
ing enjoyed by society's members. Furthermore, private in- 
vestments for the marketing system have been important in 
assisting national infrastructure development in such areas 
as distribution facilities, transportation, communication, 
medical care, and the financial sector. Related to this, 
monies gathered by governments (sales and excise taxes) 
actually are gathered by operations of the marketing system. 
Together with income taxes paid by firms and individuals 
engaged in marketing, these represent substantial sources of 
the tax payments to fund public programs. 

With respect to consumption, the system's mass-market 
efficiencies have led to lower costs, lower prices, and in- 
creased total consumption for citizens. The system's dy- 
namic character also fosters diffusion of innovations, bring- 


ing new benefits to consumption. Internationally, the aggre- 
gate marketing system is a crucial contributor to the nation’s 
balance of trade and, in seeking new areas of opportunity, is 
a force for international development. Overall, then, in 
many significant and positive ways, the aggregate market- 
ing system has played an integral role in the economic 
growth and prosperity of the United States. 

Although obvious in the abstract, marketing’s contribu- 
tions to economic well-being actually have not been recog- 
nized by many businesspersons or, indeed, by many econo- 
mists. This is probably because they are not factors in the 
classic macroeconomic equations (Kinnear 1994). Here, ag- 
gregate supply depends on the stock of capital, labor, raw 
materials, and technology; Kinnear asserts that marketing’s 
importance would be more clear if efficiencies and skills in 
wholesaling, retailing, and logistics were included in this 
equation. Similarly, aggregate demand is a function of ex- 
penditures for consumption, investment, government, and 
net foreign trade. However, marketing does affect aggregate 
demand; if economists’ equations were to identify effects of 
marketing programs (on autonomous consumption and mar- 
ginal propensity to consume, on prospects for success of an 
investment in a new product, and on the volume of exports 
and imports), the value of marketing efforts in the econom- 
ic system would be more starkly obvious. Furthermore, this 
would stimulate interest in calibrating the magnitudes of 
these contributions. 


Marketing and Economic Development 


The societal benefits that flow from the aggregate market- 
ing system are nowhere more apparent than in the area of 
economic development. Peter Drucker, the noted business 
thinker, raised this issue years ago in a stirring speech at a 
Parlin Award dinner, reprinted by the Journal of Marketing 
as “Marketing and Economic Development” (Drucker 
1958*). His view of marketing as an entrepreneurial “mul- 
tiplier" and organizer of resources casts a quite different 
light on our field. Subsequent work has done much to ex- 
plore and refine this view. The points in Figure 3, Part B, il- 
lustrate several key insights about marketing's roles and 
contributions.!0 

First, the role for marketing in economic development is 
real. Nations with higher proportions of their populations in 
marketing also have higher GDPs. Development of the mar- 
keting system is necessary for this to occur (e.g., Preston 
1967*; Wood and Vitell 1986). However, the specific roles 
for the marketing system differ by stage of economic devel- 
opment. In a subsistence economy, production is barely suf- 
ficient for self needs and is not separated in time or distance 
from consumption. The immediate priority is incentives to 
increase production, with price assurance being most signif- 
icant. In economies just becoming urbanized, the priorities 
are to develop distribution infrastructure (i.e., transport, 
storage, and selling networks). In market-oriented systems, 
all marketing functions are important, with investment fi- 





10Much of the discussion to follow is based on overviews pro- 
vided by Batra (1997), Moyer (1965), Nason and White (1981), 
Thorelli (1996), and Wood and Vitell (1986). 


nancing and consumer credit as primary tools for market 
growth (U.S. Department of Agriculture 1972*). 

Second, as noted in Figure 3, Part B, a host govern- 
ment's policies help determine opportunities for marketing's 
contributions to the society (e.g., Thorelli 1996). However, 
governments typically pursue five possibly contradictory 
goals—growth, fuller employment, income distribution, 
price control (inflation), and balance of payments—and may 
do so with too few tools to handle the task (Slater 1978). 
Treatment of the aggregate marketing system is thus part of 
a complex political context. As a social institution, the mar- 
keting system must be embedded in the society's culture, 
and this can be problematic in some societies because as- 
pects of the culture are not welcoming of some features of 
the U.S. marketing system (e.g., Ger 1997*). Where а 
U.S.-style system is desired, moreover, certain consumer 
behaviors (e.g., handling of finances, planned saving and 
choice processes, defenses to persuasion) must be learned 
for the system to work well. With regard to linkages among 
efficiency, consumer behavior, and culture in developing 
marketing systems, Slater identifies literacy, achievement 
desires, cooperativism, fatalism, mass media, and innova- 
tiveness as key dimensions (cf. Nason and White 1981). 
Marketing experts working in the "transitional economies" 
(i.e., those moving from centralized planning to market- 
based systems) of Eastern Europe, the former Soviet Union, 
and China note that entrepreneurial risk-taking, marketing 
management expertise, and the use of strong business plan- 
ning and control systems are crucial in determining success 
(e.g., Batra 1997). These experts differ as to ease of transfer 
of such knowledge, but the large number of international 
students educated in business schools in recent years does 
provide cause for optimism. 

Third, Figure 3, Part B's “Marketing’s Development 
Functions" reflect marketing's roles in more basic settings 
(modified from Moyer 1965). Marketing encourages in- 
creased production by conceiving, organizing, and operating 
networks for communication and exchange. Speculation 
across time is needed to bring future production and con- 
sumption using entrepreneurial risk of capital and effort. 
Equalization of supply and demand occurs across distance 
(transport), time (storage), and quantity (price), whereas 
spacial connectivity joins diverse locales in a larger market- 
place to offer efficiencies of scale and lower prices to con- 
sumers. Over time, these can grow into a center for capital 
accumulation (investment) and serve as a springboard for 
marketing entrepreneurs' entry as industrialists. For exam- 
ple, some years after its nationhood, nearly half the leading 
industrialists of Pakistan were found to have come from the 
marketing sector (Papenek 1962*). Here they had learned, 
in Adam Smith's words, “Фе habits ... of order, economy, 
and attention" that characterize success in market distribu- 
tion (Smith 1776*, p. 385). 


Contributions to Buyers from 
Specific Marketing Activities 
We now focus on marketers' actions that benefit buyers. Be- 


cause there are millions of competing firms in the aggregate 
marketing system, at any time a huge number of these ben- 
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efits are being offered in parallel. Across time, these bene- 
fits accumulate through billions of purchase occasions to be- 
come truly formidable. Our framework in Figure 4 will be 
familiar to marketing thinkers, but persons outside the field 
likely will be surprised at the scope of contributions offered. 
We begin with the economic concept of utility. 


Marketing’s Bundle of Utilities 


Economists traditionally employ utility to represent value. 
As a prominent economist observed nearly 80 years ago, 
“marketing and advertising are interested primarily in the 
creation of value” (Moriarty 1923*). Identification of mar- 
keting’s special utilities, shown in Figure 4, Part A, proved 
helpful to economists who argued that distributive services 
added value beyond that of production.!! Of the five utilities 
listed, note that only elemental utility, which refers to culti- 
vation or extraction of crops and raw materials, is arguably 
beyond marketing’s purview. The second, form utility, 
comes primarily from operations, but marketing activities 
contribute here by (1) physically supplying essential inputs 
to the production process and (2) providing insights from 
the marketplace (e.g., market research) that help decide spe- 
cific attributes for goods and services. Place utility is clear- 
ly in marketing’s province, representing the value added by 
providing goods where buyers need them. Marketing adds 
time utility through preplanning, inventory, and promotion 
activities to ensure customers can obtain goods when need- 
ed. Finally, possession utility is offered through marketing 
transactions and enables customers to use goods for desired 
purposes. 


The Elght Classic Functions of Market 
Distribution 


Our appreciation of marketing’s contributions is enhanced 
by thought on the “functional approach” to marketing, 
which arose early in the twentieth century in reaction to 
mainstream economists’ lack of attention to the value of dis- 
tribution. It became a basic approach for the study of mar- 
keting for more than five decades, describing marketers’ ac- 
tivities and reasons for them. With the rise of the managerial 
approach, however, this descriptive view of marketing has 
all but disappeared (Hunt and Goolsby 1988). 

Among many frameworks, the eight functions listed in 
Figure 4, Part B, are widely accepted (Maynard, Weidler, 
and Beckman 1927). With the then-emphasis on agriculture 
and manufacturing, functional frameworks stressed physical 
supply services, beginning with transportation. Closely al- 
lied, storage helps nullify timing discrepancies in supply and 
demand, smooths production schedules to lower costs, and 
enables mixing of ingredients or stock (as in our coffee bean 
example). Innovations in these areas (consider refrigeration 
and freezing) have brought major improvements to society 
during the past century. The next of marketing’s classic 
functions, financing, receives little attention by marketing 


The recent emphasis on supply chain management incorpo- 
rates a systems approach to the provision of these utilities aimed at 
enhancing efficiencies. Although this may alter marketing’s identi- 
fication within a firm, these clearly remain as activities within the 
aggregate marketing system. 


scholars today but is still a key topic in economic develop- 
ment settings. A firm must finance the time gap between 
start of the productive process (when machines, material, 1а- 
bor, marketing, and so forth must be paid for) and later re- 
ceipt of money from sales. Such investment financing may 
be undertaken directly by marketers or, when stakes are 
high, by financial institutions. Within the overall system, fi- 
nancing has fostered entry by many small businesses, and 
consumer credit has enabled purchases of millions of 
homes, autos, and so forth. It thus has been a key factor in 
society’s prosperity. Assumption of risk reflects transactions 
and arises out of uncertainty. In marketing channels, for ex- 
ample, risk comes with ownership of goods for which future 
demand may be less than expected (e.g., negative price 
changes, demand shortfalls, improved designs, deterioration 
in quality, credit problems with repayments). Risk is sub- 
stantial throughout the aggregate marketing system, a fact 
apparent to those who forecast demand. 

Assembly refers to the broader buying process, seeking 
out sources of supply and deciding on goods and services 
to be purchased. Buying is pervasive across the aggregate 
marketing system and leads to successive changes in own- 
ership that end in final consumer purchases. On the other 
side of a purchase is another’s sale. Although much ma- 
ligned, selling harnesses the forces of competition to im- 
prove the value of offerings and brings about the exchanges 
that enable the system to operate. Standard-setting often is 
unseen and quite underestimated. Once set by a society, 
standards serve as buying guides in a vast range of business 
and consumer categories. In essence, they provide assur- 
ance for critical “credence” attributes such as safety, 
strength, or other elements of an offering that may be diffi- 
cult to determine through inspection, and they aid in price 
and value comparisons as well. Marketers are important 
users of standards in our society and also participate in their 
creation. (In contrast to general perceptions, the vast ma- 
jority of standardization is a voluntary activity in the Unit- 
ed States, as opposed to standards being-imposed by gov- 
ernment.) Finally, the gathering and use of market 
information is quite familiar. Inputs can come from 
sources—experts, government, customers, the sales force, 
library—beyond formal market research projects. As a key 
activity in marketing, this function increasingly stimulates 
improvements in the benefits we now discuss. 


Benefits from Product and Service Offerings 


A marketing exchange relies on both transacting parties’ ex- 
pectations to be better off. Because sellers benefit from pay- 
ments for purchases, it is not surprising to find marketers’ 
focus on purchase processes. However, it is important to re- 
call that benefits received by customers accrue from use or 
consumption. As indicated in Figure 4, Part C, this has an in- 
teresting implication: Each single-use occasion creates an 
opportunity for another benefit delivery from the system. 
Furthermore, because products and services are “benefit 
bundles,” users are deriving multiple benefits (e.g., Green, 
Wind, and Jain 1972*) . For example, toothpaste attributes, 
such as decay prevention, whitening, tartar control, and 
good taste, can be combined to create multiple sources of 
value in a single-use occasion. Extensive product variation 


Marketing’s Contributions / 209 


further enables closer fits with users’ preferences. In the 
U.S. system, frequent new offerings and improvements to 
current offerings also are pursued. Furthermore, we should 
recognize that much of the care taken by marketers in de- 
sign, creation, and delivery of offerings remains unseen and, 
thus, is underappreciated by the general public. This care 
aids a brand’s competitive success by providing an intend- 
ed, identical service or use experience expected by loyal 
customers. Finally, the marketing system generally stands 
behind its offerings, with buyers often protected by guaran- 
tees or warranties. 

To verify our impression of this system stress on quali- 
ty, we checked ratings in some 200 product and service 
classes. Ratings were given in 1996 and 1997 in Consumer 
Reports, published by Consumers Union, an independent 
testing organization that accepts no advertising or other 
funds from the marketing community. Our tabulation of 
scores showed that, of 3028 ratings, only 51 items (1.7%) 
were rated as “poor” in quality. Including “fair” as a passing 
grade, 98% of marketers’ offerings received satisfactory rat- 
ings; 88% received ratings of “good,” “very good,” or “ex- 
cellent.”!2 Clearly the system is delivering quality offerings 
to its public. 


Benefits of Branding/Trademarks 


Unique identification is not only significant to marketers 
(Aaker 1991), but also benefits buyers in four ways.!3 As 
shown in Figure 4, Part C, unique source names assist (1) in 
organizing future behaviors, because if problems are en- 
countered, the source can be recontacted, but if satisfied, fa- 
vorable attitudes can direct future decisions; (2) efficiency 
in locating favored sellers (though it appears innocuous, 
summed across products, time, and competing demands, 
this efficiency actually is quite significant in total); (3) 
rapid, confident choices in self-service settings (the average 
time for a single choice in a U.S. supermarket aisle is only a 
few seconds); and (4) in deriving symbolic benefits from 
purchase, ownership, or use. Symbolic benefits can be pub- 
lic (driving a high-status car) or private (enjoying a finely 
crafted product). Although at times a target for criticism, 
symbolic benefits’ mechanisms are varied and subtle, in- 
volving sustaining personal identity as well as communicat- 
ing about the self (e.g., Belk 1988,* 1989*; Cohen 1989*; 
Levy 1959*). 


Benefits from Market Distribution 


As noted in the first entry of this section in Figure 4, Part C, 
the key benefits in this area are captured in our discussion of 
marketing’s eight classic functions. Because it is performed 
largely out of the sight of nonparticipants, however, the per- 


Every quality test rating that used the five-point 
"excellent-poor" scale given by the organization was considered. 
Ratings by members were not included, nor were relative scales in 
which distributions were forced. 

Branding is being used in a broad sense, because price and val- 
ue are relevant issues as well. Health insurance firms, for example, 
are pushing for “debranding” (generic drugs) to obtain lower 
prices. 
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formance of distribution easily can be underappreciated. It is 
useful to recall that the marketing system performs these 
functions repetitively and routinely, millions of times daily, 
each time offering benefits to receivers. Beyond this, whole- 
sale and retail activities offer additional benefits, as noted in 
the remaining listings of Figure 4, Part C. The first five of 
these are well recognized and need no amplification. The fi- 
nal four entries, however, deserve separate discussion. 

One powerful aspect of the U.S. marketing system is fa- 
cilitating the transaction process, which saves consumers 
time and effort and maximizes purchase opportunities. Con- 
sider, for example, the benefits of extended store hours, con- 
venient locations, free parking, stocked shelves, posted 
prices, displays, fast and smooth checkout, advertising price 
specials, salespersons' pleasant and efficient completion of 
transactions, and so forth. (Consumers from some other cul- 
tures express surprise and delight on this discovery of the 
U.S. retailing system.) Furthermore, processes for extending 
consumer credit enable some expensive purchases to occur 
that otherwise would have been delayed, and bank credit 
cards have eased transaction processes for buyers and sell- 
ers alike. That stores pay significant fees, approximately 
3%, for bank card charges is a good indicator of how much 
the system desires to facilitate purchase transactions. When 
a durable-good purchase is made, moreover, consumers en- 
ter a use phase that can last for many years. During this time, 
the marketing system offers a postpurchase support struc- 
ture with benefits such as delivery, installation, repair ser- 
vices, and liberal return policies. Our final entry is quite dif- 
ferent but has done much to improve the lives of everyone 
in U.S. society, in that channels of distribution serve as the 
entry point (gatekeeper) for new products and services. Re- 
ceptivity by wholesalers and retailers to offerings that pro- 
vide better value or new benefits has made this dynamic 
work for societal gain. Similarly, government actions to re- 
duce barriers to entry serve to enable innovations and price 
competition to work to the benefit of a society's consumers 
and competitors. 


Benefits from Salespersons and Representatives 


Sales representatives facilitate flows within the aggregate 
marketing system. Although advertising receives more pub- 
lic attention, marketers frequently rate personal selling as 
more important for business success. In one study, execu- 
tives rated selling five times more important than advertis- 
ing for industrial goods and almost twice as important for 
consumer durable goods; for consumer nondurables, the 
two were rated approximately equally important (Udell 
1972*). An estimated 20 million sales representatives are at 
work daily in the system, 9 million in business-to-business 
selling, and 11 million others dealing directly with con- 
sumers. Roles vary widely, as does level of performance. In 
Figure 4, Part C, we list some contributions offered in 
business-to-business sales, in which the salesperson is a 
professional representative who deals with generally well- 
informed buyers and with current users who may need to 
have problems resolved. To start, salespersons may be 
called on to consult on large programs (e.g., plant con- 
struction, advertising campaigns), often as part of account 


teams that include specialists. During this process, а герге- 
sentative may help crystallize client needs, educate about 
alternatives, introduce new entries, and customize the of- 
fering when feasible. He or she then works to facilitate the 
entire transaction, payment, and product delivery or project 
completion. During this process, which could extend for 
years, the sales representative provides access to technical 
support and offers personal service to ensure customer sat- 
isfaction and a continuing relationship. Our final entry, 
feedback from the field, reflects the reports back to the firm 
about opportunities to enhance its offerings. 


Benefits from Advertising and Promotion 


Each year, an incredible amount of money is spent on ad- 
vertising and sales promotion: Advertising is a major indus- 
try in its own right, accounting for approximately 3% of 
U.S. GDP. Due to its high visibility, advertising is likely the 
most criticized facet of the aggregate marketing system, 
though it provides important benefits. In their classic study 
Advertising in America, Bauer and Greyser (1968; also see 
Pollay and Mittal 1993) asked consumers about this institu- 
tion. Their findings fit four of the five entries in Figure 4, 
Part C. Appreciation for the information advertising pro- 
vides on products and prices was expressed by a majority of 
сопзштегз.14 Few consumers noted our second benefit; 
clearly, however, advertising can enhance consumer deci- 
sions through lower search costs. (Product proliferation, 
however, raises search costs.) The consumers mentioned en- 
larging market demand and noted special appreciation for 
advertising’s contribution to lowering prices. Less obvious 
are three related benefits in this category: reducing distribu- 
tion costs, aiding entry by new competitors, and fostering 
acceptance of new innovations by a society. The consumer 
sample also recognized the final entries in Part C, applaud- 
ing advertising’s role in subsidizing media and expressing 
pleasure with advertising’s creative offerings. 


Summary: Marketing’s Key Benefits to Buyers 


Because our detailed listings risk “losing sight of the forest 
for the trees,” in Figure 4, Part D, we abstract what we be- 
lieve are 14 of the key benefits consumers derive from mar- 
keting activities. There is marketing’s role in driving the 
production of offerings most desired in the marketplace. In 
many organizations, marketers act as internal advocates who 
represent the customer in decisions on what to produce, then 
other elements of the aggregate marketing system advance 
the creation of those offerings by carrying out their func- 
tions (e.g., assembly, transport) at all intermediate stages, 
leading to final production. The marketing system then man- 
ages the delivery of products and services to consumers. It 
also expends funds to provide for market learning using 
sales representatives, advertising, brochures, specialized 
brokers, and so forth. The persuasive aspect of these vehi- 


MSeveral leading marketing thinkers believe that firms would 
benefit from increased attention to providing consumer informa- 
tion/education programs that would assist consumers to make bet- 
ter decisions, as opposed to simple emphasis on persuasion/enter- 
tainment in advertising. 


cles serves to stimulate market demand, which creates sales 
and can lead to lowered costs and prices. Through competi- 
tion, the system offers a wide array of choices, which en- 
ables consumers to judge how best to satisfy their needs to 
obtain desired quality. In this regard, it is interesting to real- 
ize that every available good and service is being purchased 
by some fellow consumers. The system's variety enables 
some marketers to offer close or even customized fits with a 
user's needs. The system also is designed to facilitate pur- 
chases, easing acquisitions of benefits for buyers. Various 
elements of time-saving are offered in both products and 
purchasing, which increase societal members' efficiency 
and leave time for more total activity. Also, the marketing 
system offers a postpurchase support structure to enable 
continuing benefits over time. 

The marketing system continually brings new entries for 
customers to consider and actively works on behalf of prod- 
uct innovations and improvements, some of which will en- 
hance a society's quality of life over the long run. Further- 
more, it enables buyers to engage in larger total 
consumption than they would otherwise be able, through 
credit, price specials, discount versions of goods, and/or 
bundled attributes. Most sellers seek long-term repeat pur- 
chases from patrons, so customer satisfaction is a real goal 
of the system. Finally, the marketing system often offers 
pleasant environments within which consumers can act, a 
distinct benefit in itself (as those experienced with some 
monopolists or government agencies can attest). 


Two Broader Views of Benefits 


Contributions from Improvements in Marketing 
System Activities 


In our analyses to this point, it has become clear that the sys- 
tem's current level of performance is based on its emphasis 
on a continual search for improvement. Thus, our interest is 
in not only kinds of benefits, but also increased levels of 
benefits emanating daily from individual firms and people, 
as indicated in the following: 


"Back to the Future." The constant press for im- 
provements characterizes the world of the aggregate 
marketing system. Many efforts do not work out, 
some yield minor advances, and a few lead to norms 
of the future. In Figure 5, Part А, we display a few il- 
lustrative cases of recent breakthroughs. For exam- 
ple, trucking firms now combine onboard computers 
and satellite tracking systems for real-time monitor- 
ing of their cargo. One firm uses this system to co- 
ordinate routes and communicate with all 10,000 
trucks in its fleet, thereby adapting instantly to 
weather or traffic delays. The result is better delivery 
service with lower costs for the firm. Similarly, con- 
tainerization has added efficiency in shipping and 
handling; our coffee beans, for example, shifted eas- 
ily from ocean to ground transport and were less sus- 
ceptible to damage, spoilage, and theft. As distribu- 
tion channels have embraced relationship marketing, 
order processing systems have saved time and costs. 
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FIGURE 5 
Some Broader Views of Benefits 


A. Contributions from Improvements in Marketing System Activities 


Transportation Product design Marketing research 

- е.д., real-time monitoring - е.д., match or better - е.д., expert systems 
Materials handling Promotion programs Packaging innovations 

- е.д., containerization - e.g., loyalty clubs - е.д., environmental impacts 
Distribution Product management Pricing programs 

- е.д., order processing systems - e g., brand equity - е.д., value/bonus packs 
Assembly Market segmentation Services marketing 

- е.д., global sourcing - е.д., mass customization - е.д., consumer satisfaction 
Retailing Database marketing 


- ө.9., checkout scanners - е.9., personalized offerings 


B. Contributions to Quality of Life 
1. Illustrative Social/Psychological Benefits to Marketing Participants (Opportunities for): 


- Achievement - Creativity - Beauty 

- Success - Humor - Morality 

- Growth - Invention - Interpersonal relationships 
- Action - Influence - Understanding 

- Discovery - Service - Trust 


П. Illustrative Social/Psychological Benefits Created by Consumers Engaged Within the System: 


- Accomplishment - Bonding - Socializing 
- Beauty - Belonging - Learning 

- Safety - Excitement - Authority 

- Health - Prestige - Control 

- Nurturance - Pleasure - Status 

- Joy - Self-enhancement - Play 

- Gift-giving - Escape - Leisure 


Ш. Emerging Areas of Study: 


- Quality of life (QOL) 
- Social marketing 


For example, two firms may use electronic data in- 
terchange, in which inventories (e.g., a drugstore's 
entire stock in a line) automatically are replenished 
as sales movement data are transmitted to the whole- 
saler; people are limited to oversight of the system. 
Also, improvements in communications, transport, 
and technology have enabled marketers to move in- 
creasingly worldwide to obtain materials at much 
lower costs. Although global sourcing has generated 
legitimate criticisms, it also has provided consumers 
with quality goods at lower prices and added to the 
aggregate marketing systems of other societies as 
well. In retailing, checkout scanners brought a revo- 
lution. Computerized pricing enabled stores to low- 
er labor costs, better manage inventory, and promote 
more effectively through information on what works 
best with each store's customers. For food manufac- 
turers, this technology speeds adjustments to devel- 
opments in the marketplace, which enables in- 
creased responsiveness to consumers. 


In product development, "match or better" means a 
search for value parity on most key attributes, and 
advantage on the others. For example, in the early 
1980s, Ford Motor Company had lost $3 billion 
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when it created "Team Taurus," a group of mar- 
keters, designers, engineers, and plant personnel 
charged with developing a new car to rescue the 
firm. The team relied on consumer research, choos- 
ing 700 features for the new car from this source. In 
addition, the team bought models of popular com- 
peting cars, then tore them apart to analyze their best 
features (over 400 were "borrowed" in this process). 
The net result of Team Taurus's efforts? One of the 
most popular cars ever produced and a turnaround 
for Ford, whose market share rose from 1696 to 2996 
(Wilkie 1994). The general lesson? Marketers know 
that demand is highly responsive to advantages con- 
sumers perceive a product to have (or lack) and can 
be quite responsive to price as well (e.g., Day and 
Wansink 1994*). At this point, we need not detail the 
remaining items in Figure 5, Part А, because mar- 
keting readers easily can appreciate the potentials of 
each. As previously noted, pressure for improve- 
ments in the system are relentless, and the positive 
benefits of this force should be appreciated. 


| Contributions to Quality of Life 


In this final section on contributions, we shift away from the 
economic calculus that reports on the system as if it were a 
relentless machine spewing out streams of utiles. Instead we 
examine briefly the aggregate marketing system as a human 
institution composed of people living their lives on a variety 
of fronts. Our effort here is illustrative, intended to raise this 
topic as worthy of further attention by marketing scholars. 
We first examine benefits in the work of marketing, in 
which aggregate effects could be very large. 


Social/psychological benefits to marketing participants. 
In the first set of entries in Figure 5, Part B, we have listed sev- 
eral social and psychological benefits we believe are offered 
to persons who work in marketing. Drawing on the system’s 
stress on competition, achievement is highly rewarded in this 
field. This 1s one reason for steep increases in incomes in ear- 
ly years of a marketer’s career, in contrast to accounting or en- 
gineering, in which salaries begin at higher levels but increase 
much more slowly. Because of the marketing system’s open- 
ness to change, opportunities abound for feelings of personal 
growth and individual autonomy. Whether pursuing clearer 
understanding of the consumer marketplace, creating a new 
advertising campaign, managing a retail store, closing an im- 
portant sale, or planning a new product launch, marketing of- 
fers challenges to creativity and ingenuity, as well as opportu- 
nities to influence others. Marketers in many areas can offer 
service to others, and those in the arts can foster aesthetic val- 
ues within society. Many marketing positions require team- 
work to achieve a common goal, which can provide valued 
group affiliations. It is common for sellers to develop friend- 
ly relationships with their clients as a consequence of ongoing 
exchange activities. In our breakfast illustration, for example, 
the large transaction between the coffee buyer and major 
grower was sealed with a handshake. To marketing scholars, 
many of whom who have come to the field from other disci- 
plines, these attributes are well understood. Furthermore, with 
globalization of markets, these opportunities are expanding. 


Social/psychological benefits created by consumers. 
Since the study of consumer behavior entered marketing’s 
mainstream during the 1950s and 1960s, consumers’ goals 
and motivations have been studied extensively. Most re- 
search has been instrumental (e.g., what can we learn about 
consumers so that we can sell more effectively to them?), 
but some reveals interest in deeper human issues. Examples 
include two older books by well-known marketing consul- 
tants, Daniel Yankelovich (1981), who revealed concerns 
about society's direction at the time, and Arnold Mitchell 
(1983), who designed the VALS (values and lifestyles) sys- 
tem using Maslow's humanistic need theory. 

More recently, the interpretivist orientation (e.g., Sherry 
1991) has honed our appreciation of goods' meanings in 
consumers' lives. А carefully cultivated lawn and flower 
garden can give a homeowner a sense of accomplishment, or 
a parent may derive special satisfaction from selecting food, 
clothing, or furniture for a safe, healthy home. Gift-giving 
can involve significant emotional and symbolic dimensions. 
, Movies, sporting events, or theatrical productions can lead 
to feelings of belonging, prestige, escape, or excitement. 


Consumer activities enable learning, socializing, and self- 
enhancement (listening to music, playing tennis); benefits 
are emotional, subjective, and experiential (Holbrook and 
Hirschman 1982*). Spending money can bring feelings of 
achievement, status, control, and even play. Shopping is an 
enjoyable activity for many. Although intangible and diffi- 
cult to express, our treatment of the marketing system's con- 
tributions to consumers would be incomplete without dis- 
cussion of these sometimes meaningful consequences. 


Two emerging areas of study on marketing's broader con- 
tributions. During the 1960s and 19705, literature on market- 
ing and society raised questions about (1) how well society it- 
self was faring and (2) how it might be improved. These 
questions spawned two different subareas: research on “qual- 
ity of life" (QOL) and "social marketing." Marketers inter- 
ested in QOL faced three special issues: (1) marketing is on- 
ly one of many forces that combine to yield overall lifestyles, 
(2) daunting conceptualization and measurement issues on 
exactly what QOL is, and (3) difficulty in communicating 
across fields. Economists defined issues to fit their terms and 
research forms, as did psychologists, sociologists, ecologists, 
and political scientists (Sirgy, Samli, and Meadow 1982). The 
International Society for Quality of Life Studies now carries 
on this work. Recent work on the American Consumer Satis- 
faction Index shows promise in reflecting market-based per- 
formance of the system at various levels of aggregation (For- 
nell et al. 1996), as does work on the Index of Consumer 
Sentiment Toward Marketing (Etzel and Gaski 1999). 

Social marketing differs from traditional marketing by 
aiming to benefit the target audience directly (e.g., AIDS 
awareness or childhood immunization) or society as a whole 
(e.g., recycling programs, blood donations) rather than the 
firm sponsoring the program (Andreasen 1994*). It has, 
however, faced academic difficulties on two fronts: (1) it has 
tended to be an "action" field in which primary emphasis is 
on successful intervention and (2) value judgments are made 
on desirable behavioral changes, so the area is also "activist" 
in this sense. There is potential to add to knowledge in this 
sphere, and an expanding set of researchers has been moving 
into the area (e.g., Andreasen 1991; Goldberg 1995*). Mean- 
while, useful field work has been progressing for some time, 
applying marketing tools in health and safety, education, 
charitable giving, politics, the arts, and the environment. 

In light of the topic for this article, these two fields of 
study are significant in pointing out that the aggregate mar- 
keting system is composed of more participants than just 
business marketers. Private marketing is the mainstay of the 
system in the United States, but government, the entire con- 
sumer sector, and many individuals in the not-for-profit sec- 
tor are also participants. The system's issues extend to soci- 
etal concerns and, in turn, are affected by them as well. 


Criticisms and Problems of the 
Aggregate Marketing System 
Our focus in this article has been on accomplishments, but 
balance calls on us to acknowledge also that the aggregate 
marketing system long has been controversial in some re- 
spects. In Figure 6, we summarize many of the most promi- 
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nent criticisms, controversies, and problems that have been 
raised. Space limitations preclude an extended analysis, but 
it is available elsewhere (Moore and Wilkie 2000). We be- 
gin with critiques of system values. These usually are made 
by persons speaking from vantage points outside the system 
and raising philosophical points about its nature. These crit- 


icisms tend to say little directly about the practice of mar- 
keting but instead focus on broader issues such as the “соп- 
sumer culture" and the economic system that sustains it. Po- 
litical theory is the root of some of these critiques, but not 
all. These are not simplistic arguments, and we do not wish 
to do them an injustice in such a brief summary. Readers 


Promotes materialism 


Negatively affects cultural values 

- Creates insidious cycle of 
work and spend 

- Discourages participation in 
noneconomlc activities (e.g., 
arts, community, leisure) 

- Undermines familles, alters 
socialization 


Is fundamentally persuasive/ma- 
nipulative in character 
- Creates artificial wants and 
needs 
- Invokes imbalance between 
marketer and consumer 


Cultura! Imperialism 
- Cultural i 
- Natural resource depletion 
- global warming 


Proposes limitless, unsustainable 


FIGURE 6 
Criticisms and Problems of the Aggregate Marketing System 


The Consumer Bill of Rights 
- The right of safety 
- The nght to be informed 
- The right to choose 
- The right to be heard 


Consumerism's Three Major 
eras: Key Issues 
1. Turn of the century 

- Food and drug safety 

- Regulation of competition 


Il. 19208 and 1930s 
- Objective Information 
- Consumer representation 


ill. 1960s and 1970s 
- Product safety 
- Advertising's social impact 
- Avenues for redress 


Economic Imperfections: The 
Asymmetric Power of 
Marketing 
- Difficult product quality as- 
sessment 


- Incomplete or biased informa- 


tion 


- Retaller and distributor pric- 
ing practices 


information disclosure 
- Limits to disclosure 
- Effective warning labels 
- Use of disclaimers 


The Broader Environment 
Environmental concems 
- Natural resource depletion 
- Threats to ecology 
- ВеизаЫКу and disposition 


Product safety 
- Hazardous products 


- Regulatory approval process- 


es 
- Product failure and liability 


Anticompetitive practices 


- Effects of quotas/trade barri- 


ers 
- Antitrust Issues 


Responsible Corporate 


Marketing Sector 


- Deceptive advertising 

- High-pressure sales tech- 
niques 

- Misrepresentations of sales 
Intent 

- Inferior products and services 

- Balt and switch 

- Price falrness: high-low pric- 
ing 

- Price fixing 

- Predatory pricing 

- Franchise abuses 

- Intemational: Bribery 

- Gray-market goods 

- Counterfeit goods 

- internet fraud 


Consumer Sector 


- Uninformed decisions 
- Consumer fraud (e.g., 
shoplifting, credit abuse) 


- Bankruptcy 

- Product liability: Frivolous 
lawsuits 

- Compulsive consumption 


Government Sector 


- Errors of omission 
- Errors of commission 


aggregate consumption levels - Too few sellers in some local 
markets 
Capitalist system promotes In- - Uncaring civil servants 
equality in benefit distribution - Too Пе time for considered 
(fairness versus allocative effi- decisions 
сјепсу) - Underrepresentation of con- 
Emphasis on private consump- 
Чоп leads to deterioration in qual- 
Ну of public goods 
Pervasive commercialism Some Continulng 
System 15 inherently self-serving v es 
- " - Dan roducts (e.g.., 
directed toward no broader social caries) ee 
purpose - Vulnerable groups (e.g., chil- 
dren, elderly) 
"Classic" Social and Economic - Emerging problems with mar- 
Debates ketplace encroachment 
- Does distribution cost too - Intrusiveness of advertising 
much? - Concerns regarding inva- 
ж Is there too much advertis- sion of privacy 
ing? 15 It wasteful? - Restrictions on database 
- Advertising: Information or usage 
market power? - Selling as marketing re- 
- Advertising: good taste and search 
morality? - Exploitation by price dis- 
- Sublimina! advertising? crimination 
- [3 price related to quality? 
- Is deflberate product obsoles- 
cence good? 
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Citizenship 
Consumer dissatisfaction 
- Rumors and negative word 
of mouth 
- Complaint handing 
- Problem resolution systems 


Corporate actions 

- Incorporating ethical con- 
cerns 

- Role of consumer affairs de- 
partments 

- Степа for evaluating busi- 
ness performance 

- Industry self-regulation 

- Community Involvement 


will find writings by-Galbraith (1958) of interest, as well as 
the Pollay (1986*, 1987*) versus Holbrook (1987*) adver- 
tising debate and the recent collection by Goodwin, Acker- 
man, and Kiron (1997). 

Classic social and economic debates are next in Figure 
6. These have a long history, though they have evolved over 
time. For example, the distribution cost debate of the early 
1900s had farmers questioning why they received only a 
low percentage of the consumer’s food dollar; today, buyers 
(and farmers) ask why cereal brands are priced so high rel- 
ative to ingredient costs. Also, much attention has been di- 
rected to advertising, as reflected in four of the eight de- 
bates. These debates likely persist because (1) strong 
proponents on each side will not concede; (2) generaliza- 
tions are, at times, based on episodes; (3) decisive empirical 
evidence has not been available because of severe measure- 
ment difficulties; and (4) the underlying issues actually are 
complex. 

The second column reflects the views of the consumer 
movement. These tend not to be antagonistic to the aggre- 
gate marketing system itself (recall the high ratings Con- 
sumer Reports gives system offerings) but are aimed at hav- 
ing the system serve consumers’ interests rather than only 
those of marketers. Thus, President John F. Kennedy’s 1962 
proclamation of the “Consumer Bill of Rights” was regard- 
ed as crucial in placing the power of government squarely 
on the side of consumers in the four basic ways listed (that 
is, it affirmed that U.S. society would pass laws, restricting 
marketers if necessary, to ensure consumers received their 
rights). During the past century, there have been three eras 
(Mayer 1989) of high public receptivity to consumer move- 
ment issues. Consumer issues have shifted over time as ear- 
ly concerns largely have been attained (e.g., food processing 
safety). A root belief sustaining the consumer movement, 
however, is that major economic imperfections persist with- 
in the system, especially reflecting pricing and value re- 
ceived per dollar. These are listed in the next entries of this 
section (Maynes 1997). Some debates continue in part be- 
cause consumers themselves disagree. Again, our treatment 
here cannot do justice to the arguments’ sophistication, but 
excellent readings are available, including Aaker and Day 
(1982), Maynes and colleagues (1988), Mayer (1989), and 
Brobeck (1997). 

The third column of Figure 6 highlights difficult is- 
sues that arise naturally in marketing and must be ad- 
dressed.!5 Handling by some marketers may spark legiti- 
mate criticisms, whereas others may merit commendation 
for efforts to be responsible. Also, problems may arise in 
balancing goals of different stakeholders. Illustrative is- 
sues are organized in three topics. First, limits for per- 
suasive influence arise in both advertising and selling; a 
firm must focus on both policy and daily control levels to 
address these. Second, specific problems arise from cer- 
tain products or from markets that pose societal external- 
ities if only short-term sales and profits are pursued. We 


I5The essential point here—that social issues shape aspects of 
marketing practice—is based on Day's (1994) framework, which 
we have modified to reflect our purposes in this section. 


expect increasing conflict here if societies’ controls of 
marketer actions are challenged by further globalization. 
Third, consistently responsible actions by all members of 
an organization are needed. Efforts here include design 
of systems to assist customers with problems and formal- 
ization of the presence of influential "voices" for all 
stakeholders, including employees, consumers, and the 
broader society. The right-hand column of Figure 6 then 
shifts to deliberate problem behavior, as in our final il- 
lustration. 


“Ruthless People.” On rare occasions, a participant 
in the aggregate marketing system chooses to act in 
ways that injure others. This occurs in all system 
sectors, as indicated in the following reports (Wilkie 
1994). 


(Marketing slippage) "Creating a consumer want" 
has a cynical meaning among a certain stratum of 
marketers who first alter a consumer's product, then 
point out the problem to gain a sale. Gas stations on 
interstate highways, for example, have been caught 
plunging ice picks into tires and placing chemicals 
into batteries to cause adverse reactions. “Termite in- 
spectors" have been caught placing the bugs in 
houses, then informing frightened residents of an 
imminent home collapse unless repaired immediate- 
ly. Some traveling "tree surgeons" thrive by pointing 
out imagined diseases in large trees over a house, 
then removing the trees at high prices. A classic case 
of this fear selling, however, was used by the Hol- 
land Furnace Company, which employed 5000 per- 
sons in its 500 U.S. offices. Its sellers were to intro- 
duce themselves as "safety inspectors," go down to 
the furnace and dismantle it, and then condemn it as 
*so hazardous that I must refuse to put it back to- 
gether. I can't let myself be an accessory to murder!" 
Senator Warren Magnuson (Washington) called the 
selling “merciless.” One elderly woman was sold 
nine new Holland furnaces in six years, which cost 
more than $18,000 at the time. 


(Consumer slippage) We have pointed out that one 
hallmark of the marketing system is emphasis on 
providing satisfaction after sale, including liberal re- 
turn policies. Some consumers abuse this service, as 
this quote shows: “Mark is a soccer player who 
needs new shoes frequently. He has developed a sys- 
tem to get them from a local store that takes back de- 
fective shoes. Once or twice a year, Mark removes 
the sole, slices off a cleat, or places a rip in the 
tongue, each in a way that is hard to detect. He then 
brings the shoes to-the store to exchange ... at last 
count he'd received eight new pairs this way. Mark., 
is sure to go to a different clerk on each visit, and ... 
probably won't get caught." 


(Government sector) Government abuses are harder 
to identify because of the few legal cases and diffi- 
culty in observation. Errors of omission (failure to 
act when warranted) may be more common than er- 
rors of commission because of the incentive struc- 
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ture of а bureaucratic system. For example, New 
York City’s health department discovered that a dis- 
pute between two laboratory managers had led to de- 
lays of up to one year in reading cancer test results 
for women using city clinics. Of 3000 delayed Pap 
smear readings, 500 abnormalities called for imme- 
diate follow-up, 93 more appeared malignant, and 11 
were clearly malignant. On discovery, the commis- 
sioner denounced his department for “betrayal of the 
public trust” as he demoted four people (evidently, 
none could be fired). 


Several points remain. This is a complex area in- 
volving the law; it may not be clear that an act was 
deliberate or that a certain party was responsible. Al- 
SO, Criticisms usually are aimed at marketers, but all 
system participants have responsibilities, including 
public policymakers and consumers, and negative 
acts occur in each sector regularly. In addition, some 
acts deserve to be criticized by all participants. The 
U.S. system is designed for dealings to be open, hon- 
est, and well-informed. Deceptive and irresponsible 
behaviors injure honest competitors or consumers. 
Thus, it is disingenuous to simply defend actions of 
fellow marketers or consumers because system roles 
are shared. It is not clear why anyone would want 
disreputable persons’ actions to define either the 
standards or image for the system overall. 


Conclusions and Implications 


Our goal has been to stop at this unique point in time, con- 
sider the larger picture of the marketing field, then fairly 
portray its structure, activities, and benefits to society. The 
system is huge and dynamic. Its imperfections stand as chal- 
lenges for improvement, and it is appropriate for partici- 
pants to work to rectify them. Beyond this, the aggregate 
marketing system offers much that is impressive. 


т Summary 


This article began by comparing daily life today with that at 
the turn of the last century. It is evident that the aggregate 
marketing system has brought many improvements to soci- 
ety. An illustration of a breakfast then showed the conflu- 
ence of marketing systems, which highlighted the physical 
side of marketing and the wide range of system activities. 
Together, these explain why the aggregate marketing system 
1s so ubiquitous within U.S. society: It employs approxi- 
mately one in five adults and includes several million firms, 
several hundred million consumers, and many others who 
deal with marketing in their work in government, the pro- 
fessions, services, and not-for-profit sector. In the next sec- 
tion of the article, we summarized a three-set series of con- 
tributions the aggregate marketing system offers to society. 
We examined benefits to the overall economy, as well as for 
economic development, in the first set. The second set com- 
piled an impressive array of direct benefits to buyers, and 
the third noted continual enhancements in system perfor- 
mance and an array of noneconomic contributions to the 
quality of life of a society and its members. We followed this 
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with a summary of criticisms of the system. As previously 
noted, the aggregate marketing system emerged from this 


overall analysis as a worthy testament to those who have ' 


shaped it over time. 


Interesting Insights from the Project 


Some substantive lessons learned. This project has been 
illuminating, and five "lessons learned" stand out for us (de- 
pending on background and interests, other readers might 
have drawn different insights). 


The size, power, and practiced performance of the aggregate 
marketing system has emerged in this project. Several points 
accompany this realization: (1) There is a real need to appre- 
ciate conceptually the magnitudes involved in this system; (2) 
many "hidden aspects of marketing" may be being excluded 
from thinking about the field; and (3) those marketing ele- 
ments the public experiences directly, such as advertising and 
retail selling, are likely receiving disproportionate weight in 
its view of the field. 

Not all lessons are entirely positive; future developments like- 
ly will place marketers at the center of further controversies. 
"Society," as referenced in the article's title, may be losing 
cohesion, and global marketers can be described as assisting 
this process (though this might not be intentional). Consider 
challenges to ethical systems (e.g., bribery), religious beliefs 
and customs (e.g., interest rates), or government protections 
for home industries and workers (trade barriers) and growing 
needs for adaptations in national antitrust policies (Federal 
Trade Commission [FTC] 1996). Meanwhile, not only does 


the Internet seamlessly cross societal boundaries, but the in- ` 
credible efficiency of its reach offers huge potentials for mar- ' 


keting fraud. In one recent FTC (1997) case, an Internet pyra- 
mid scam promised investors $60,000 per year for an initial 
investment of $250: 15,000 consumers had bought in before 
it was stopped. Overall, concerns are increasing about mar- 
keter intrusions in privacy of records, secunty of financial re- 
sources, and selling to children. 


MThis article has concentrated on benefits and system poten- 
tials. However, at this special point in tune, it is reasonable. 
for every marketing person to ask whether the current aggre- 
gate marketing system actually represents "the best of all 
worlds " Our emphasis here is not critical but philosophical. 
The system is very powerful, and marketers are at work to 
help it achieve its ends. That society has granted marketers 
substantial freedoms, and that these serve to allocate much of 
the nation's resources, is a key statement about a societal pur- 
pose of the aggregate marketing system. To what extent do 
marketing managers view themselves as having reponsibility 
for improving the public interest or acting as stewards of a 
society's resources? What implications do these views have 
for the field as presently constituted?!6 

The central role for innovation in improving a society's qual- 
ity of life became more evident to us. The contributions from 
innovations and improvements are striking. Conceptually, 
this underscores the value of dynamism in an aggregate mar- 
keting system, as well as the key role of competition in pro- 
viding the system's impetus. In turn, the societal importance 
of a government's policies to foster and protect both innova- 
tion and competition—antitrust, patents, trademarks, and so 
forth—become clearly apparent, but global differences may 
1mpede future progress. We also find the system's twin re- 
liance on competition as a driver and trust as a bonding agent 


16We thank an anonymous reviewer for suggesting this issue be 
raised for the field's consideration. 
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to be impactful yet somehow paradoxical. Finally, it is clear 
that achievement of success in discovering, developing, and 
managing new products is a central issue for the field, which 
calls for closer ties with other areas, such as more joint pro- 
grams for science and marketing. 

MTremendous potentials exist for marketing contributions to 
economic development, which can literally “change the 
world” for citizens of developing nations. Each aggregate 
marketing system is specific to 1ts own society and time. Al- 
though a society’s choices will constrain options, develop- 
ment also proceeds in identifiable stages. Thus, there is a po- 
tential to transfer knowledge, products, and methods found 
useful in prior stages of advanced systems. Aggregate mar- 
keting systems are in flux daily across the globe. Will the 
“transitional” nations trying to move from command to free- 
market systems be successful? Strong linkages between mar- 
keting, public policy, and aggregate marketing system perfor- 
mance are starkly clear in these cases. 


Implications for marketing scholarship. Overall, we are 
optimistic: This project has convinced us that adopting the 
perspective of the aggregate marketing system helps a per- 
son “see” the field of marketing in its true expanse and com- 
plexity. However, this perspective largely has disappeared 
from the marketing mainstream in recent years (Wilkie 
1997; Wilkie and Moore 2000). Four insights address di- 
mensions of this issue: 


Prospects for contributions from many scholarly traditions 
are bright if differing perspectives are pursued. One wonder- 
ful aspect of the academic life is its freedom to speculate. Be- 
yond specific topics in marketing and society research, it 1s 
helpful to recognize how employing different perspectives on 
the aggregate marketing system could enable a much broader 
set of contributions to marketing thought. To wit, the goals for 
this journal issue directed our focus toward “marketing,” “ 
contributions," and "society," and we examined the world 
from this vantage point. A slightly different mandate, howev- 
er, might have led us to, say, "the aggregate consumption sys- 
tem." In this case, consumer behavior, consumer economics, 
and public policy would have joined marketing on center 
stage, though the larger phenomenon would not differ much. 
Thus, this project has highlighted more generally for us the 
potentials of higher "levels of analysis" aggregated beyond a 
single firm, market, or household. Although not a new insight 
in itself, its potential to be meshed with differing perspectives 
opens many opportunities for useful investigations. 

РОЈ particular note, the “value of marketing" offers special 
potential as an organizing framework for new contributions 
to marketing thought. Following on the preceding point, 
much current research in marketing is actually quite useful 
for understanding the aggregate marketing system if we in- 
voke only a slightly different frame of reference. "Value of 
marketing" will work well. A multiuniversity project with this 
title was begun by Yoram Wind at the Wharton School in the 
early 1990s and led to some of the insights cited in this arti- 
cle. Support for Wind's project is warranted, as is a general 
recognition of this framework's potential. For example, as- 
sessing the value of marketing activities is congenial to much 
current research in marketing management (e.g., new product 
development), marketing science (e.g., long-term value of 
promotion versus advertising), and consumer research (e.g., 
consumer information). Furthermore, value can be assessed at 
a firm level, across firms, or for society. Thus, efforts at de- 
veloping theory and calibrations of the value of various mar- 
keting actions will contribute to a better understanding of the 
aggregate marketing system. 


MThe existing infrastructure for thought on “marketing and so- 
ciety” offers inviting opportunities. Many interesting research 
Issues exist, and interested scholars should know that the pre- 
sent infrastructure eases entry to this area. Nearly 300 acade- 
mics have joined the American Marketing Association's re- 
cently formed "Marketing and Society" special interest 
group, and allied professional groups exist in such areas as 
macromarketing, marketing and public policy, marketing 
ethics, the consumer interest, marketing history, and the 
aforementioned areas of QOL and social marketing, each of 
which offers periodic meetings. Many publishing outlets ex- 
ist, including the Journal of Macromarketing, Journal of Pub- 
lic Policy & Marketing, Journal of Consumer Policy, and 
Journal of Consumer Affairs, which are among those that spe- 
cialize in publishing research in this area. Mainstream jour- 
nals long have welcomed manuscripts as well. 

bAs a final note, it is troubling to realize that knowledge does 
not necessarily accumulate in a field; knowledge can disap- 
pear over time if it is not actively transmitted (e.g., Wilkie 
1981*). One responsibility of academia is to place a field of 
study into proper perspective. We believe the aggregate mar- 
keting system should come to occupy a central position in re- 
search in the marketing field. However, this issue will not re- 
ceive due consideration unless current scholars are willing to 
consider that important knowledge is being lost from the ac- 
tive body of marketing thought. As research specialization has 
proceeded, with good reason, this risk has increased. Knowl- 
edge outside a person's specialty first may be viewed as non- 
instrumental, then as nonessential, then as nonimportant, then 
finally as nonexistent. Our concern is not for today's scholars, 
who may opt to make an informed choice, but for later gener- 
ations of scholars who may not gain enough background to re- 
alize that a choice is available to them. To examine this risk, a 
survey, of Doctoral Consortium participants was run as part of 
this project (Wilkie and Moore 1997). In brief, these concerns 
appear justified. Although two-thirds of current doctoral can- 
didates report having a personal interest in learning about mar- 
keting and society, less than one in ten has taken even one 
course in the area at any level, and self-rated expertise is low. 
Doctoral programs sorely need to reconsider this issue, as 
might MBA and undergraduate programs. 


Into the Future 


Having begun this article by looking back over a long time, 
we now know not to look forward very far. As just one ex- 
ample, new information technologies clearly will change 
our world in the future, though exact impacts are unknown. 
Some firms will gain new efficiencies, others will develop 
new offerings, and all will need to adapt to new competitive 
realities. Richard Tedlow (1998), Harvard historian of busi- 
ness, offers the view that the future of the Internet depends 
on its treatment within the aggregate marketing system: 


the word on everyone's lips is "Internet." А century ago 
[it] was "radio." When radio came along, everyone knew 
that a device of profound significance was now available 
... but for all its magic, how was radio to be commercial- 
ized? ... It took decades to find the answer for radio. How 
long will it take for the Internet? 


And what happens if the Internet changes consumers’ 
buying behaviors in basic ways? Whereas "location, loca- 
tion, location" was long the retailing mantra for success, the 
Internet means that geographic location can be removed as 
a factor (sellers can be anywhere in the world), time can be 
shortened and shifted through computer access, new forms 
of information (with advice from neutral experts) can be 
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consulted, and lower prices might be negotiable. How will 
today’s fixed marketing system—malls, retailers, whole- 
salers, manufacturers, suppliers, shippers, advertising agen- 
cies, and salespersons—adapt, and to what extent will it be 
necessary? It is interesting to realize that some readers of 
this article will be responsible for the successful adaptations 
that will change the marketing systems of the future. 


In closing, we reiterate that we feel privileged to have 
had this opportunity to step back, explore, and recognize the 
achievements of the aggregate marketing system. Through 
this process, we have gained a better understanding of.the 
nature of the field, the challenges that it faces, and the con- 
tributions it makes to societal welfare. 


> 
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